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The different growth dynamics of the industrial and retail sectors

Rafael Martins Murrer

Brazil reported GDP growth of 0.1% Q/Q in the fourth quarter of 2018 and of 1.1% in the year as a whole. A
sector-by-sector breakdown shows that the industrial and retail sectors expanded at different paces: while
Brazil’s industry (which is responsible for approximately 21% of GDP) grew by 0.6% in 2018, retail (whose share
of GDP is close1 to 13%) was one of the most dynamic sectors of the country’s economy.

In fact, the industrial sector’s performance fell below expectations in 2018. For instance, industrial
production rose 2.5% in 2017, slowing down to 1.1% in 2018. In our view, two factors can help explain why
the latest figures were softer than expected: i) in May, the truck drivers’ strike halted the recovery that had
been in progress since mid-2016, causing industrial production to end the year 2.2% below pre-strike levels; ii)
the economic crisis in Argentina and a global slowdown led to lower external demand, which impacted some
Brazilian exports and dampened the recovery of the industrial sector.

On the other hand, retail sales2 grew by 5.0% in 2018, from 4.0% in 2017. As the industrial sector struggled
with its problems, retail was boosted by key growth drivers: (i) the government’s decision to allow citizens to
withdraw funds from their PIS/Pasep accounts; (ii) consumer credit expansion; and (iii) lower interest rates in
the consumer lending market. It is worth noting that, even in 2017, consumer spending benefited from
declining inflation and the government’s release of funds from inactive severance accounts (FGTS).

Chart 1: Domestic and external demands for the industrial sector (seasonally adjusted monthly data)

Source:  FGV, Bradesco

1 From a supply-side perspective, the retail sector’s share of the service GDP is 13%. Meanwhile, consumer spending accounts for 64% of GDP from a
demand-side perspective.
2 Broad definition, which also includes automobiles and building supplies.
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We also noticed discrepancies in employment and confidence figures. In 2018, retail added 83,000 new
formal jobs (equivalent to a job growth of approximately 1.0% for the sector). On the other hand, the industrial
sector added a modest 5,000 new jobs, but the processing industry – its largest segment – lost 3,000 jobs,
resulting in practically flat employment growth for the sector. The FGV business confidence index for the retail
sector rose 9.5 points last year – with much of the increase concentrated in the second half and in the
expectations component –, ending 2018 above the neutral level (100 points). In contrast same index for the
industrial sector was down 4.5 points, falling below the neutral level (Chart 2).

Chart 2: Confidence indices: industry and retail
Monthly seasonally adjusted data

Source:  FGV, Bradesco
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That said, the question is whether industry will pick up pace to match the retail sector, or if retail sales could
lose momentum. A Granger casuality test suggests that industrial production is a predictor of retail sales
growth, but the contrary is ambiguous. In other words, retail sales may soften in the coming months in light of
the recent performance of industrial production.

In the very short term, we believe that the balance of risks for retail sales is more or less balanced. On the
downside, confidence in the retail sector stalled and started to recede, although the indicator remains above its
neutral level. Also, consumers will not benefit from one-off boosts in income this year, contrary to cash
injections into the economy resulting from the disbursement of FGTS and PIS/Pased funds in the last two years.
Finally, aggregate wages are growing moderately, which may weigh on consumer spending. On the positive side
: (i) current economic data appear to have remained strong in January and February; (ii) household debt service
burden is declining; (iii) there has been a significant expansion in consumer credit, with lower interest rates and
delinquency rates; and (iv) expectations continue to point to stronger economic growth, albeit at a lower rate
than estimated a few months ago.
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As for the industrial sector, the global slowdown has caused external demand to slide. This is evident in Chart
1, and we believe that this factor will continue to have an impact throughout the first half of this year. On the
other hand, there is room for a rebound of manufacturing production, as capacity utilization rate is at near-
historic lows (Chart 3), while confidence indicators are on an upward trajectory, despite being still below the
neutral level. In addition, inventory levels are adequate and do not require any major adjustments to
production (Chart 4).

Chart 3: Capacity Utilization Rate for the industrial sector

Source:  FGV, Bradesco

³ The higher the indicator, the higher the inventory levels.

Chart 4: Industrial inventory levels³

Source:  FGV, Bradesco

105.4

90.0

95.0

100.0

105.0

110.0

115.0

120.0

125.0

01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19

Título do Gráfico

Inventory Level

Average

estoques invertidos

74.7

72.0

74.0

76.0

78.0

80.0

82.0

84.0

86.0

05 06 07 08 09 10 11 12 13 14 15 16 17 18 19

Nível de Utilização da Capacidade Instalada na Indústria Geral - Série com ajuste sazonal - em 
% Fonte: FGV Elaboração: Bradesco 

Average since 2001

Capacity Utilization



Macroeconomic Research Department 4

Depec Highlight- Bradesco

In this context, retails sales may lose some traction on the back of the softness in the industrial sector.
However, even allowing for some softening, the retail sector will likely continue to outperform industry. In
2H2019, we believe that the economic recovery will gain momentum, boosting both industry and the retail
sector, reflecting the improvement in credit conditions, the lower debt-service burden on households (and
consequently, more disposable income) as well as a more buoyant consumer.
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