
Macroeconomic Research Department 1

March 13, 2019

Agribusiness, industry and an upturn in the job market may favor regional dynamics
this year

The Brazilian economy grew 1.1% in 2018, but different regions had different performances. This
heterogeneous dynamic reflected a stronger advance in retail sales and a rebounding formal job market. The
strongest performers in the past year include the North and Southeast regions, as well as Espírito Santo,
Amazonas and Paraná. The North and Midwest will likely take the lead as the most dynamic in 2019, while the
South and Southeast regions should grow more in tune with the national average and the Northeast will bring
up the rear with performance falling short of the Brazilian economy.

The major lag in the release of state GDP¹ numbers led us to create an aggregate indicator to monitor
regional activity. We used principal component analysis, a multivariate statistical technique based on a
correlation matrix of variables of interest. The idea is to reduce the mass of data with the least possible loss of
information to simplify and facilitate the interpretation of the indicators. The technique has many purposes,
including the construction of an index that summarizes the database to only one dimension – the regional level
in this case.

We created 32 aggregate indicators, including 27 states and 5 Brazilian regions. The indicator for each
state/region summarizes the following information: i) industrial production (for states with available data); ii)
retail sales; iii) volume of services; iv) formally registered employment; v) value of exports; vi) stock of
individual credit; and vii) confidence index for industry and trade (for regions that provide such information).
Chart 1 shows that the aggregate indicators of each region have been showing signs of recovery in recent years,
each at its own pace. This expansion was widespread in 2018, but the South, North and Northeast lost steam in
the last quarter.

Chart 1: Regional Aggregate Indicator* – deviation from the average

(*) Positive numbers represent above-average performance, while negative numbers represent below-average performance.

1 The IBGE released the Regional Accounts for 2016 in November 2018.
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The North and Southeast regions recorded the strongest performances in 2018. The former presented the
greatest expansion, despite the belated rebound – from late 2016 to 2017. With the exception of the volume
of services, all data in the North advanced at a rate above the national average. Furthermore, Amazonas
drove growth in the region by recording the second highest growth among the states. The Southeast was
pushed forward by Espírito Santo (state with the largest growth) and Minas Gerais. Rio de Janeiro, which was
lagging behind in the recovery cycle, showed acceleration as of the second half of the year. However, the
reduction of formal construction jobs in 2018 reinforced the slow resumption of the real estate construction
cycle. Finally, budget constraints of the government of Rio de Janeiro also impacted the recovery of the local
economy.

The South region showed mediocre performance, but a few caveats are worth mentioning. First, the region
shot out ahead when coming out of the recent recession, which means the basis for comparison is greater.
The South already demonstrated positive performance in mid-2017. In addition, there was a corn harvest
failure due to a drought during the development of the crop, which was followed by heavy rainfall, close to
the truck drivers’ strike last May. Regardless, the region continued to grow in 2018, though at a more
moderate pace. It is also important to note that despite the crop failure, Paraná still recorded the third
highest growth among the states.

The Northeast and Midwest regions pulled up the rear in the recovery cycle. The dynamism of the industrial
activity, retail sales, the service sector and job creation is weaker in the Northeast. Just as in Rio de Janeiro,
the recovery became more apparent in the second half of 2018. In the Midwest, the industry slowdown and
weaker trade performance limited the expansion of the region. Despite only having declared a state of
financial calamity in January of this year, the governments of Goiás and Mato Grosso already had restricted
budgets, which must have negatively influenced economic activity. Even so, the labor market in Mato Grosso
indicated job creation above the national average, driven by agribusiness, industry and trade.

Chart 2: Regional Aggregate Indicator – deviation from the average – 2018

(*) The darker the color, the greater the growth of the state
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As previously mentioned, Espírito Santo, Amazonas and Paraná were the top-performing states, as shown
in Chart 2. Consumption in Espírito Santo has stood out among the retail trade of other states. The
transportation, beverage and electronics industry drove growth in Amazonas. On the other hand, strong
formal job creation pushed Paraná ahead, especially in the service sector. The performance of that southern
state was positive, despite the corn crop failure having affected the agribusiness chain. Minas Gerais and Rio
Grande do Sul are also worth mentioning, which performed well above the national average despite the fiscal
limits of the state governments.

The weaker performances in the Distrito Federal, Alagoas and Sergipe round out the negative side. In the
first case, performance was limited by a drop in retail sales. In Alagoas, the combination of retail weaker than
the national average and stability in the stock of formal employment resulted in the second worst state
performance, according to our aggregate indicator. Finally, in the case of Sergipe, the slower expansion rate
was a result of the drop in formal employment, in net terms – representing one of the five states that
registered a reduction in the employment stock in 2018, in addition to Acre, Pernambuco, Rio de Janeiro and
Mato Grosso do Sul.

The growth rate for the domestic economy in 2019 should accelerate gradually, although recovery early in
the year is still slower than initially expected. Just as in the past year, the expected expansion is not likely
to occur at the same intensity and speed across all regions of the country. The recent loss of traction in the
job market and accommodation of confidence indicators caused uncertainties regarding the recovery rate of
the Brazilian economy to rise. In addition to these domestic vectors, which have mainly limited the continuity
of the strong expansion of trade, the Argentine recession and the slowdown of the global economy
contribute to this low dynamism. In parallel to the overall outlook for the Brazilian economy, the economies
of the Midwest and the North should be favored by agribusiness and industry – manufacturing and mining,
respectively. We forecast advances of 3.2% for the Midwest and 3.1% for the North. The Southeast and South
regions, in turn, although with distinct performances between the states, will grow more in line with the
national average: 2.8% and 2.9%, in that order. The Northeast will still lag behind in the recovery cycle and is
expected to advance 2.5%, sustained by the commerce and services segments, but with a slow recovery in
construction.

Finally, some specific risks in addition to those already considered for the country may negatively affect
some Brazilian regions. First, revisions to the grain crop have been constantly downward. The Midwest and
South regions have undergone major revisions. New reassessments could limit expansion of the activity and
employment throughout the agribusiness chain. In addition, the fiscal restrictions of the governments of Rio
de Janeiro, Minas Gerais and Rio Grande do Sul are still limiting local performance. Four other governments
have decreed a state of financial calamity: Roraima, Rio Grande do Norte, Goiás and Mato Grosso, and
therefore deserve attention. Finally, the deceleration of the global economy should have a more significant
impact in the most exporting states, especially Espírito Santo, Minas Gerais, Maranhão, Bahia and Santa
Catarina. In the case of Pará, an important producer of iron ore, the recent rise in prices for the commodity
should compensate for a possible slowdown in world consumption. The demand for agricultural products, in
turn, should remain high, despite the slower growth rate of most economies, favoring the external sales of
Mato Grosso and Mato Grosso do Sul, in addition to compensating for the drop in the production of
manufactured goods in the states of Paraná and Rio Grande do Sul.
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