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The global economy has been slowing down since mid-2018. A good part of this movement can be attributed
to rising trade tensions, with an emphasis on the relationship between the United States and China. However,
the European economy was already showing moderation even before the trade disputes intensified, influenced
by a drop in private investments (Chart 1).

Political instability in Europe, such as the failure to disentangle the Brexit process and the difficulty in
forming the Italian government, increased uncertainties regarding the economic policy, resulting in a major
impact on investments in the region. Some specific factors also affected the continent’s economy, such as
changes to regulations on motor vehicle emissions. Furthermore, a more intense drought than suggested by the
seasonality of the end of the year negatively impacted the transportation and production of some inputs in
recent months, especially in the chemical industry.
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Signs of economic deceleration in the U.S. are much less intense and mostly reflect domestic factors,
including less fiscal stimulus, tighter monetary conditions and the government shutdown earlier this year.
Negative surprises with economic data, such as industrial production and retail sales, were at least partially
offset by stronger GDP growth in the fourth quarter than expected. We expect more moderate activity in this
first quarter, still due to the shutdown and the more intense cold than normal for the period. In addition, the
job market, which was growing steadily, lost some traction in February, although it is still too early to consider
the latest data as a change in trend.

The main vector driving the downturn in the Chinese economy is the trade war, which has significantly
impacted the country’s exports. Faced with this external shock, the government injected various fiscal and
monetary stimuli to mitigate such impacts. We believe that these stimuli will be effective to avoid a stronger
deceleration throughout the year, but they will probably prove insufficient to drive economic acceleration.

Chart 1: Industry PMI index
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Chart 2: Surprises with economic data (*)

Source: Bloomberg, Bradesco

Inflation has recorded low readings in the major economies, given this scenario of lower expansion in
world demand and the consequent relief on oil prices. Price deceleration is widespread, with drops in both
the full indexes and cores for most countries. This scenario has allowed the central banks of the major
developed economies to adopt a more accommodative stance than the one taken until the end of 2018. It is
worth mentioning that this tendency is being accompanied by the monetary authorities of some emerging
and “secondary” developed countries, such as India, South Africa and Australia. Table 1 illustrates the shift in
speeches by central banks. The downward arrows indicate a milder tone in the most recent communication,
compared to the previous one. The reference is the January meeting of the Fed’s monetary policy committee
(FOMC), when a milder tone was noted regarding the future trend of U.S. interest rates.

Table 1: Tone changes in monetary policy and 2-year interest rate decisions following the January FOMC 
meeting
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(*) Surprise is defined as the difference between the actual result and the median of market analysts’ forecasts.

Source: Bloomberg, Bradesco

In this context of the world cycle transitioning to lower growth – though with broader liquidity – the
Brazilian economy should be affected by some channels. Domestic expansion has been rebounding quite
gradually, and sometimes seems to be dissociated from the global trend, in the sense that the origins of
moderation of the national economy are quite different from those observed in the rest of the world,
although the domestic and foreign industrial sectors seem to be more in tune.
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In an attempt to measure possible effects of the performance of the global economy on the Brazilian GDP,
we considered three distinct world growth trends. In our baseline scenario, we expect the global GDP to
slow to 3.4% in 2019. In the pessimistic scenario, activity would continue to slow down, recording a 2.0%
increase in the period. On the optimistic side, we would see a faster acceleration in the second quarter, and
the world GDP would advance 3.7%. We used household domestic consumption lagged in one period as a
control variable, representing the trend of domestic demand. It is important to note that the exercise
considers the other factors as constant, and is therefore a simplification of reality; for example, it includes
identical monetary and fiscal policies, as well as progress of the reform agenda.

In our base scenario, the domestic economy would keep pace with the improvement in international
activity, rising 2.4% in 2019, according to our estimate. In the optimistic scenario, the Brazilian GDP would
grow 3.0% in the last quarter, compared to the same period last year, accumulating a variation of 2.8% in
2019. On the other hand, in the most adverse scenario, the rise in the Brazilian GDP suggested by the world
economy would be only 1.0% in 2019. In fact, in this more extreme scenario of a continuous deceleration in
the global economy, we would shift from a year-on-year growth rate from 1.1% to another of 0.4% in the
fourth quarter, which we consider unlikely at this time (Chart 4).

Chart 3:  Annualized 6-month growth of the Brazilian GDP versus preceding OECD global indicator

Source: OECD, IBGE, Bradesco
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Chart 4:  Year-over-year growth of the Brazilian GDP
Base, pessimistic and optimistic scenarios for the different global growth trends

Source: Bloomberg, Bradesco
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Possible contagion channels from the global environment for the Brazilian economy include foreign trade
and financial conditions. In the case of the former, a more intense slowdown in world economic activity
would reduce our sales abroad, through a quantum contraction and drop in prices of exported products,
especially in lower commodity prices. In relation to the second channel, a possible worsening of financial
conditions, mainly influenced by the stock market and credit spreads, would contaminate the local market
and trigger greater risk aversion. However, the financial contagion has not yet materialized, with a
generalized movement of lower interest rates, given the milder signals from the central banks of developed
countries and the reactions from the monetary authorities in emerging economies. In order for more adverse
scenarios to come to light, the effects of these two channels (trade and finance) would have to move in the
same direction, which has not happened until now, with financial conditions remaining relatively stable with
the responses of the governments to the economic slowdown.

Our base scenario considers stabilization of the global economy in the second quarter of this year and
should show some acceleration in the second half. The easing of financial conditions seen in recent months
and the Chinese government’s commitment to avoid a more intense slowdown in the country’s economy are
expected to translate into stronger performance for the global economy from this point on. In addition, the
reduction of important risks, such as trade tensions between the U.S. and China, overcoming the U.S.
government’s shutdown period and progress in the United Kingdom leaving the European Union, should
contribute to a higher growth rate in the coming months.

We believe that the impact of the global deceleration on the Brazilian economy will be limited if this
scenario plays out, as suggested by our estimation. Furthermore, it is important to note that our economy is
relatively closed, and therefore less affected by foreign trade. What we have seen so far is reduced vehicle
exports to Argentina, an important trading partner. However, the Argentine crisis was not triggered by lower
world growth, but by local factors.

We understand that the vectors associated with the domestic dynamics should stand out in determining
Brazil’s GDP trend this year. Progress on the reform agenda, especially the social security reform, will be
fundamental for a more significant growth of domestic activity over the coming quarters. In addition, the
acceleration of the credit portfolio, driven by maintaining a low interest rate, will also positively contribute to
an acceleration of the economy throughout this year. Under the context of this repositioning of the Brazilian
economy, with a debate on a broad economic reform agenda, the international scenario should not be the
dominant force, but rather, as suggested by our estimates, act as a lever or a mitigating factor for the
possible positive effects of this agenda on the local economy.
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