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Economic Outlook

o The global economy as been on a steeper downturn in recent months. Data on international trade,
industrial production, and confidence, both of businesses and consumers, point to a more evenly
distributed form for loss of momentum.

o It is important to note that trade data was not alone in this cooling, pairing with a loss of steam in the
expansion of investments and there are also many reports of publicly traded companies with concerns
on final demand for their products. Several studies have already shown that the uncertain economic
environment creates less propensity for long-term investments.

o The increased volatility of the financial markets escalated the alert, including that of the monetary
authority of a country with very healthy economic performance in recent years – the United States.
Members of the FOMC, including chairman Jerome Powell, have shifted the tone of their speeches in
recent weeks. Recognition of the global slowdown underway and its impacts on U.S. companies and their
investments brought doubts regarding the intensity and speed for interest normalization from here on
out.

o This set of uncertainties maintains a negative balance of risks in our growth forecasts for the 2019
global GDP (currently 3.6%), which could, in a more adverse scenario, return to levels seen up to 2016:
slightly below 3.5%.
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Positive conditions for a recovery

More intense slowdown of the global economy

o The Brazilian economy is still showing positive signs for a recovery of economic growth. Low inflation
and interest rates and less leveraged households and businesses suggest there is room for a cyclical
rebound in 2019. Recent figures show a sharp rise in business confidence – returning to 2014 levels –;
credit data and the capital markets are consistently improving; and overall financial conditions remain
expansionary. The formal labor market continues to recover – which helps reduce precautionary savings
and favors consumption – and the unemployment rate is slowly dropping, without wage pressures to this
point. This combination favors the benign inflation scenario and gives the Central Bank more time to
consider its next policy move.

o The risks associated with the inflation scenario also improved and we revised our IPCA inflation
forecast to 3.8% in 2018 and 4.0% in 2019. Lower oil prices, improved rain conditions – with positive
impacts on electricity prices – and subdued core inflation are the main drivers behind the revision of our
inflation forecast for 2018. Note that market prices – those that respond to the economy’s supply and
demand conditions and to monetary policy – rose just 2.8% in the last 12 months, significantly below the
center of the inflation target. Lower inertia in 2019, the only modest rise in installed capacity utilization
and benign oil prices led us to lower our 2019 forecast from 4.25% to 4.0%.

o Current economic data does not actually point to this more intense recovery. Growth has spread, but a
gradual pace prevails. The “positive” side of this slower recovery is that capacity utilization remains low.
That drove us to revise our Selic forecast for the coming year from 8.0% to 7.25%. With the improved
inflation scenario balance of risks, maintained expectations of quick addressing of structural fiscal
reforms, and idleness of the factors to remain present for a good amount of time next year, we see a
likely scenario of interest normalization beginning late in the third quarter, at intervals of 0.25
percentage points, with the Selic reaching 7.25% by the end of next year.
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The Brazilian economy is still showing positive signs for a recovery of economic growth. Low inflation and
interest rates and less leveraged households and businesses suggest there is room for a cyclical rebound in
2019. Recent figures show a sharp rise in business confidence – returning to 2014 levels –; credit data and the
capital markets are consistently improving; and overall financial conditions remain expansionary. The formal
labor market continues to recover – which helps reduce precautionary savings and favors consumption – and
the unemployment rate is slowly dropping, without wage pressures to this point. This combination favors the
benign inflation scenario and gives the Central Bank more time to consider its next policy move.

The risks associated with the inflation scenario also improved and we revised our IPCA inflation forecast to
3.8% in 2018 and 4.0% in 2019. Lower oil prices, improved rain conditions – with positive impacts on electricity
prices – and subdued core inflation are the main drivers behind the revision of our inflation forecast for 2018.
Note that market prices – those that respond to the economy’s supply and demand conditions and to monetary
policy – rose just 2.8% in the last 12 months, significantly below the center of the inflation target. Lower inertia
in 2019, the only modest rise in installed capacity utilization and benign oil prices led us to lower our 2019
forecast from 4.25% to 4.0%.

Positive conditions for a recovery

Source: IBGE, Bradesco

Table 1: IPCA openings, annual change (in%)

However, some upside risks remain present, but are more associated with supply shocks. They include: (i)
climate risk: possibility of a stronger El Niño lasting until 2Q19, which could put some pressure on international
food prices in Asia – particularly sugar and coffee; and (ii) African swine fever in China, which reduced pork
supply. Since China is both the largest consumer and producer of this protein, it could lead to stronger demand
for pork in other markets. In addition, consumption may shift to other types of protein, possibly also leading to
pressure on prices. The possibility of delays in implementing fiscal reforms and an adverse external backdrop
are also important risk factors Brazilian asset prices – particularly the BRL.

Avg

2005-16
2017 2018* 2019*

IPCA 5.9% 2.9% 3.8% 4.0%

Market Prices 6.1% 1.2% 2.7% 3.5%

Food 7.3% -4.9% 4.2% 4.5%

Services 7.3% 4.7% 3.5% 3.9%

Manufactured goods 3.7% 1.1% 1.2% 2.3%

Regulated Prices 5.5% 8.4% 6.7% 5.2%

Core 5.8% 2.9% 2.3% 3.3%
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Conditions remain favorable for the balance of payments, providing room for the Brazilian economy to
increase the growth rate without facing an external restriction. This environment is illustrated by the low
trade deficit (USD 15 billion) and high foreign direct investment in the country in recent months (USD 75
billion). However, even with a certain relief in the foreign scenario for emerging economies, the Brazilian
currency depreciated in November, climbing to BRL/USD 3.87 and leaving behind October’s threshold of
BRL/USD 3.70. This trend was the opposite of that seen in emerging economies’ currencies, which appreciated
in the period with the Fed’s speech winding down, the drop in oil prices and the portfolio flow inputs. In
hindsight, possible justification for the Brazilian real’s performance in the month include: (i) lack of advances in
the reform agenda (perhaps excessively optimistic expectations, given the fact that the new administration and
Congress have not yet taken office); and (ii) cautious foreign investors, which seem to be awaiting concrete
measures to make allocation decisions.

This caution is shown both in the portfolio flows and the rise in short BRL positions in derivatives. We did not
observe portfolio flow inputs following the elections (which even registered outputs), while long USD positions
acquired by foreign investors have yet to be undone and remain high (over USD 40 billion, notional). Spot
market flows also worsened in recent weeks, leading the Central Bank of Brazil to offer repurchase agreements
to provide liquidity. We believe the CB will continue to offer these lines in December, to counter seasonaly
outflows related to remittances of profits and dividends and interest payments.

A tighter FX market and limited prospects for foreign capital inflows led us to raise our YE forecast for the
BRL from 3.70 to 3.80/USD. Our forecast of BRL/USD 3.70 for 2019 remains unchanged, conditioned to
progress on the reforms agenda. Success in implementing the reforms could lead to a stronger BRL

In this more constructive environment with reforms being addressed, we believe that financial conditions
will tend to remain favorable. As such, we maintained our GDP growth forecast at 1.1% for 2018 and 2.8%
for 2019. It is important to highlight that our growth expectation assumes a strong acceleration in the quarterly
GDP as of 2Q19, with annualized growth rates falling at around 4.0%. Even if the economy sits in a favorable
cyclical position for this recovery, including the increased confidence we have seen as of late, advances in the
reform agenda are essential to confirm our scenario. The recovering confidence and favorable cyclical position
are necessary conditions, but aren’t enough for growth to rise to levels around 4.0%.

Source: Bradesco, Bloomberg

Chart 1: BRL vs. currencies of commodity-exporting countries - base 100 = 01/01/2018
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Current economic data does not actually point to this more intense recovery. Growth has spread, but a
gradual pace prevails. GDP in the third quarter surprisingly grew by 0.8%, but relied on one-off factors both on
the supply side (agriculture) and on the demand side, noting that household consumption was a result of the
PIS/PASEP release. With the exception of confidence indicators, transition to the fourth quarter is still slow,
with projected GDP growth at 0.1%, especially after expansion of October’s industrial production fell short and
weak vehicle sales for the last two months.

The “positive” side of this slower recovery is that capacity utilization remains low. That drove us to revise
our Selic forecast for the coming year from 8.0% to 7.25%. With the improved inflation scenario balance of
risks, maintained expectations of quick addressing of structural fiscal reforms, and idleness of the factors to
remain present for a good amount of time next year, we see a likely scenario of interest normalization
beginning late in the third quarter, at intervals of 0.25 percentage points, with the Selic reaching 7.25% by the
end of next year. If this growth rate is frustrated, it is not possible to rule out further interest rate cuts or
further postponement of normalization, even if that is not our most likely scenario. It is worth mentioning that
this scenario essentially stems from the persisting idleness and low current inflation with anchored
expectations. The debate on neutral interest fundamentally depends on the characteristics of the reforms,
especially social security, taxes, the degree of commercial openness and the eventual independence of the
Central Bank. Once the details of this agenda are known and approved in Congress, then it will be possible to
bet on lower equilibrium interest, especially for longer terms, since short-term interest rates are already close –
albeit slightly above – the average for emerging markets, which are in a cycle of climbing interest rates. In this
case, lower long-term interest will be contrasted by a stronger economic recovery and quicker closing of the
output gap.

Our overall scenario continues to show favorable expectations. The agenda is still lacking details and, above all
else, the execution in Congress will be as important or even more so than the agenda. If reforms move quickly –
or at least consistently – there is a possibility for positive growth surprises, a drop in country risk, currency
appreciation, and a drop in long interest rates with respect to our base scenario. These confirmations, however,
should become clearer only after the start of the next congressional term in February next year.

Source: IBGE, Bradesco

Chart 2: GDP – annual change, in %
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The global economy as been on a steeper downturn in recent months. Data on international trade, industrial
production, and confidence, both of businesses and consumers, point to a more evenly distributed form for loss
of momentum. Just as an illustration, global PMIs, which bring us the most up-to-date information on economic
activity, point to an expansion (in annualized terms) of 3.8% in the last three months. This is the slowest
expansion pace for this indicator since late 2016. This growth pattern is more compatible with the “lukewarm”
reading of the world economy, which lasted until 2016, than with the more dynamic and healthy growth
characteristics seen temporarily from 2017 to early 2018.

Explanations for this more pronounced slowdown include growing trade and geopolitical tensions and their

side effects on the confidence of economic agents. Over recent months, it became clear that the effects of the

threats and protectionist measures that occurred throughout the year were underestimated. The

synchronization of lost dynamism and the effects on countries not directly affected by protectionist policies

such as Europe and Japan suggest that the damage was more extensive and more widespread than the

simplified analysis of the partial effects on countries and sectors directly affected by tariff and non-tariff

changes.

It is important to note that trade data was not alone in this cooling, pairing with a loss of steam in the

expansion shown that the uncertain economic environment creates less propensity for long-term investof

investments and there are also many reports of publicly traded companies with concerns on final demand for

their products. Several studies have already ments. The perception that tariff and non-tariff rules are less

predictable today than in the past tends to produce a lower level of equilibrium for investments and economic

activity. Companies affected by this increased uncertainty may postpone their resource allocation decisions

until the new business relationships that affect their business become clearer, as well as operating more

cautiously (less inventories, for example) in the short term.

More intense slowdown of the global economy

Source: Bradesco, Bloomberg

Chart 3:  Global PMI (in points)
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In response to mounting signs of slowdown, some policymakers are already adjusting the tone of their

speeches and their economic policy signals for the future. The IMF, for example, has not only revised the

world growth forecast for 2019, from 3.8% to 3.7%, but has also signaled, through its chairman, Cristine

Lagarde, that the balance of risk remains asymmetric in a downward fashion. The warning on the financial

implications that a more pronounced global deceleration could produce was quite compelling. Highly leveraged

countries and corporations would be vulnerable to a more intense change in the world economy. After a long

period of abundant liquidity, good appetite for risk and low volatility, a reversal of these parameters could

cause some agents (companies or countries) to experience financial difficulty. Chart 4 illustrates this heavy

funding environment of recent years, with interest rates being charged on the debt of High Yield companies

(low risk classification) at a very low level for a long period of time. The same logic is replicated for the financing

of some emerging countries with economic imbalances and for companies in emerging countries that have

leveraged with attractive financing costs in recent years, particularly in Asia.

The increased volatility of the financial markets has widened the alert, including in the United States, which

has experienced fairly healthy economic performance in recent years. Members of the FOMC, including

chairman Jerome Powell, have shifted the tone of their speeches in recent weeks. Recognition of the global

slowdown underway and its impacts on U.S. companies and their investments brought doubts regarding the

intensity and speed for interest normalization from here on out. In addition to the external factors, the

monetary tightening adopted thus far in the United States and the prospect of fiscal impulse exhaustion over

the coming quarters make the growth forecast for 2019 and 2020 more uncertain. With all this, the FOMC has

begun to signal that future decisions will tend to be even more conditional to short-term economic

developments. This relatively quick counterpoint of the Federal Reserve to the change in the global scenario is

an important mitigating factor in trying to prevent the spread of economic slowdown and financial instability.

Asset prices, in fact, have given some warning, with a drop in some commodities, particularly metals and oil,

and with increasing price volatility of some stocks, including technology in the United States and some

European banks. On the other hand, interest on U.S. bonds have already been projected lower for 2019, since

the Fed’s shift in speech.

Source: Bradesco, Bloomberg

Chart 4: Interest spread of High-Yield U.S. securities
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Finally, the G-20 meeting brought signs of a partial easing of trade tensions between the United States and

China. The stronger evidence that the negative effects of the trade war are spreading may be behind this

change in posture. The threat of a new round of tariff hikes on goods imported from China promised for the

turn of the year has not materialized for the time being. This decision was delayed for 90 days, while China

pledged to move ahead with new proposals to open some of its markets, particularly in the services sector, to

improve its intellectual property practices (transportation and technology are sectors affected), and its

commitment to substantially increase imports of U.S. goods in the coming months.

The global economic environment is expected to remain shrouded in uncertainty for now, despite the FOMC

mitigation and the easing of tensions between China and the United States. The absence of more stable

parameters on global trade and political instability in some major countries is still the backdrop for business and

consumer decisions.

This set of uncertainties maintains a negative balance of risks in our growth forecasts for the 2019 global

GDP (currently 3.6%), which could, in a more adverse scenario, return to levels seen up to 2016, with

expansion slightly below 3.5%.

Source: Bradesco, Bloomberg

Chart 5: Number of implicit U.S. interest rate hikes in 2019 (since 2018 closed at 2.50%)

0.76

0.00

0.20

0.40

0.60

0.80

1.00

1.20

1.40

1.60

1.80

2.00

Jun-18 Jul-18 Aug-18 Sep-18 Oct-18 Nov-18 Dec-18

Gráfico 2: número de altas implícitas nas taxas de juros em 2019 nos EUA (dado que 2018 
encerrou em 2.50%). Fonte: Bloomberg



Macroeconomic Research Department 8

Macroeconomic Projections (2015 – 2019)

(1) Segundo a Pesquisa Nacional por Amostra de Domicílios (PNAD) Contínua. Os dados anteriores a 2012 são da série retropolada.

2015 2016 2017 2018* 2019*

DOMESTIC ACTIVITY, INFLATION AND INTEREST RATES

GDP (%) -3.5 -3.6 1.1 1.1 2.8

  Agriculture (%) 3.6 -6.6 12.5 0.0 3.5

  Industry (%) -6.3 -3.8 -0.5 1.5 3.0

  Services (%) -2.7 -2.7 0.5 1.0 2.5

  Private consumption (%) -3.9 -4.2 1.4 2.0 2.8

  Government consumption (%) -1.1 -0.6 -0.9 -0.5 0.0

  Investment (%) -13.9 -10.2 -2.5 3.5 6.5

  Exports of goods and services (%) 6.3 1.9 5.2 4.5 3.0

  Imports of goods and services (%) -14.1 -10.3 5.0 5.0 6.0

GDP (R$ billion - current prices) 6,000 6,267 6,599 7,005 7,575

GDP (US$ billion) 1,801 1,796 2,067 1,920 2,047

Population (million) 204.5 206.1 207.7 209.2 210.7

Per Capita GDP (US$ - current prices) 8,808 8,713 9,955 9,180 9,719

Industrial Production - IBGE (%) -8.3 -6.4 2.5 1.5 3.0

Unemployment Rate - IBGE (%) 8.5 11.5 12.7 12.3 11.9

Retail Sales - (%) -4.3 -6.2 2.0 3.0 3.5

CPI - IPCA - IBGE (%) 10.67 6.29 2.95 3.80 4.00

WPI - IGP-M - FGV (%) 10.54 7.17 -0.50 7.73 4.54

Nominal Interest Rates  - Selic target (end of period - %) 14.25 13.75 7.00 6.50 7.25

Nominal Interest Rates - Selic target (12-month - %) 13.3 14.0 10.0 6.43 6.6

Real Interest Rates - Selic (12-month - %) 2.4 7.3 6.8 2.5 2.5

EXTERNAL ACCOUNTS AND FX

Trade Balance (US$ billion) 17.7 45.0 64.0 57.1 56.1

  Exports (US$ billion) 190 184 217 241 249

  Imports (US$ billion) 172 139 153 184 193

Trade flow (exports + imports) (% of GDP) 20.1 18.0 17.9 22.2 21.6

Current Account Deficit (US$ billions) -59 -24 -10 -13 -13

Current Account Deficit (% of GDP) -3.3 -1.3 -0.5 -0.7 -0.7

Foreign Direct Investment (US$ billions) 75 79 70 70 72

FX  - end of period  (R$ / US$) 3.90 3.26 3.31 3.80 3.70

FX - yearly average (R$ / US$) 3.33 3.49 3.19 3.65 3.70

International Reserves (US$ billion) 369 372 382 388 395

Total Medium and Long term External Debt (US$ billion) 335 321 318 324 331

Moody's sovereign credit rating Baa3 Ba2 Ba2 - -

S&P sovereign credit rating BB+ BB BB - -

FISCAL ACCOUNTS

Primary Surplus (R$ billions) -111 -156 -111 -117 -93

Primary Surplus (% of GDP) -1.9 -2.5 -1.7 -1.7 -1.2

Gross Public Debt (domestic and external) (% of GDP) 65.5 70.0 74.0 76.0 77.1

Net Public Debt (domestic and external) (% of GDP) 35.6 46.2 51.6 53.6 54.7
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International indicators (2015 – 2019)

International indicators – Latin America (2015 – 2019)

p: (estimate); nd – not available
Source: IMF, Bradesco

2015 2016 2017 2018* 2019*

GDP
World 3.5 3.3 3.7 3.7 3.6
Developed markets 2.3 1.7 2.3 2.3 1.9

  United States 2.9 1.6 2.2 2.9 2.2
  Euro Area 2.1 1.8 2.3 2.0 1.7
  United Kingdom 2.3 1.8 1.7 1.3 1.5
  Japan 1.4 1.0 1.7 1.0 0.5

Emerging markets 4.3 4.4 4.7 4.6 4.7
  China 6.9 6.7 6.9 6.5 6.0
  Latin America 0.3 -0.6 1.3 1.1 2.4

US INTEREST RATE AND CPI
Fed Funds (%) 0.25 0.75 1.50 2.50 3.00
CPI (%) 1.90 2.07 2.10 2.60 2.60

2015 2016 2017 2018* 2019*

Argentina

  GDP (%) 2.7 -1.8 2.9 -3.0 -0.8

  CPI (%) 26.9 41.0 24.8 50.3 32.4

  Interest rate (%) 33.00 24.75 28.75 65.00 45.00

  ARS/US$ (end of period) 12.93 15.85 18.59 42.00 55.00

Brazil

  GDP (%) -3.5 -3.3 1.1 1.1 2.8

  CPI (%) 10.7 6.3 2.9 3.8 4.0

  Interest rate (%) 14.25 13.75 7.00 6.50 7.25

  BRL/US$ (end of period) 3.90 3.26 3.31 3.80 3.70

Chile

  GDP (%) 2.3 1.3 1.5 4.0 3.2

  CPI (%) 4.4 2,7 2.3 3.0 3.0

  Interest rate (%) 3.50 3,50 2.50 2.75 3.75

  CLP/US$ (end of period) 709.0 671.0 615.0 680.0 650.0

Colombia

  GDP (%) 3.1 2.0 1.8 2.8 3.5

  CPI (%) 6.8 5,8 4.1 3.3 3.3

  Interest rate (%) 5.75 7,50 4.75 4.25 5.25

  COP/US$ (end of period) 3,174 3001 2,984 3,000 3,000

Mexico

  GDP (%) 3.3 2.9 2.0 2.5 2.5

  CPI (%) 2.3 3,2 6.8 4.4 3.5

  Interest rate (%) 3.25 5,75 7.25 8.25 8.25

  MXN/US$ (end of period) 17.2 20,7 19.7 20.0 20.0

Peru

  GDP (%) 3.3 4.1 2.5 3.9 3.8

  CPI (%) 4.4 3,2 1.4 2.0 2.0

  Interest rate (%) 3.75 4,25 3.25 2.75 3.75

  PEN/US$ (end of period) 3.41 3,36 3.24 3.30 3.30



Macroeconomic Research Department 10

Economic Outlook

Technical Team 

DEPEC – BRADESCO may not be held liable for any acts/decisions taken on the basis of the information available through its publications and
projections. All data or opinions contained in the information herein is carefully checked and prepared by fully qualified professionals, but should
not be taken, under any circumstances, as a basis, support, guidance or standard for any document, assessment, judgment or decision-making, of a
formal or informal nature. Therefore, the user hereby undertakes sole responsibility for all consequences arising from the use of the data or
analyses hereof, hereby exempting BRADESCO from all claims thereof. Upon accessing the information hereof, users hereby accept these terms of
use and responsibility. Total or partial reproduction of this publication is strictly prohibited, except upon due authorization from Banco BRADESCO
or full citation of the source (including the authors, the publication, and Banco BRADESCO).

Director of Economic Research and Studies Fernando Honorato Barbosa

Economists Andréa Bastos Damico / Constantin Jancsó / Ellen Regina Steter Hanna Farath / Estevão Augusto Oller
Scripilliti / Fabiana D’Atri / Igor Velecico / Leandro Câmara Negrão / Mariana Silva de Freitas / Myriã
Tatiany Neves Bast / Priscila Pacheco Trigo / Rafael Martins Murrer / Robson Rodrigues Pereira / Thiago 
Coraucci de Angelis / Thomas Henrique Schreurs Pires

Interns Ana Beatriz Moreira dos Santos / Camila Medeiros Tanomaru / Daniel Funari Fouto / Felipe Yamamoto 
Ricardo da Silva / Isabel Cristina Elias de Souza Oliveira / Lucas Maia Campos / Renan Bassoli Diniz / 
Thaís Rodrigues da Silva

economiaemdia.com.br


