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 The most recent releases of economic activity indicators have brought discouraging results, in our view. 
Reflecting the poor performance of the main productive sectors, in 3Q16 Brazil GDP posted its seventh 
consecutive contraction, making the current recession the longest and deepest of the historical data series. 

 In addition to the disappointing 3Q figures, the coincident indicators of 4Q16 released so far also showed a 
contraction, pointing to shrinkage of domestic activity in the period, albeit at a less intense pace. We now 
expect the GDP variation to return to positive territory only in 1Q17, and, therefore, we are revising downward 
our forecast for real GDP growth in 2016, to -3.5% from -3.3%.       

 The downward surprises brought by the economic activity indicators over 2H16 imply a notably negative 
carryover effect for GDP growth in 2017: we now calculate -0.7 pp, considerably below our previous estimate of 
only -0.1 pp.  

 Furthermore, it is worth noting the rising uncertainties about the global economy’s dynamics and further 
political turmoil on the domestic front in the recent period. Evidently, these factors increase risk perception 
and markets’ volatility, which makes the expected resurgence of investments more challenging, in our view. 
And, looking at the other GDP components, we do not see significant impulses for economic growth; we 
highlight the poor performance of household consumption, which will likely continue to be dampened by the 
weakness in the labor market and credit concessions.       

 Nevertheless, despite the still highly challenging environment for the Brazilian economy, we cannot disregard 
the improvement of important economic conditions: (i) domestic inflation has been falling steadily, and, even 
considering growing uncertainties about the pace of monetary easing, there is a consensus that there is room 
for interest rates to decline throughout next year; (ii) we see progress in the fiscal adjustment agenda, which 
we believe should help business confidence continue its upward trend next year and play a major role in the 
recovery of Brazilian industry and investments, albeit at a moderate pace; (iii) there is a continued reduction of 
industrial inventories; and (iv) we see a notably positive outlook for agribusiness.  

 All in all, we reiterate our expectation that Brazil GDP will resume growth in 2017. Nevertheless, combining the 
latest round of activity variables (and their negative statistical effect) with recent turmoil in the international 
economic and political environment, we now forecast that GDP will grow 0.7% next year, significantly below 
our previous expectation of +2.0%. In other words, we think the Brazilian economy should return to positive 
territory in 2017, but this process will tend to be slow and gradual (a typical “U-shaped recovery”).       

   

2014 2015 2016 F 2017 F 2018 F

Total GDP 0.5 -3.8 -3.5 0.7 3.0

Agriculture and Livestock 2.7 3.2 -6.2 4.2 3.5

Industry -1.5 -6.3 -3.6 1.3 3.3

Services 1.0 -2.7 -2.5 0.4 2.7

Household Consumption 2.3 -3.9 -4.2 0.3 2.5

Government Consumption 0.8 -1.1 -0.7 -0.6 1.4

Gross Fixed Capital Formation -4.2 -13.9 -9.8 3.8 6.0

Exports -0.9 6.2 4.8 2.5 2.0

Imports (-) -1.9 -14.1 -10.7 -0.7 2.2

Source: IBGE and Santander forecasts  

GDP Breakdown (%)
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Disappointing Results in 3Q16  

The most recent releases of economic activity indicators have brought disappointing results. For instance, industrial 

production growth returned to negative territory in 3Q, after 2Q16 interrupted a long sequence of eight consecutive declines. 

The dismal performance of durable goods and capital goods categories accounted for the largest part of the overall contraction, 

mainly reflecting the high debt levels of households and companies in a tight credit environment. In addition, net manufactured 

exports have lost momentum in recent months, reducing the positive contribution of industrial activities more linked to the 

external sector, which showed the first signs of recovery earlier this year.   

 

With respect to retail sales and services revenue, the main results were also not encouraging last quarter. The sharp deterioration 

in labor market conditions (more than 12 million unemployed people and around a 4% contraction in aggregate real wages) 

continues to weigh heavily on private consumption. Moreover, it is worth mentioning that uncertainties regarding the 

macroeconomic environment tend to intensify the precautionary behavior of households, mainly affecting the demand for 

durable goods (e.g., vehicles, furniture, home appliances, electronic products), which have been showing the worst growth rates 

in more than two years.    

 

Reflecting the poor performance of the main productive sectors, Brazil GDP fell 0.8% q/q (-2.9% y/y) in 3Q16, for the seventh 

consecutive contraction in the margin. Hence, the current recession is the longest and deepest of the historical data series (which 

began in 1981) tracked by the CODACE (Committee to Date Economic Cycles).  

In addition to the discouraging 3Q figures, the coincident indicators of October released so far (e.g., vehicles sales and 

production, flow of heavy vehicles on toll roads, paper cardboard dispatches also presented contraction, pointing to a shrinkage 

of domestic activity in 4Q, albeit at a much less intense pace. Our current forecast for 4Q GDP growth is -0.2% q/q, below the 

previous expectation of +0.2% q/q. 

In other words, we now expect the real GDP variation to return to positive territory only in 1Q17. Therefore, we are 

revising downward our forecast for real GDP growth in 2016, to -3.5% from -3.3%.          
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Looking ahead: the well-known U-shaped recovery 

The downward surprises brought by economic activity indicators over 2H16 imply a notably negative carryover effect 

for GDP growth next year, in our view: we now calculate -0.7 pp, considerably below the previous estimate of only -0.1 
pp, as stated in our last report on 2017 GDP growth revision, published in May (for more information, please see Brazil 

under a New Administration, May 13, 2016).  

In addition to the worse statistical effect, it is worth noting the rising uncertainties about the global economy’s dynamics (for 

more details, please see President-elect Trump: What Now for Brazil?, November 9, 2016) and further political turmoil on the 

domestic front in the recent period. Evidently, these factors increase risk perception and markets’ volatility, which makes the 

expected resurgence of investments more challenging, in our opinion.  

Considering the most recent results, there have been better signs in some capital goods categories, such as the positive trend in 

capital goods for agriculture and for the manufacturing industry. However, we must recognize that the overall performance of 

investments has been below expectations, especially with regard to the fragile scenario for civil construction and transportation 

equipment (trucks being the main example). On the whole, we continue to foresee an expansion of gross fixed capital 

formation in 2017, but this process should be less pronounced than previously anticipated. In this sense, we point out 

that in our previous base case scenario, we expected the monetary easing cycle to start earlier and more forcefully than 

actually occurred.    

 

Looking at the other GDP components, we do not see significant impulses for economic growth. First, we believe 

household consumption will continue to be discouraged by the aforementioned weakness in the labor market and credit 

concessions. For instance, we believe that the unemployment rate will peak only in 2Q17 (at around 13.0%) and thereafter 

should present a very gradual decline, reaching about 12.0% at the end of next year. In terms of public consumption, we believe 
the ongoing fiscal adjustment, which is crucial for a sustainable and robust recovery of the Brazilian economy, is unlikely to 

allow the government to adopt countercyclical measures in the coming year.  

1Q16 2Q16 3Q16 1Q16 2Q16 3Q16 

Total GDP -5.4 -3.6 -2.9 -0.5 -0.4 -0.8

Agriculture and Livestock -8.3 -6.1 -6.0 -3.7 -0.8 -1.4

Industry -7.0 -2.9 -2.9 -0.8 1.2 -1.3

Services -3.5 -2.7 -2.2 -0.3 -0.6 -0.6

Household Consumption -5.8 -4.8 -3.4 -1.5 -1.0 -0.6

Government Consumption -0.8 -0.5 -0.8 0.3 0.0 -0.3

Gross Fixed Capital Formation -17.3 -8.6 -8.4 -1.6 0.5 -3.1

Exports 12.7 4.0 0.2 4.8 -1.8 -2.8

Imports -21.5 -10.4 -6.8 -1.5 2.8 -3.1

Source: IBGE   

% QoQ% YoY

GDP Breakdown 
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http://www.santander.com.br/document/wps/macroeconomic_research_160513.pdf
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Finally, the external sector should contribute positively to GDP growth in 2017, according to our projections, but much less 

significantly compared to the previous two years. On one hand, we expect: (i) the real exchange rate to depreciate ahead, which 

could reinforce the upward trend of some industrial segments that have been showing an increase of exports; and (ii) domestic 

income to stabilize, leading to a considerably smaller drop in imports. On the other hand, we believe world trade will likely 

remain weak (especially in a more uncertain and worrying international environment), and commodity prices are unlikely to 

show a vigorous rise. Hence, we think that net exports could bring additional relief to economic activity in 2017, but it not 

sufficiently to lead the resumption of growth.         

Nevertheless, despite the still highly challenging environment for Brazilian economy, as described above, we cannot 

disregard the improvement of some important economic conditions. First, domestic inflation has been falling steadily, and 

we do not believe it will be reversed in the coming year, given the significantly negative output gap and anchored inflation 

expectations. Thus, even considering growing uncertainties about the pace of monetary easing (and its underlying effects on 

domestic activity), there seems to be a consensus that there is room for interest rates to fall ahead – we forecast that the Selic 

rate, currently at 13.75%, will reach 9.5% by the end of 2017, while market consensus expects it to be cut to 10.75% in the 

period.   

Furthermore, we have observed progress in fiscal adjustment agenda in Brazil over the last few months. Despite the recent 

round of political turmoil, we consider it unlikely that the government will not be willing to approve the necessary measures to 

balance public finances, in view of the rapid increase of the public debt-to-GDP ratio. Thus, we maintain our expectation of a 

further increase in business confidence next year–- albeit at a moderate pace – which would play a major role in the recovery of 

Brazilian industry and investments. And, intrinsically linked to this improvement, we also highlight the continued reduction of 

industrial inventories, which should tend to stimulate physical production over 2017; for instance, current inventories in the 

intermediate goods category – which represents around 50% of overall industry – are hovering around levels considered normal 

(no excessive inventories).     

 

In addition to those more solid fundamentals, it is worth mentioning the highly positive outlook for agricultural activities. In 

contrast to the negative scenario of 2016, marked by several harvest failures (corn production being the main example), we 

forecast benign results for the primary sector in 2017, as already indicated by the first official estimates of production. Indeed, 
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not only do we expect the production of raw materials to grow, but we believe agribusiness as a whole is likely to make a 

substantial contribution to economic activity next year. Looking at industry, the following activities have been showing a more 

favorable performance since 1H16, which we do not expect to see a reversal in the next year: food products; beverages; pulp 

and paper; biofuels; leather products; and wood products.          

All in all, we reinforce our expectation that Brazil GDP will resume growth in 2017. Nevertheless, combining the latest 

round of activity variables with the recent turmoil in the international economic and political environment, we now 

forecast that GDP will grow 0.7% next year, significantly below our previous expectation of +2.0%. In other words, we 

forecast the Brazilian economy to return to positive territory in 2017, but this process will tend to be slow and gradual (a 

typical “U-shaped recovery”).     

     

 

  

For 2018, we maintain our expectation that GDP will grow 3.0%. In our view, the benefits of the monetary easing cycle will be 

much more evident in that year, as will the positive effects of infrastructure concessions and privatization programs. 

Furthermore, we believe private consumption should show a consistent recovery in 2018, albeit at a modest pace, given the 

expected stabilization of the labor market from mid-2017 onward. In addition, it is important to highlight the resumption we 

expect in durable goods sales, mainly due to an improvement in credit conditions and some relief in the household debt burden.  
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2014 2015 2016 F 2017 F 2018 F

Total GDP 0.5 -3.8 -3.5 0.7 3.0

Agriculture and Livestock 2.7 3.2 -6.2 4.2 3.5

Industry -1.5 -6.3 -3.6 1.3 3.3

Services 1.0 -2.7 -2.5 0.4 2.7

Household Consumption 2.3 -3.9 -4.2 0.3 2.5

Government Consumption 0.8 -1.1 -0.7 -0.6 1.4

Gross Fixed Capital Formation -4.2 -13.9 -9.8 3.8 6.0

Exports -0.9 6.2 4.8 2.5 2.0

Imports (-) -1.9 -14.1 -10.7 -0.7 2.2

Source: IBGE and Santander forecasts  

GDP Breakdown (%)



 

 
 

6 
 

CONTACTS / IMPORTANT DISCLOSURES 

Macro Research 
Maciej Reluga* Head Macro, Rates & FX Strategy – CEE maciej.reluga@bzwbk.pl 48-22-534-1888 
Sergio Galván* Economist – Argentina sgalvan@santanderrio.com.ar 54-11-4341-1728 
Maurício Molan* Economist – Brazil mmolan@santander.com.br 5511-3012-5724 
Juan Pablo Cabrera* Economist – Chile jcabrera@santander.cl 562-2320-3778 
Brendan Hurley Economist - Colombia bhurley@santander.us 212-350-0733 
David Franco* Economist – Mexico dafranco@santander.com.mx 5255 5269-1932 
Tatiana Pinheiro* Economist – Peru tatiana.pinheiro@santander.com.br 5511-3012-5179 
Piotr Bielski* Economist – Poland piotr.bielski@bzwbk.pl 48-22-534-1888 
Marcela Bensión* Economist – Uruguay mbension@santander.com.uy 5982-1747-5537 

Fixed Income Research 
Brendan Hurley Macro, Rates & FX Strategy – Brazil, Mexico, Colombia bhurley@santander.us 212-350-0733 
Juan Pablo Cabrera* Chief Rates & FX Strategist – Chile jcabrera@santander.cl 562-2320-3778 
Nicolas Kohn* Macro, Rates & FX Strategy - LatAm nicolas.kohn@santandergbm.com 4420-7756-6633 
Aaron Holsberg Head of Credit Research aholsberg@santander.us 212-407-0978 

Equity Research 
Christian Audi Head LatAm Equity Research caudi@santander.us 212-350-3991 
Andres Soto Head, Andean asoto@santander.us 212-407-0976 
Walter Chiarvesio* Head, Argentina wchiarvesio@santanderrio.com.ar 5411-4341-1564 
Valder Nogueira* Head, Brazil jvalder@santander.com.br 5511-3012-5747 
Pedro Balcao Reis* Head, Mexico pbalcao@santander.com.mx 5255-5269-2264 

Electronic Media 
Bloomberg SIEQ <GO> 
Reuters Pages SISEMA through SISEMZ 

 

This report has been prepared by Santander Investment Securities Inc. ("SIS"; SIS is a subsidiary of Santander Holdings USA, Inc. 
which is wholly owned by Banco Santander, S.A. "Santander"), on behalf of itself and its affiliates (collectively, Grupo Santander) and is 
provided for information purposes only. This document must not be considered as an offer to sell or a solicitation of an offer to buy any 
relevant securities (i.e., securities mentioned herein or of the same issuer and/or options, warrants, or rights with respect to or interests 
in any such securities). Any decision by the recipient to buy or to sell should be based on publicly available information on the related 
security and, where appropriate, should take into account the content of the related prospectus filed with and available from the entity 
governing the related market and the company issuing the security. This report is issued in Spain by Santander Investment Bolsa, 
Sociedad de Valores, S.A. (“Santander Investment Bolsa”), and in the United Kingdom by Banco Santander, S.A., London Branch. 
Santander London is authorized by the Bank of Spain. This report is not being issued to private customers. SIS, Santander London and 
Santander Investment Bolsa are members of Grupo Santander. 

ANALYST CERTIFICATION: The following analysts hereby certify that their views about the companies and their securities discussed 
in this report are accurately expressed, that their recommendations reflect solely and exclusively their personal opinions, and that such 
opinions were prepared in an independent and autonomous manner, including as regards the institution to which they are linked, and 
that they have not received and will not receive direct or indirect compensation in exchange for expressing specific recommendations or 
views in this report, since their compensation and the compensation system applying to Grupo Santander and any of its affiliates is not 
pegged to the pricing of any of the securities issued by the companies evaluated in the report, or to the income arising from the 
businesses and financial transactions carried out by Grupo Santander and any of its affiliates: Rodolfo Margato. 

*Employed by a non-US affiliate of Santander Investment Securities Inc. and not registered/qualified as a research analyst under 
FINRA rules, and is not an associated person of the member firm, and, therefore, may not be subject to the FINRA Rule 2242 and 
Incorporated NYSE Rule 472 restrictions on communications with a subject company, public appearances, and trading securities held 
by a research analyst account.  

The information contained herein has been compiled from sources believed to be reliable, but, although all reasonable care has been 
taken to ensure that the information contained herein is not untrue or misleading, we make no representation that it is accurate or 
complete and it should not be relied upon as such. All opinions and estimates included herein constitute our judgment as at the date of 
this report and are subject to change without notice. 

Any U.S. recipient of this report (other than a registered broker-dealer or a bank acting in a broker-dealer capacity) that would like to 
effect any transaction in any security discussed herein should contact and place orders in the United States with SIS, which, without in 
any way limiting the foregoing, accepts responsibility (solely for purposes of and within the meaning of Rule 15a-6 under the U.S. 
Securities Exchange Act of 1934) for this report and its dissemination in the United States. 

© 2016 by Santander Investment Securities Inc. All Rights Reserved. 
 

 

 

mailto:bhurley@santander.us

