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What’s New: 2017 GDP Growth at 1%; We Still See 2018 Growth at 3.2% 

GDP numbers for 4Q17 and full-year 2017, released this week, were slightly disappointing: Quarterly growth in 4Q17 
was only 0.1%, below our estimate (0.4%) and market consensus. Full-year growth was 1.0% — not eye-catching, 
but the strongest since 2013 and higher than what was expected six months ago (in July 7, 2017, consensus, according 
to the Central Bank Focus survey, was at only 0.34%).  

Looking at the breakdown, we see that household consumption was the main source of disappointment, growing only 
0.1% in the quarter. Investments, on the other hand, confirmed the rebound started in 3Q17 (see more on this in the 
Chart of the Week on the following page). Agriculture surged 13% in 2017 and explains almost 70% of total growth, from 
a supply perspective. 

What now? We believe that our 2018 GDP growth forecast (3.2%) still can be proven accurate. Although the carry-
over effect from 2017 could be weaker than we were expecting (only 0.3%), we believe that quarterly growth will 
average 1.0% throughout 2018. Our forecast is compatible with improving macro fundamentals (low inflation and rates, 
rising real wages, and deleveraged households and firms) and the most recent high frequency indicators. However, both 
this release and the most recent data do not reconcile with the more sanguine estimates (around 4.0%) of our clients and 
competitors. We continue to expect a very gradual — though now more solid — recovery. 

The bright side of slow growth is that inflationary pressures stemming from demand are likely to remain 
contained, in our view (output and unemployment gaps remain wide; for details see our November 16, 2017 report, 
Core Inflation Expected to Remain Comfortably Below 4% in 2018 and 2019), allowing the Central Bank to, in our 
view, cut rates in March (we expect the Selic rate to end this cycle at 6.50%) and to keep a loose monetary policy 
stance until 2H19. For our latest update on monetary policy, see our February 15, 2018 report, Even Better than the 
Real Thing.  

January payroll data, released this Friday, showed that net formal job creation has been positive for the fourth straight 
month (after seasonal adjustments), providing evidence of the economic rebound’s consolidation (formal job creation 
usually lags other activity indicators) and the job market’s slow recovery (at this pace, we expect the unemployment rate 
to reach 10.8% from the current 12.2% by year end). 

 

Upcoming Data: Inflation Still Below Target; Industrial Production 

February official CPI inflation (IPCA) will be released next Friday (March 9). We expect monthly inflation at 
0.33%, which would be the lowest for the month since 2000 and 18 bps below the Central Bank’s estimation reported 
in December’s Quarterly Inflation Report. The normalization of food prices has been slow, and core inflation should 
remain in a downward trend, according to our projections. We expect 12-month inflation to slightly decelerate to 2.81% 
(from 2.86% in January), still below the bottom of the Central Bank’s target (3.0%). This will be the last piece of IBGE 
inflation data before the next Copom meeting on March 21 (more on monetary policy in the previous section). 

January industrial production, to be out on Tuesday, should fall 2.3% in monthly terms, according to our projections, 
smoothing out the extraordinary December rise (+2.8%). We expect year-over-year growth to remain solid, at 5%, 
with the pace of growth being maintained until year end and industry contributing about one-fourth to our GDP growth 
forecast.  
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Chart of the Week: The Resurgence of Investment 

Investment growth, as measured by the national accounts, has been gaining momentum: 4Q17 was the second straight 
quarter of gross fixed capital formation growing around 2% q/q (and the first quarter showing year-over-year growth since 
1Q14). The carry-over in investments for 2018 is 2.5% growth, on top of which we expect further acceleration to 7% 
growth for the full year, which should contribute 1 p.p. to our 3.2% GDP growth forecast. Nevertheless, gross capital 
formation as a share of GDP fell to 15.6%, the lowest since 2000, and its level is still 27% below 2013’s peak. Rising 
investment should be a top item in any long-term economic agenda to be debated during the elections, in our 
view. 

Quarterly GDP growth (%, seasonally adjusted) 

 

Sources: IBGE, Santander 

 

Political Agenda 

The Speaker of the Lower House may try to call for a vote next week on the bill that would end payroll tax breaks for 
several sectors. This would require approving an urgency request to submit the bill directly to a floor vote. However, the 
government was already defeated in this matter last year (a decree reinstating the taxes expired without a vote in 
Congress), and representatives may be reluctant to raise taxes a few months before elections. This year’s budget 
relies on BRL12.3 billion in revenue from the reinstatement of payroll taxes. 

Also next week the “party window” (a period in which sitting representatives in the Lower and Upper houses are 
freely allowed to change political parties) opens, to be closed on April 7. The net results of the changes will be very 
relevant in evaluating the relative strength of the parties, as 65% of the resources of the public election campaign fund 
will be distributed according to the latest share of each party in both Congressional houses. The negotiations between 
parties and politicians should crowd out most of the legislative agenda during March, in our view. 
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Number of the Week  Quote of the Week 

 

11 

The number of fiscal rules, laws or 
constitutional provisions to which the 
Brazilian government must abide, as 
compiled by the Senate’s Independent Fiscal 
Institution (IFI) in its January monthly report. 

 In Brazil, second to soccer, everyone wants to 
discuss the Selic rate. 

Central Bank governor Ilan Goldfajn, quoted by Exame 

magazine online. 

 

What We’ve Been Reading 

 The Industrialization of South America Revisited: Evidence from Argentina, Brazil, Chile and Colombia, 1890-2010, 
by Gerardo della Paolera, Xavier H. Duran Amorocho, and Aldo Musacchio. (NBER Working Paper No. 24345). New 
manufacturing GDP time series are used to retell the bumpy story of industrialization in four South American 
countries. 

 “Harvard Blew $1 Billion in Bet on Tomatoes, Sugar, and Eucalyptus”, by Michael McDonald and Tatiana Freitas 
(Bloomberg BusinessWeek). Harvard’s endowment invested in farms in Brazil, among other money-losing 
enterprises. 

 OECD Economic Surveys: Brazil 2018. A new and comprehensive report on the country’s economic challenges. Not 

surprisingly, raising investment and fostering integration into the world economy are among the top 
recommendations. 

 Edited Democracy? Evidence of Media Slant in the Coverage of Presidential Debates, by Alexsandros Cavgias, 

Raphael Corbi, Luís Meloni, and Lucas M. Novaes (preliminary draft paper). An attempt, using a clever identification 
strategy, to quantify how the famous edition of a decisive 1989 presidential election debate influenced voting results. 
(Spoiler alert: a lot, but probably not enough to change the election’s result.) 

 North Korea and the Brazil passports: Why were they used by the Kims?, by Becky Branford (BBC News). North 

Korean leader Kim Jong-un and his father supposedly obtained fake Brazilian passports in the 1990s. Kim Jong-un 
and his brother might have used Brazilian documents to enter Japan and visit Tokyo Disneyland in 1991. 

 

Recent Publications (Available on Our Website) 

 One-Off Is Not Enough (February 20, 2018) 

 Even Better than the Real Thing (February 15, 2018) 

 Social Security Reform: Same Proposal. Different Probability? (February 8, 2018) 

 Why Has the BRL Weakened in 2017? (January 8, 2018) 
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