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Executive Summary 
We are finally seeing the last remnants of the worst economic downturn in the country’s history 
with the economy posting a strong 1.0 percent growth rate in the first quarter of the year. 
However, the recovery is being driven by the external sector, while the domestic economy remains 
in recession. Furthermore, the recent aggravation of the country’s political crisis is threatening to 
extend the suffering of the economy for a longer period of time. Although we are still forecasting a 
positive print for the economy for the whole year, the meager 0.7 percent print for 2017 is not 
what happens normally when economies come back after such deep economic collapse.  

What is happening in Brazil is very “Brazilian,” and the political crisis could complicate the 
recovery or keep the economy from taking off even if the global economy continues to improve 
and the Brazilian external sector is able to continue to take advantage of this improvement. 
Personal consumption expenditures and investment remained in contraction in the first quarter 
and are expected to improve in the coming quarters. However, government consumption is still 
limited by the fiscal consolidation in place after a strong increase in the country’s fiscal deficit. 
Thus, the economy may not be able to count on the fiscal sector to generate economic growth as 
has been the case in the past. 

Recovery Threatened by Deepening Political Crisis 
After more than two years in recession, the Brazilian economy is expected to come back to life this 
year. However, the performance will likely not be something to celebrate. In fact, although our 
forecast is for positive economic growth this year it is nevertheless almost negligible, with an 
increase of only 0.7 percent for the year as a whole. According to the Q1 2017 GDP release, the 
economy is slowly recovering. If sustained over the rest of the year, we may be looking at GDP 
growing a bit stronger than what we have today. However, we are still forecasting 0.7 percent, 
because the risks to growth remain high today.  

Our forecast for this year is not typical of a recovery from a steep recession. Normally, countries 
that experience deep recessions, as it has been the case for the Brazilian economy during the past 
two years, bounce back strongly afterward. However, this was not your typical Brazilian recession; 
this was an event that only occurs once in a lifetime. That is, it was not normal; it was an 
exception rather than the rule. Brazil has never experienced back-to-back recessions since data on 
the Brazilian economy have been compiled, which goes back to the early 1900s. 
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Figure 1 

 

 

Figure 2 

 

Source: IHS Global Insight and Wells Fargo Securities 

Seemingly everything that could go wrong went wrong, setting up the country for an once-in-a-
lifetime collapse. The Brazilian economy grew strongly before the recession, supported by the 
reforms of the late 1990s and early 2000s. At the same time, the commodity and export boom 
that began earlier this century gave the Brazilian government resources at its disposal to use to 
redistribute income, something that happened at a fast pace during the Lula da Silva 
administration. But, as is almost always the case, economic booms are prime time opportunities 
for excesses. Brazilian firms and the political system committed several transgressions to keep the 
party going, setting up the country for a collapse of historic proportions with the recessions of 
2015 and 2016, where GDP declined about 7.4 percent in real terms, to a level comparable with 
2010. 

That is, there has been some reversal of the progress that was made during the past two plus 
decades, with that progress taken away in part by the dimensions of the crisis, both on an 
economic and political front. The unfortunate return of some political and corruption issues (e.g. 
impeachment, the scandal involving Petrobras and Odebrecht, etc.) have contributed to the 
weakening economic backdrop.  

Some of these political issues were occurring during the commodity and export cycle boom and as 
the country was preparing to host both the FIFA Soccer World Cup in 2014 and the Summer 
Olympics in 2016. It is clear that the need to spend large amounts of money to prepare for these 
two important world sporting events may have made it easier for companies and politicians to 
gain from influence peddling at a time when the economy was growing at a fast pace. However, 
the worldwide financial crisis in 2008 and 2009 showed the difficulty of keeping global growth 
going at such high rates and the Brazilian economic miracle started to unravel. Although the mild 
recession of 2009 was followed by a strong 7.5 percent growth rate in 2010 and a 3.9 percent 
growth rate in 2011, the 2012 growth rate slowed down to 1.9 percent followed by 3.0 percent in 
2013 and just 0.4 percent in 2014, before imploding in 2015 and 2016.  

Instead of adjusting for the new economic reality, the Dilma Rousseff administration tweaked the 
fiscal numbers, although this was not without precedent. However, the weight of the previous 
boom and the highly divided political system conspired to get rid of her through a very 
contentious impeachment process that ended her presidency and left in her place Michel Temer, 
Rousseff’s vice president and one of the biggest instigators of her demise.  

Temer’s Presidency in Peril 
Although it is very risky to write about any political environment in times of extreme crisis and 
political flux, as is the case in Brazil today, we nevertheless need to discuss potential paths 
forward. Although President Temer said that he was not going to resign, his situation as the 
president of the country is all but secure. The latest revelations involve a secret recording by a 
businessman regarding commentaries from the current president in favor of a continuation of 

-20%

-15%

-10%

-5%

0%

5%

10%

15%

-20%

-15%

-10%

-5%

0%

5%

10%

15%

00 01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17

Brazilian Real GDP
Bars = Compound Annual Rate, SA    Line = Yr/Yr % Change, NSA

Real GDP: Q1 @ 4.3%
Year-over-Year Percent Change: Q1 @ -0.4%

-20%

-15%

-10%

-5%

0%

5%

10%

15%

20%

25%

30%

-20%

-15%

-10%

-5%

0%

5%

10%

15%

20%

25%

30%

2000 2002 2004 2006 2008 2010 2012 2014 2016

Brazilian Exports of Goods and Services
Year-over-Year Percent Change, Not Seasonally Adjusted

Exports of Goods and Services: Q1 @ 1.9%
4-Q Moving Average: Q1 @ -0.4%

The Brazilian 
economy grew 
strongly before 
the recession, 
supported by the 
reforms of the 
late 1990s and 
early 2000s. 



Brazilian Economy and a Deepening Political Crisis WELLS FARGO SECURITIES 
June 05, 2017 ECONOMICS GROUP 

 
 

 

 3 

graft payments to Eduardo Cuhna, the now imprisoned ex-president of the Brazilian chamber of 
deputies, so he would keep quiet regarding influence peddling that favored Odebrecht. 

But, this is not all. Eduardo Cuhna was the most powerful political figure in Brazil until last year 
and he was the principal instigator-in-charge of the impeachment process against ex-president 
Dilma Rousseff. Furthermore, Eduardo Cuhna was a member of the Party of the Brazilian 
Democratic Movement (PMDB), Temer’s party, and Temer himself was the second instigator-in-
charge of Rousseff’s impeachment process. However, the latest revelation regarding President 
Temer puts him in peril of another contentious impeachment process as this would be the third 
potential impeachable offense for which he has been accused. It is uncertain if he survives each 
one of these accusations, although his survival would be unlikely, in our opinion.  

Perhaps one of the few reasons why Temer may survive impeachment has to do with a 2016 
report from Transparency International that says “more than half of the 594 men and women that 
make up Brazil’s Congress face some kind of legal challenge, including corruption charges.”1 
Therefore, it is possible that Temer’s confidence in remaining as president falls on the fact that if 
he goes, probably more than half of the members that would vote on his impeachment could run 
into more judicial trouble, because he may be willing to speak on what transpired in Brazil during 
the past several decades.  

Brazilian Economy Slowly Coming Out, but Risks Remain  
According to the IBGE, the Brazilian statistical institute, the Brazilian economy grew 1.0 percent 
during the first quarter of the year, seasonally adjusted. On a year-over-year basis, not seasonally 
adjusted, the economy dropped 0.4 percent during the quarter. This was the first positive reading 
for the Brazilian economy on a seasonally adjusted basis since the fourth quarter of 2014. On a 
year-over-year basis, the economy has declined for 12 consecutive quarters, e.g., the Brazilian 
economy has been declining since the second quarter of 2014.  

What makes this quarter-over-quarter increase not as strong as the headline number implies is 
that all of the expansion came through the performance of the external sector, with real exports of 
goods and services surging 4.8 percent. Another positive note from the first quarter release was 
that real imports of goods and services increased 1.8 percent, which also points to an improving 
economy as firms start to increase production and need to buy imported inputs.  

Figure 3 

 

 

Figure 4 

 

Source: IHS Global Insight and Wells Fargo Securities 

Meanwhile, compared to the previous quarter, the domestic economy remained in recession with 
personal consumption expenditures (PCE) dropping 0.1 percent, government consumption 
declining 0.6 percent and gross fixed capital formation plunging 1.6 percent, all on a seasonally 
adjusted basis.  

                                                             
1 “Brazil’s corruption clean-up.” Transparency International. May 31, 2016.   
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On a year-over-year basis, the economy, as we indicated above, declined 0.4 percent with PCE 
down 1.9 percent, government consumption dropping 1.3 percent and gross fixed capital 
formation down 3.7 percent. Meanwhile, exports of goods and services were up 1.9 percent, while 
imports of goods and services were up an impressive 9.8 percent, underscoring an imminent 
rebound in production.  

From the production side and on a seasonally adjusted basis, agricultural output surged  
13.4 percent, quarter over quarter, public utilities were up 3.3 percent, transportation was up  
2.8 percent, mining up 1.7 percent, information services  up 1.6 percent, manufacturing up  
0.9 percent other services up 0.7 percent, construction up 0.5 percent and real estate up  
0.3 percent. The only production sectors that were negative were public administration, 
commerce, and financial activities. 

Conclusion  
It is clear that the Brazilian recession has abated and the economy is poised to come back into 
positive territory this year. However, the political horizon continues to cloud and this could topple 
our upbeat expectation for this year. Furthermore, the current recovery is predicated on a 
continuation in the expansion of the country’s external sector, which is not very clear today. 
Although the global economy is growing at a faster pace and Brazil is taking advantage of this 
improvement the Brazilian currency has appreciated considerably since early 2016 and remains 
relatively strong, which could hurt a sustained expansion of the export sector. Furthermore, 
agricultural production, which is one of the contributors to this export expansion, is highly 
volatile and the strong performance during the first quarter of the year is not expected to remain 
during the rest of the year. 

That is, sustained economic growth needs all the cylinders of the economy, but especially the 
domestic ones, to be pulling together and what is happening today in the political arena could 
jeopardize PCE and gross fixed capital formation, which are needed for growth to proceed.    
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