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Brazil’'s potential GDP falls to around 1%

Enestor Dos Santos

Brazil’s capacity to grow without generating distortions has declined to around 1%, in
comparison to 3.5% between 2004 and 2010. Faster growth could be achieved through the
adoption of an ambitious reform agenda.

The overall deterioration of the Brazilian economy in the last years has produced a significant reduction in
the country’s capacity to grow without generating distortions. The slowdown of the Chinese economy, the
consequent fall in commodity prices, the mismanagement of local economic policies (in particular of the fiscal
policy, which has contributed to the emergence of a fiscal crisis), the lack of reforms to spur domestic
productivity, among other factors, have all contributed to a fall in Brazil's potential GDP. In fact, these factors
have negatively affected each one of the components of potential GDP, namely capital, labor and overall
productivity (also known as total factor productivity or TFP).

Some examples provide a quick illustration of the deterioration Brazil went through recently: i) investment in
fixed capital decreased around 25% from 2013 until 2015, reducing the contribution of physical capital to
growth; ii) unemployment jumped from slightly less than 5.0% in the second half of 2014 to more than 8.0%
at the beginning of 2016, making less relevant the labor contribution to domestic growth; and iii) Brazil has
lately been losing positions in the World Bank’s Ease of Doing Business Rankings, which is in line with the
view that overall productivity has fallen in recent years.
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Our estimations, based on a production functions methodology, show that Brazil’s potential GDP is currently
around 1.0% and that it will remain close to that level in the next few years (1.1% on average between 2016
and 2020). Looking beyond 2020, some improvement is likely and potential GDP could then converge to
2.0% (Figure 1).
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The potential GDP estimate for the 2016-2020 period is significantly lower than we estimated in 2015 (2.2%),
which reflects not only the deterioration recorded in the last few years but also less positive prospects for the
future. Moreover, our estimations show that potential GDP will be in the next five years well-below the levels
observed in the previous decades (Figure 2).

A faster convergence to a higher potential growth level could be achieved by an early adoption of relevant
economic reforms (of the political system, of the social security system, of labor markets, of the tax system,
etc), which now we regard as unlikely.

2/3 www.bbvaresearch.com



6 Jun 2016

I BBVA Brazil Economic Watch

DISCLAIMER

This document has been prepared by BBVA Research Department, it is provided for information purposes only and
expresses data, opinions or estimations regarding the date of issue of the report, prepared by BBVA or obtained from or
based on sources we consider to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers
no warranty, either express or implicit, regarding its accuracy, integrity or correctness.

Estimations this document may contain have been undertaken according to generally accepted methodologies and
should be considered as forecasts or projections. Results obtained in the past, either positive or negative, are no
guarantee of future performance.

This document and its contents are subject to changes without prior notice depending on variables such as the economic
context or market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes.

BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents.

This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any
interest in financial assets or instruments. Neither shall this document nor its contents form the basis of any contract,
commitment or decision of any kind.

In regard to investment in financial assets related to economic variables this document may cover, readers should be
aware that under no circumstances should they base their investment decisions in the information contained in this
document. Those persons or entities offering investment products to these potential investors are legally required to
provide the information needed for them to take an appropriate investment decision.

The content of this document is protected by intellectual property laws. It is forbidden its reproduction, transformation,
distribution, public communication, making available, extraction, reuse, forwarding or use of any nature by any means or
process, except in cases where it is legally permitted or expressly authorized by BBVA.



