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Brazil’s economic recovery will falter in 2014, with real GDP growth coming in at just

0.7% in 2014. Fixed investment will remain weak in light of falling business confidence,

while poor consumer confidence to constrain private consumption growth. We forecast

a modest pick-up to 1.5% real GDP growth in 2015, but expect relatively slow private

consumption growth and moderate investment will weigh on headline growth in the

coming years.

Elevated inflation will keep interest rates steady at 11.00% through end-2014, but the

bank will switch its focus from reining in inflation to stimulating growth in 2015. As such,

we forecast 100 basis points of rate cuts to 10.00% by end-2015.

The widespread public protests that took place in June 2013 marked a turning point for

the Brazilian electorate. Public unrest will continue flaring up intermittently until

significant progress on promised reforms, including higher-quality public services and

greater government transparency, begins to take shape. Brazil’s second-round

presidential election is too close to call. President Dilma Rousseff is set to face off

against Aécio Neves of the Partido da Social Democracia Brasileira on October 26. The

election outcome will have a significant impact on the trajectory of economic policy, with

Rousseff likely to maintain the status quo while Neves would return to more orthodox

economic policies.

Major Forecast Changes

We have downgraded our 2014 and 2015 real GDP growth forecasts to 0.7% and 1.5%
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respectively. Fixed investment growth will be more subdued than we initially

anticipated, as an electricity price spike in Q114 saw a number of businesses delay

investment plans in H114. Moreover, weak business confidence will temper gross fixed

capital formation into 2015.
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