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Notwithstanding 
its reputation as a 
commodity exporter, 
Brazil has also made 
its name as a big 
consumer market. 
Unlike other commodity-
exporting nations such 
as Russia, Brazil’s fast 
recovery after the 
financial crisis of 2009 
was powered mainly by 
the spending power of 
its consumers. 
 

KEY TAKEAWAY

Brazil, the world’s second biggest iron ore 
exporter, had made a name for itself as a 
big global commodity exporter even before 
China began importing vast amounts of its 
iron ore, soybean, oil, and other commodities 
to feed the Middle Kingdom’s fast-paced 
urbanization and industrialization during 
the first half of the last decade. Though the 
country’s commodity exports to China have 
slowed down considerably, they still account 
for a major share in the country’s overall 
export mix.  
 
The sustained rise in the prices of commodities 
gave a big boost to Brazil’s economic 
growth, which reached 7.5% in 2010, making 
it the seventh-largest economy in the world. 
The country already had a sizeable middle 
class, which expanded further to more than 
half of Brazil’s population today, thanks to the 
fast economic growth, low unemployment, 
and better education. Moreover, successive 
Brazilian leaders also initiated income 
redistribution --- cash-transfer programs and 
social welfare schemes --- which helped to 
reduce poverty drastically and introduced 
a new social class into the mainstream. The 
combined purchasing power of these people 
made Brazil an attractive consumer market. 
     
Unlike other commodity-exporting nations 
such as Russia, Brazil’s fast recovery after the 
financial crisis of 2009 was powered mainly 
by the spending power of its consumers. 
The steady economic growth over the years 
instilled a sense of confidence in the average 
Brazilian about his job and future, which 
emboldened him to borrow and spend to 
buy his first car and washing machine.

Brazil: Commodity Seller to Power Buyer 
How domestic demand and a resilient consumer helped the economy prosper  

BRAZIL’S EXPORT OF 1PRIMARY PRODUCTS: IRON ORE 
ACCOUNTS FOR MORE THAN 17% OF EXPORTS

VALUE OF EXPORTS IN BILLION $1Primary 1Primary products consist of farm 
products, fuels, and mining products  
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1Growth peaked in 2010 when commodity prices were high  
Source: Central Bank of Brazil 
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Large domestic market

Brazil, the largest economy in Latin America, 
has a population of about 200 million, 
making it an attractive market for makers of 
consumer goods. The country’s big urban 
population, with 80% of its people living 
in cities, gives it a heads-up over other 
emerging markets. The big Brazilian market 
also encompasses a wide range of spending 
patterns. While the more affluent sections 
spend on desirable gadgets, the lower 
income group loosens its purse strings for 
food stuff and other essentials.  
 
Windfall from commodity boom 
 
The demand from Chinese steel makers 
during 2002-2012 was the single biggest 
factor that drove up the price of iron ore 
globally. Brazil was no exception with its 
economy getting a big boost, both by 
way of revenues as well as big investment 
spending. Profits from commodity exports 
were channeled into social spending and 
were also used to buy finished goods from 
China. Thanks to the commodity-led growth, 
Brazil’s investment-to-GDP ratio went up 
from 15% to 19% in 2012. Exports to China 
also helped to keep the country’s budget 
balanced. But with signs of a slowdown in 
China dragging down commodity prices 
and economic growth crawling to 0.9% in 
2012, the spotlight is back on the Brazilian 
consumer. 

DRIVERS OF THE SPENDING BOOM

Brazil’s biggest 
advantage is that it has 
a big domestic market -- 
a population close to 200 
million, 80% of which lives 
in urban areas. Windfall 
profits from selling 
commodities, mostly to 
China, was channelized 
into social spending and 
to buy finished goods 
from China. 
Thanks to the increase 
in wages and handouts, 
a new creditworthy 
social class emerged in 
the country. Availability 
of credit also spurred 
consumer spending.

KEY TAKEAWAY

Availability of credit 

After the global financial crisis in 2009, Brazil 
entered a new era of credit-led growth. 
Changes were made to bankruptcy 
regulations, which made it easier for banks 
to lend. Availability of private credit in the 
Brazilian economy has almost doubled 
since 2007, while subsidized loans from the 
state development bank BNDES were also 
made available.  The new middle class, 
already buoyed by a substantial rise in real 
wages, lapped up lending products such 
as payroll-deductible loans tailored to suit 
their requirements. Lower interest rates also 
encouraged lending. Co-branded credit 
cards issued by banks and prominent retailers 
were a big hit with consumers. 
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CREDIT AS A PERCENTAGE OF BRAZIL’S GDP: SHARE                      
OF CREDIT IN THE ECONOMY HAS BEEN RISING             
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During 2009-2012, nominal credit growth averaged 17.8% 
Source: Central Bank of Brazil
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The biggest beneficiaries 
of the boom in consumer 
spending are the retail 
sector, automobile 
manufacturing sector, 
and the financial services 
sector. While retail and 
car manufacturing 
sectors attracted 
the attention of 
multinationals, domestic 
banks and financial 
services companies 
benefited from the 
demand for credit. 

KEY TAKEAWAY

SECTORS BENEFITING FROM 
CONSUMER  SPENDING BOOM

Retail Sector

The retail market in Brazil is estimated to 
be worth around $230 billion, mostly driven 
by domestic demand. Unlike sectors such 
as natural resources that are dominated 
by state capitalism, Brazil’s retail industry 
has remained more or less independent, 
attracting the likes of multinational retailers. 
The financial crisis of 2008-09 proved to 
be a litmus test for the sector, with the 
consumption potential of Brazilians saving the 
day for the economy. What’s more, stimulus 
packages rolled out by the government put 
more money in the hands of consumers.

The Brazilian retail sector is also perhaps 
the most internationalized among the BRIC 
economies as multinational retailers like 
France’s Carrefour S.A. and Wal-Mart Brazil 
have been able to create ripples in the 
market by gaining significant market share. 
Food retailers, consumer goods makers, 
appliance retailers, apparel retailers, and 
consumer staples firms form the backbone of 
the sector.  

Automobile Manufacturing 

The rise of the middle class and the 
substantial increase in wages have 
spurred the demand for home appliances, 
automobiles, and furniture, all of which 
use steel as a raw material. Thanks to 
increased bank lending, tax breaks on locally 
manufactured vehicles that get passed on 
to consumers, low interest rates, and easy 
repayment options, the country’s automobile 
sector has witnessed a substantial jump in 
sales over the years. 
  
Brazil’s automobile manufacturing industry 
accounts for about 20% of the country’s 
industrial output and contributes about 5% 
of its GDP. Global car manufacturers such 
as BMW, Mercedes, Volkswagen, General 
Motors, and Ford have set up factories in 
Brazil, the fourth largest automotive market 
in the world, both to cater to the domestic 
market as well as to export their wares to 
foreign markets. 

 
NUMBER OF BRAZILIANS WHO EARN MORE THAN THE 
MINIMUM WAGE HAS BEEN RISING OVER THE YEARS

Source: Central Bank of Brazil  

AUTOMOBILE SALES HAVE RISEN STEADILY
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Uncompetitive 
manufacturing and 
surging inflation are the 
major contributors to 
Brazil’s current economic 
slowdown. The fall in 
resource prices turned 
the spotlight on the 
plight of the country’s 
manufacturing sector. 
Neighbor Mexico, 
which is less reliant on 
commodities and has a 
thriving manufacturing 
base, offers a study in 
contrast.
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Inflation pulls down consumer 
confidence 

After growing at a rate of just 2.7% in 2011, 
the economy was only able to marginally 
expand in 2012.  The substantial increase in 
domestic wages over the last decade --- a 
threefold rise in U.S. dollar terms --- without 
a corresponding increase in productivity 
eroded the competitiveness of the Brazilian 
manufacturing sector vis-à-vis Asian players 
such as China.  Though domestic issues such 
as inflation and uncompetitive manufacturing 
are major contributors to Brazil’s current 
economic slowdown, the decline in China’s 
fast-paced growth hit major commodity 
exporters such as Brazil, which has the Asian 
giant as its major trading partner.  
 
Sadly, retail sales that had increased 9% on 

Financial Services 

Beginning in the second half of the last 
decade, the Brazilian economy began 
to pick up speed as Asian demand for 
commodities gave a boost to its external 
finances. The ensuing credit boom buoyed 
Brazilians to spend on anything they desired 
as both domestic banks and multinationals 
seized the opportunity. Social welfare 
measures implemented over the years and 
the impetus given to credit growth during the 
crisis proved to be the icing on the cake. 
 
Though the financial crisis of 2008-2009 
interrupted the run briefly, most of the 
Brazilian banks navigated the situation well, 
thanks to the checks and balances that 
were put in place in the 1990s. In fact, strong 
banks as well as domestic demand helped 
Brazil bounce back quickly from the crisis. 
Ironically, the recession opened up new 
avenues of growth for the country’s banks. 
 
Overall, the Brazilian banking industry 
benefited from the creation of millions of jobs 
and the hike in minimum wages during the 
boom years. Besides the middle class, the 
banks now could target a new section of 
creditworthy consumers -- the lower middle 
classes and working classes. The downward 
spiral in benchmark interest rates beginning 
in 2009 also has attracted more borrowers.

UNEMPLOYMENT RATE ON A DOWNWARD SPIRAL: RISE IN 
WAGES AND NEW JOBS HAVE SPURRED CREDIT GROWTH

Sources: Brazilian Institute of Geography and Statistics 
Central Bank of Brazil 
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This publication is for informational purposes only. This publication is not intended to provide tax, legal, insurance 
or other investment advice. Unless otherwise specified, you are solely responsible for determining whether any 
investment, security or other product or service is appropriate for you based on your personal investment objectives 
and financial situation. You should consult an attorney or tax professional regarding your specific legal or tax 
situation. The information contained in this publication does not, in any way, constitute investment advice and should 
not be considered a recommendation to buy or sell any security discussed herein. It should not be assumed that 
any investment will be profitable or will equal the performance of any security mentioned herein. Thomas White 
International, Ltd, may, from time to time, have a position or interest in, or may buy, sell or otherwise transact in, or with 
respect to, a particular security, issuer or market on our own behalf or on behalf of a client account.

FORWARD LOOKING STATEMENTS
Certain statements made in this publication may be forward looking. Actual future results or occurrences may 
differ significantly from those anticipated in any forward looking statements due to numerous factors. Thomas White 
International, Ltd. undertakes no responsibility to update publicly or revise any forward looking statements.
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Brazilian consumers are 
overstretched as a major 
portion of their salaries 
goes into the repayment 
of loans which they 
had taken out to buy 
televisions and cars. 
Consumer defaults with 
retailers, utilities, and 
banks increased 15% in 
2012. Moreover, Brazil 
also has a low savings 
rate which has averaged  
just 16.5% of the GDP 
since mid-1990s.  

KEY TAKEAWAY

average from 2007 to 2010 also seem to be 
faltering as higher prices have eroded the 
purchasing power of consumers, who have 
had to strike off even some staple food items 
from their grocery lists. For instance, external 
factors such as the effects of droughts and 
floods pushed up the price of the humble 
tomato by more than 120% in a year. Food 
prices, one of the main components of the 
index that measures inflation, have risen 
due to the increase in freight costs after the 
government-run energy company Petrobras 
increased diesel and gasoline prices to fund 
its plans for offshore oil exploration. Under 
pressure from the government, the company 
had kept domestic fuel prices below the 
global level to keep inflation under check.  
 
Besides this, the increase in bus and subway 
fares also strained household budgets, 
further hurting consumer confidence. The 
Brazilian central bank’s recent move to 
raise the benchmark interest rate to 8% from 
an all-time low of 7.25% was intended to 
curb inflation, which even exceeded the 
government’s upper limit of 6.5% for a while.  
 
Even as countries such as China try to sell 
their wares to the relatively resilient Brazilian 
consumer, consumers themselves are over-
stretched as a major portion of their pay goes 
into repayment of loans, which they had 
taken to buy televisions and cars. Consumer 
defaults with retailers, utilities, and banks 
increased 15% in 2012, according to Reuters. 
Moreover, the credit boom, characterized 
by the doubling of Brazilian household debt 
since 2005, seems to have lost some of its 
shine as household consumption increased 
less than 3% in 2012. Brazil also has a low 
savings rate, which has averaged just 16.5% 
of the GDP since the mid-1990s compared to 
about 20% for its Latin American peers and 
30% or more for Asian economies.

COMPANY BUSINESS

Pao de Acucar Groceries, home appliances, 
clothing

Carrefour S.A. Supermarkets, food retail

Walmart-Brazil Groceries, clothing, home 
appliances

Lojas Americanas Clothing lines, toys, CDs and DVDs 

Lojas Renner S.A. Retaiiler of women’s clothing

Cia Hering Brazil’s oldest textile and clothing 
maker

Banco Bradesco Banking and insurance business. 
Bradesco is Brazil’s largest insurer

Banco Santander Brasil
Subsidiary of Spanish bank Banco 
Santander operates in all banking 
segments 

Itau-Unibanco
Formed out of a merger in 2008, 
Itau is the country’s largest non-
government-owned bank

SOME PROMINENT RETAILERS AND BANKS IN BRAZIL

BRAZIL VS. OTHER EMERGING MARKETS,  
IN NATIONAL SAVINGS AS A PERCENTAGE OF GDP
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THE THOMAS WHITE DIFFERENCE

Thomas White International manages in excess of $2.1 billion in assets across multiple global, 
international and domestic equity mandates. The diverse client base spans public, corporate, 
endowment, Taft-Hartley, and separately managed account platforms.

Research is the heart of our company. At Thomas White, we believe that original research is the 
surest path to superior portfolio performance. That is why our disciplined investment process is 
supported solely by our in-house research.

Our investment process differs from the crowd. Our labor-intensive approach to valuing common 
stocks combines the patient collection of data, and the execution of thorough historical studies, 
with the application of fundamental securities analysis. These guidelines provide an investment 
framework, which is used in the process of determining a company’s current business worth. Valuing 
global stocks in nearly 50 countries, this industry-based stock selection process employs tailor-made 
valuation frameworks refined and tested over the 40-year history of the Thomas White organization 
and its predecessors.

Our veteran analysts, most with PhDs, on average have more than sixteen years of experience 
working together as a team. Our proprietary research is generated by our professionals, both in 
Chicago and in our Asia office in Bangalore, India, who have spent their entire careers at  
Thomas White.

Our investment approach seeks to benefit from buying undervalued stocks and selling them when 
they return to fair value. Our analysts find that investors tend to overvalue a company against its 
industry peers when the intermediate business environment is favorable, producing strong earnings 
growth and then undervalue a company when the environment depresses its business outlook. This 
pattern is a reflection of human behavior - it occurs in every industry and country around the world. 
It is this phenomenon that explains a stock’s wide price swings above and below its intrinsic value  
as a business.

 
 
For more information please contact:
Gabriel J. McNerney, CFA
(312) 663-8318
gmcnerney@thomaswhite.com
thomaswhite.com

“ Our strategy is to 
seek smoother, more 
consistent returns by 
stressing excellent 
local stock selection as 
opposed to betting on 
major country and  
sector moves.  
 
To succeed in this 
approach, we have 
built an exceptional 
global research team 
that uses our proprietary 
techniques to identify 
the most attractive 
stocks in each of the 
major regions of the 
world. This in effect is 
our trump card.” 

   —  Thomas S. White, Jr., 
Portfolio Manager
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