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Key View

Key View: Brazil's financial services sector quickly recovered from the Covid-induced recession of 2020, but in line with our

expectation for relatively slow overall growth, we expect modest near-term growth across banking, insurance, asset management

and equities in 2022. Shifts in sentiment due to policy uncertainty have emerged in Q421 and will likely drive volatility in 2022,

particularly as the general election approaches. Nonetheless, Brazil's financial services sector is the largest and most developed in

Latin America and its regulatory environment is robust. Notably, the sector remained stable throughout the pandemic. The sector is

dominated by large firms that are generally well capitalised and able to withstand near-term pressures.

The Brazilian economy has been a regional outperformer in 2020-2021, seeing a relatively shallow recession and rapid rebound.

Government stimulus measures helped mitigate the downside impact of the recession on the financial services sector, supporting

credit provision to firms needing bridge financing to cover revenue loss. After a surge in lending, asset growth slowed in 2021 and in

2022 we anticipate lending growth will slow and banks will become more defensive, as the economy is likely to settle into a slow-

growth equilibrium and asset quality may weaken due to rising interest rates.

Brazilian banks face a brighter long-term outlook, particularly if efforts continue to unwind credit market distortions caused by

publicly subsidised credit. Brazil's large and well-developed banking sector benefits from a tight regulatory framework that has

helped buoy the sector despite facing the global financial crisis and a prolonged recession within a single decade. As a result of the

government's attempts to reduce the state's role in the economy and unwind distortions caused by subsidised credit, state-owned

banks such as BNDES are likely to play a reduced role in corporate financing. Consolidation among the largest local banks has

created more concentrated and profitable institutions that have emerged from the country's extended recession and are able to

ramp up lending as the recovery picks up steam.

The Brazilian insurance industry will likely see robust growth in both life and non-life segments over the coming years. Heading into

2022, the sector's outlook is markedly better as carriers all report healthy provisional H121 data as pent-up demand is released

alongside the recovery economy. The five-year outlook is buoyed by rising middle-class spending powers, carrier digitisation efforts

and production innovation. A multi-year recession remains a key downside risk, especially if the Covid-19 cases continue to rise in

H221.

The asset management sector in Brazil faces an uncertain outlook. After a negative shock due to Covid-19, capital began flowing

back into the market in H220 and reached record highs in H121. However, with interest rates rising and sentiment weakening,

assets are moving towards more conservative investment portfolios. Foreign investments are also sing a rise in inflows as investors

seek to protect against currency depreciation and domestic economic weakness. Sentiment could deteriorate further if pro-market

reforms languish in Congress and the approaching 2022 general election lifts concerns over policy direction. Over the medium

term, we expect that a relatively low interest rate environment (by historic standards) will support appetite for riskier, high-yielding

investments, bolstering demand for asset managers as well as interest in hedge funds. As in other financial service sectors, the

dominance of the country's biggest banking conglomerates will remain a key barrier to entry for international asset management

companies, although some newer entrants oriented at the retail market have made significant gains over recent years.

The Brazilian equity market entered 2021 having staged a full recovery from its losses in Q120 as a result of the global spread of the

Covid-19 pandemic, although declining valuations since mid-2021 and exchange rate depreciation has left its overall

market capitalisation below its previous highs in US dollar terms. Despite the pandemic, there were 28 initial public offerings (IPOs)

in 2020, a multi-year high, as low interest rates pushed more investors to seek yield through higher portfolio allocations in equities.

However, by H221, numerous IPOs were being delayed amid market volatility and weakening sentiment. Moving into 2022,

sentiment will remain volatile as policy uncertainty rises concern over the growth outlook.
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Financial Services Continuing To Grow

Brazil - Finance Gross Value Add

e/f = Fitch Solutions estimate/forecast. Source: IBGE, Fitch Solutions

Latest Trends And Developments

• We at Fitch Solutions forecast real GDP growth of 1.9% in 2022, down from 2.2% previously, and we that expect political volatility

will become increasingly disruptive to investment decisions as the 2022 general election approaches. Brazil's economic reform

agenda is likely off the table, as the general election approaches with significant risks of policy reversals.

• The shift in sentiment has had a pronounced effect on the equities market and asset managers. By early Q421, the equities

market had entered a downturn, prompting shifts in investors' portfolios away from equities and towards safer, more

conservative assets, primarily bonds.

• That said, the financial system emerged from the Covid-19 crisis without facing systemic strains, supported in large by aggressive

action from the Banco Central do Brasil (BCB) and other government policymakers.

• The recession has highlighted the sector's stability. The sector is dominated by large firms that are generally well capitalised and

able to withstand near-term pressures. Regulation is also supportive, with the BCB swiftly shifting its focus to supporting liquidity

and the availability of credit within the financial system during the initial months of the crisis.

• Many banks and insurance providers have invested in expanding digital operations, which has helped to both sustain activity

during the pandemic and provided paths to new revenue streams and expanding client bases.
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FINANCIAL SERVICES FORECASTS (BRAZIL 2019-2024)

Indicator 2019e 2020e 2021f 2022f 2023f 2024f

Finance nominal GVA, USDbn 105.13 81.28 90.29 95.93 102.21 109.19

Finance USD nominal growth, % y-o-y -0.5 -22.7 11.1 6.2 6.5 6.8

Finance nominal GVA, BRLbn 423.68 422.31 451.44 480.77 514.15 551.65

Finance BRL nominal GVA growth, % y-o-y 3.5 -0.3 6.9 6.5 6.9 7.3

Finance nominal GVA, % total GVA 6.93 6.93 6.90 6.96 6.98 7.00

e/f = Fitch Solutions estimate/forecast. Source: IBGE, Fitch Solutions

FINANCIAL SERVICES FORECASTS (BRAZIL 2025-2030)

Indicator 2025f 2026f 2027f 2028f 2029f 2030f

Finance nominal GVA, USDbn 116.62 124.50 132.73 141.42 150.71 160.62

Finance USD nominal growth, % y-o-y 6.8 6.8 6.6 6.5 6.6 6.6

Finance nominal GVA, BRLbn 591.70 634.40 679.11 726.55 777.47 831.93

Finance BRL nominal GVA growth, % y-o-y 7.3 7.2 7.0 7.0 7.0 7.0

Finance nominal GVA, % total GVA 7.01 7.02 7.03 7.03 7.04 7.04

f = Fitch Solutions forecast. Source: IBGE, Fitch Solutions
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