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Brazil: Not all fun and games 

The Olympic games have only heightened tensions  

Under the glare of the global spotlight in August, the political, economic, and social 
unrest in Brazil has only intensified. Can the once-dynamic market turn itself 
around, or will it be too little, too late? 
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A microcosm of the macro-economy 

After the drama that led up to the impeachment of 
President Dilma Rousseff, the atmosphere in Brazil 
has yet to settle, especially during the transitory 
government in place during the impeachment 
proceedings. This comes during a time where civil and 
social unrest continues to swirl as the country hosts 
the Olympic Games in Rio, where it seems there are 
protests and demonstrations on at regular intervals.  

These political and social troubles aren’t new for 
Brazil, but in the midst of the deepest recession in over 
80 years, the toll has been particularly taxing on the 
automotive industry. Once a high potential growth 
engine in the global marketplace, economic and 
political factors have led to a decline in the Brazilian 
auto sector. This struggle serves as a reflection of the 
greater economy as a whole. 

Moving the wrong way 

New car registrations through first half of 2016 were 
the lowest in a decade, and 2016 marks the third 
straight year of decline. Indeed, it was only four years 
ago when new registrations peaked at 3.6 million units 
in 2012, making Brazil the fifth largest auto sales 
market in the world at that time. Since then, the sales 
decline has gained momentum, slipping by -1.5%, -
7.2%, and -25.3% respectively between 2013 through 
2015. Through June, registrations are down another 
25.1%. Given the sluggish consumer spending along 
with high interest rates and the expected lull during 

the Olympics in August, total new car registrations are 
expected to remain below the 2 million mark for the 
full year. This would mark a new low, and the question 
remains whether this marks rock bottom, or if the 
market could fall even further.  

There are a few beacons of hope for stabilization, 
including a resilient real and an encouraging change in 
leadership of the Brazilian Central Bank. Overall 
though, economic activity remains weak with Oxford 
Economics calling for an overall -3.4% GDP 
contraction on an annual basis this year. Further 
complicating matters for Brazil will be the economic 
hangover that usually follows for Olympic host nations 
and the ongoing political turbulence. All of these 
factors lead to another year of contraction expected for 
2017 in new light vehicle registrations, which should 
mark the low-point of the current market decline.  

Seat’s taken 

News is a bit rosier on the assembly side, as Brazil’s 
foremost auto trading partner, Argentina, has 
experienced a resurgence in demand since economic 
reform and recovery has taken hold in earnest. 
Through the first half of the year, new car sales in 
Argentina has increased by 24.8%, and local 
production in Argentina is still struggling to get back 
on its feet. This boost in exports has helped minimize 
the decrease of production. While total light vehicle 
assembly is down 20.9% through June, exports have 
fared better, actually growing by 15.4%. Much of this 
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can be attributable to said rebound in Argentina as 
well as the pivoting of select OEMs to begin exporting 
products to the US, even in limited quantities, to 
minimize overcapacity concerns.  

The long-term implications of Brazil’s sustained losses 
within the automotive sector are perhaps of more 
concern. Once the assumed base for automotive 
production hub in Latin America, Brazil’s decline in 
the past three years has opened the door for Mexico. In 
the same period between 2013 and 2015 where Brazil 
output contracted by 33%, production in Mexico has 
grown by 16.4%. Moreover, Mexico assembly is 
expected to continue growing, reaching ~4.95 million 
units by 2022, while Brazil is forecasted to barely crest 
the 3 million unit mark – well shy of its peak just 
several years ago. 

Inovar…out? 

What’s more compelling is that Mexico’s growth has 
been predominantly organic, based on market drivers 
like inexpensive yet qualified labor and favorable trade 
agreements with 45 countries. On the contrary, much 
of the new capacity investment in Brazil of recent has 
been driven by state-sanctioned tax provisions through 
the Inovar Auto program. With the increased scrutiny 
on public spending and limited funding between the 
World Cup in 2014 and now the Olympics, the focus on 
the program has faded. The program offered tax 

breaks on industrial product (IPI) taxes based on 
domestic investment in R&D and local production. 
While many OEMs have expanded local production to 
meet requirements for the tax reduction, their volume 
levels are a fraction of those originally planned, and 
others have tentatively idled their plans to see how the 
economy develops in the coming months. Given the 
difficult state of the industry, it is likely that the Inovar 
program will need to be reconsidered and possibly 
reconfigured as Phase Two is approaches in 2018.  

Coming to terms 

Facing a the reality of its new position in the pecking 
order of automotive production in Latin America, a 
primary area of focus should be on rightsizing capacity 
and improving manufacturing technology across the 
automotive supply chain to optimize existing facilities 
and investments. Improving on its position as an 
exporter not just to Argentina, but also to the US and 
abroad will be an important part of this equation to 
help keep plants optimally utilized. Though Brazil 
might not return to its glorious days of yore, there is 
potential to stem the tide and re-establish itself as an 
attractive, emerging market.   

To continue this conversation and find additional 
information on PwC’s automotive capabilities in 
Brazil, please visit pwc.com/auto.
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