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Unit Labor Cost: continued and widespread
increase across sectors

Macro Research

This note provides our update on labor productivity, wages, and their impact on

services inflation, with data for 25Q1. For more information on the

methodological approach, see XP Macro Special - Labor costs add pressure to

services inflation. In a nutshell, the unit labor cost has been rising in most sectors

of the Brazilian economy, with no signs of cooling down so far. Therefore, core

services inflation should decline slowly in the coming quarters, remaining well

above the 3% target.

In a context of rising real wages and productivity stagnation, the Unit Labor Cost (ULC) in the services sector –

which accounts for approximately 70% of overall GDP – remains on an upward trajectory, moving further away

from pre-pandemic levels (0.9% QoQ; 4.8% in 25Q1 vs 19Q4). Among seven service categories, only

‘Information Services’ posted a decline in ULC. Similarly, the ULC in total industry has been rising continuously

(1.2% QoQ; 4.2% in 25Q1 vs 19Q4). We draw attention to the rise in manufacturing industry in 25Q1, following

stability in 24Q4. On the other hand, the Utilities category remained at relatively low levels, despite an uptick in

recent quarters (1.8% QoQ; -10% in 25Q1 vs 19Q4). See the ULC charts for all sectors in the Appendix.
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Tight labor market hinders inflation convergence to target

Overall dynamics of labor productivity have not changed in Brazil recently. We continue to see stagnation in most

sectors. Considering data from FGV, only 4 of the 14 monitored activities recorded an increase in labor

productivity in 25Q1 compared to 24Q4 (seasonally adjusted data): Agriculture and Livestock (9%); Utilities

(3%); Mining (2%); and Construction (1%). Regarding real wages, there were quarterly increases in 6 of the 14

sectors, down from 10 in 24Q4. Labor earnings in Agriculture & Livestock resumed growth after a decline in

late 2024, whereas Real Estate Activities surprised to the downside. Compared to 2024 average, all sectors -

except Agriculture & Livestock - showed real wage increases, which reflects the scenario of tight labor market.

The following table presents the variation in labor productivity for selected periods.

Table 1: Productivity by economic sector in Brazil

Economic Sector 25Q1 vs 2012 25Q1 vs 2019 25Q1 vs 24Q4

Agriculture 114% 37% 9%

Utilities 55% 36% 3%

Mining 21% -15% 2%

Industry 1% -1% 0%

Information & Communication 4% -2% -1%

Construction -1% 12% 1%

Other Services -2% 10% 0%

Real Estate Services -6% -12% -2%

Retail -7% 0% -1%

Services -6% 0% -1%

Manufacturing -11% -10% -3%

Public Services -12% -8% 0%

Financial Activities -17% -10% -5%

Transportation & Storage -24% -12% -1%

Total 1% 2% 0%

Source: FGV, XP

https://xpi-politica-macro.s3.amazonaws.com/z6Kg8FA1E8zmqkuU.pdf
https://xpi-politica-macro.s3.amazonaws.com/z6Kg8FA1E8zmqkuU.pdf
mailto:rodolfo.margato@xpi.com.br
mailto:alexandre.maluf@xpi.com.br
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Impact on inflation outlook
Core services inflation has remained on an upward path on a yearly basis, rising from 5.8% in 2024YE to 6.4%
in March (when we published our previous note on ULC) and 6.8% in June — a trajectory consistent with a
tight labor market, resilient domestic activity, and unanchored inflation expectations. However, we see early
signs of moderation based on the 3M-SAAR — this metric decreased from around 8% in 25Q1 to 6% in 25Q2
(see chart below). Besides, the diffusion index for the services inflation group appears to have peaked in
April, with benign readings in May and June.

Core services inflation has likely peaked in mid-
2025… Compared to our baseline scenario in
early 2025, the more favorable-than-expected
core services inflation dynamics resulted from
three main items: (I) ‘food away from home’;
(II) ‘residential rent’; and (III) ‘condominium
fees’. These components together account for
approximately 55% of the core inflation
measure. In fact, the first two items
accelerated in 25Q2, but less than we had
anticipated. Regarding rents, we draw attention
to the downward impact from the IGP-M
inflation index, on the heels of tumbling
wholesale prices.
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ULC – Total Services
Seasonally adjusted data. 4QMA.

Source: IBGE, FGV
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ULC - Total Industry
Seasonally adjusted data. 4QMA.

Source: IBGE, FGV
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Core services inflation has probably peaked in mid-
2025. We anticipate gradual easing ahead
IPCA (%)

Core Services (3-M SAAR) 12M
Source: IBGE

… but should slowly ease over the next few
quarters. Real wages continue to rise amid
record-low unemployment rate, while labor
productivity is stagnant. As presented in this
report, the ULC has been rising in most sectors
of the Brazilian economy, with no signs of
cooling down so far. Moreover, inflation
expectations are unanchored across the
foreseeable horizon and, in our view, are
unlikely to move consistently toward the 3%
target any time soon. As shown in the following
heatmap table, important components of the
underlying services inflation are still
accelerating or stabilizing at elevated levels.
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Real labor earnings have been rising steadily amid 

the tight labor market
Seasonally adjusted data (BRL/Month)

Usual earnings Effective earnings
Source: IBGE
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Therefore, we continue to see the IPCA inflation at 5.0% in 2025 and 4.5% in 2026. Total services inflation is
expected to decline from 5.8% this year to 4.5% next year, mainly due to items less sensitive to labor market
conditions. Meanwhile, core services inflation should ease from 6.4% to 5.1%, remaining above the upper
bound of the tolerance range around the target.

IPCA Groups 12M (%)

2022 2023 2024 2025 (F) 2026 (F)

Monitored prices -3.8 9.1 4.7 4.7 4.8

Market-set prices 9.3 3.1 4.9 5.0 4.4

Food at home 13.2 -0.5 8.2 6.9 5.6

Industrials 9.6 1.1 2.9 2.7 3.6

Services 7.6 6.2 4.8 5.7 4.5

Core services 8.9 4.8 5.8 6.4 5.1

IPCA headline 5.8 4.6 4.8 5.0 4.5

Source: IBGE, XP

Table 2: Components of core services inflation remain at high levels (% 12M) 
Item Weight Jun-24 Jul-24 Aug-24 Sep-24 Oct-24 Nov-24 Dec-24 Jan-25 Feb-25 Mar-25 Apr-25 May-25 Jun-25

Underlying Services 100 4.45 4.91 5.06 4.73 5.32 5.67 5.84 5.95 6.22 6.43 6.74 6.75 6.83

Food away from home 28.1 4.25 4.44 4.55 4.78 5.02 5.61 6.30 6.75 6.72 7.17 7.61 7.70 7.79

Rents 17.0 2.15 2.35 3.02 3.14 3.18 3.23 3.44 3.84 4.77 4.86 4.98 5.08 5.00

Condominium 10.5 6.51 7.09 7.19 6.46 6.33 6.26 6.24 6.20 7.05 6.59 6.22 5.73 5.78

Car repairing 8.4 2.83 4.20 3.55 3.93 4.63 5.82 5.87 6.50 7.13 8.86 10.05 9.42 10.15

Bank services 8.0 7.68 8.67 8.86 8.84 9.00 8.37 8.04 5.20 5.29 5.14 6.04 6.33 5.82

Aesthetic services 8.0 7.81 7.80 7.53 6.72 6.83 7.25 7.16 7.48 7.61 7.12 7.91 7.69 7.39

Health and dental services 5.5 6.92 6.76 7.14 7.20 7.53 7.51 7.57 7.89 7.56 7.78 7.34 7.32 7.40

Car insurance 3.8 -4.27 -0.20 -0.02 -2.25 3.82 6.31 6.30 7.85 7.68 6.78 6.80 7.18 9.20

Lab and hospitals services 2.8 6.77 6.25 6.19 6.24 6.44 6.38 5.99 5.84 5.81 5.72 5.76 6.11 5.46
Cinema, theaters and 
concerts 2.3 4.22 4.22 3.49 -6.54 1.69 2.41 3.22 2.60 -0.07 2.42 2.68 3.08 4.19
Repairing and 
maintenance 1.6 4.92 4.35 5.41 5.35 5.10 4.55 4.28 3.82 4.98 5.25 4.62 5.78 5.59

Petshop 1.3 4.23 3.40 4.11 5.09 3.91 4.51 2.61 3.20 4.06 3.48 3.02 4.83 3.82

Pet service 0.7 9.12 6.48 6.68 5.99 6.12 5.79 4.59 5.54 5.54 7.29 7.30 5.40 5.22

School transportation 0.6 6.92 7.34 6.94 6.92 7.08 6.82 6.82 7.49 7.31 6.13 4.80 3.68 3.69

Broker 0.4 3.32 3.25 3.57 3.63 3.21 3.44 3.51 2.93 5.89 4.81 4.17 4.86 2.90

Club 0.4 2.09 2.34 2.66 2.86 2.60 2.79 2.67 3.05 6.18 5.96 6.53 6.39 6.76

Parking 0.3 2.51 2.81 4.57 6.15 4.80 5.81 6.81 7.71 6.25 5.82 5.60 6.06 7.08

Nightclub 0.2 2.36 3.21 3.72 5.36 5.34 3.46 4.45 3.08 0.90 6.74 7.83 9.34 10.22

Car rent 0.1 21.26 17.74 15.76 27.52 31.73 22.33 16.61 13.91 0.74 3.26 11.13 16.06 16.14

Car painting 0.1 5.83 8.56 10.49 7.21 5.20 4.46 7.08 5.32 7.57 4.60 4.86 8.64 7.25

Moving expense 0.0 -1.08 -0.52 -0.41 0.96 4.88 2.39 2.39 4.91 5.93 3.05 2.78 2.78 2.78

Source: IBGE, XP
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Appendix
Unit Labor Cost (ULC)

July 18, 2025
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ULC - Retail
Seasonally adjusted data. 4QMA.

Source: IBGE, FGV
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ULC - Transportation
Seasonally adjusted data. 4QMA.

Source: IBGE, FGV
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ULC - Information & Communication
Seasonally adjusted data. 4QMA.

Source: IBGE, FGV
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ULC - Financial Services
Seasonally adjusted data. 4QMA.

Source: IBGE, FGV
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ULC - Other Services
Seasonally adjusted data. 4QMA.

Source: IBGE, FGV
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ULC - Real Estate Services
Seasonally adjusted data. 4QMA.

Source: IBGE, FGV
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Unit Labor Cost (ULC)

July 18, 2025
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ULC - Mining
Seasonally adjusted data. 4QMA.

Source: IBGE, FGV
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ULC - Manufacturing Industry
Seasonally adjusted data. 4QMA.

Source: IBGE, FGV
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ULC - Agriculture
Seasonally adjusted data. 4QMA.

Source: IBGE, FGV
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ULC - Utilities
Seasonally adjusted data. 4QMA.

Source: IBGE, FGV
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ULC - Public Services
Seasonally adjusted data. 4QMA.

Source: IBGE, FGV
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Disclaimer
1) This report was prepared by XP Investimentos CCTVM S.A. ("XP Investimentos or XP") according to the requirements provided in CVM Resolution
20/2021 and aims to provide information that can help the investors make their own investment decisions, and does not constitute any kind of offer or
purchase request and/or sale of any product. The information contained in this report is considered valid on the date of disclosure and has been
obtained from public sources. XP Investimentos is not liable for any decisions made by the customer based on this report.

2) This report was prepared considering the product risk classification in order to generate allocation results for each investor profile.

3) All of the views expressed in this research report accurately reflect the research analyst’s personal views regarding any and all of the subject
securities or issuers. No part of analyst(s) compensation was, is or will be, directly or indirectly related to the specific recommendations or views
expressed in this research report.

4) The signatory of this report declare that the recommendations reflect solely and exclusively their personal analyses and opinions, which have been
produced independently, including in relation to XP Investimentos and which are subject to modifications without notice due to changes in market
conditions, and that their remuneration are indirectly affected by revenue from business and financial transactions carried out by XP Investimentos.

5) The analyst responsible for the content of this report and the compliance with CVM Resolution 20/2021 is indicated above, and, in the event of an
indication of another analyst in the report, the person responsible will be the first accredited analyst to be mentioned in Report.

6) XP Investimentos’ analysts are obligated to comply with all the rules laid down in the APIMEC’s conduct code for the securities analyst and XP
Investimentos’ analyst of securities conduct policy.

7) Customer service is carried out by XP Investimentos employees or by autonomous investment agents who perform their activities through XP, in
accordance with CVM Resolution 16/2021, which are registered in the national association of brokers and distributors of securities (“ANCORD”). The
autonomous agent of investment may not provide consulting, administration or management of customer net worth, and must act as an intermediary
and request prior authorization from the client for the realization of any operation in the capital market.

8) The products presented in this report may not be suitable for all types of customer. Before making any decisions, customers should ensure that the
products presented are suitable for their investor profile. This material does not suggest any change of portfolio, but only guidance on products suitable
to a certain investor profile.

9) The profitability of financial products may present variations and their price or value may increase or decrease in a short period of time. Past
performance is not necessarily indicative of future results. Performance disclosed is not net of any applicable taxes. The information present in this
material is based on simulations and the actual results may be significantly different.

10) This report is intended exclusively for to the XP Investimentos’ network, including independent XP agents and XP customers, and may also be
released on XP’s website. It is prohibited to reproduce or redistribute this report to any person, in whole or in part, whatever the purpose, without the
prior express consent of XP Investimentos.

11) XP Investimentos’ ombudsman has the mission to serve as a contact channel whenever customers who do not feel satisfied with the solutions
given by the company to their problems. The contact can be made via telephone 0800 722 3710 if you are in Brazil or via ombudsman form if you are in
other localities: ttps://institucional.xpi.com.br/ouvidoria.aspx/.

12) The cost of the transactions billing policies are defined in the operational cost tables which are made available on XP Investimentos website:
www.xpi.com.br.

13) XP Investimentos is exempt from any liability for any damages, direct or indirect, that come from the use of this report or its contents.

14) Technical analysis and fundamental analysis follow different methodologies. Technical analysis is performed following concepts such as trends,
support, resistance, candles, volume, and moving averages, amongst others. Fundamental analysis uses as information the results disseminated by
the issuing companies and their projections. In this way, the opinions of fundamental analysts, who seek the best returns given the market conditions,
the macroeconomic scenario and the specific events of the company and the sector, may differ from the opinions of technical analysts, which aim to
Identify the most likely movements on asset prices, using "stops" limit possible losses.

15) Investment in stocks is appropriate for moderate and aggressive profile investors, according to the suitability policy practiced by XP Investimentos.
Equity investments available are portion a company’s capital that is traded on the market. Stock is a variable financial investment (i.e. an investment in
which profitability is not pre-established and varies depending on market quotations). Investment in stock is a high-risk investment and past
performance is not necessarily indicative of future results and no statement or warranty, expressed or implied, is made in this material in relation to
future performance. Market conditions, macroeconomic scenario, company and sector specific events can affect investment performance and may
even result in significant asset losses. The recommended duration for equity investments is medium-long term. There is no guarantee of investment
return for customers’ investments in stock.

16) Investment in options is preferably indicated for aggressive profile investors, according to the suitability policy practiced by XP Investimentos. In
options market, the purchase or sale rights of a good shall be negotiated at a price fixed at a future date, and the purchaser of the negotiated duty
should pay a premium to the seller as in a secure agreement. Operations with these derivatives are considered very high risk for presenting high risk
and return relationships and some positions present the possibility of losses higher than the capital invested. The recommended duration for the
investment is short-term and the customer's assets are not guaranteed in this type of product.

17) Investment in terms is indicated for aggressive profile investors, according to the suitability policy practiced by XP Investimentos. They are
contracts for the purchase or sale of a certain number of shares at a fixed price for settlement within a specified period. The term of the contract is
freely chosen by the investors, complying with the minimum period of 16 days and a maximum of 999 days. The price will be the value of the added
share of a portion corresponding to the interest-which are set freely on the market, depending on the term of the contract. Every transaction in the term
requires a guarantee deposit. These guarantees are provided in two forms: coverage or margin.

18) Investments in futures markets are subject to significant loss of principal, and are therefore appropriate for aggressive profile investors, according
to the suitability policies practiced by XP Investimentos. A commodity is an object or price determinant of a future contract or other derivative
instrument, which may substantiate an index, a fee, a movable value or a physical product. Commodities are considered high risk investments, which
include the possibility of price fluctuation due to the use of financial leverage. The recommended duration for commodity investments is short-term
and customers’ assets are not guaranteed in this type of product. Market conditions and the macroeconomic scenario can affect the performance
investments.

19) This institution is adhering ANBIMA Code of Regulation and best practices for the distribution activity of retail investment products.

20) XP Investments US, LLC, a broker-dealer registered with the U.S. Securities and Exchange Commission, has assumed responsibility for this
research for purposes of U.S. law. All transactions arising from this research should be directed to XP Investments US, LLC, at +1 646-664-0525
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