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FALLING INTEREST RATES AND SIGNS OF FIRMER GROWTH

»

»

»

»

The are initial signs of a pick-up in the pace of growth, but it remains very moderate
Inflation and its core measures have been running at low levels and the output gap remains

large

The Central Bank lowered its policy rate (Selic) to 5.5% and indicated limited space for
more cuts in the coming months. We revised downwards our forecast for the end of year
Selicto 4.75%

The reform agenda advances: Pension Reform will be approved by the Senate until October

and the Lower House is debating tax reform
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BRAZIL: FORECASTS

ECONOMIC FORECASTS 2013 2014 2015 2016 2017 2018 2019 F 2020F
GDP Growth (%) 3.0% 0.5% -3.5% -3.3% 1.1% 1.1% 0.8% 1.9%
Inflation (%) 5.9% 6.4% 10.7% 6.3% 2.9% 3.7% 3.5% 3.6%
Policy Rate (%) 10.00% 11.75% 14.25% 13.75% 7.00% 6.50% 4.75% 4.75%
Unemployment Rate (%) 6.8% 7.1% 9.6% 12.6% 12.4% 12.2% 11.4% 10.7%
Trade Balance (US$ bn) 3 -4 20 48 67 53 37 30

Current Account Balance (US$ bn) -75 -104 -59 -23 -15 -22 -35 -40

Current Account Balance (% of GDP) -3.0% -4.3% -3.3% -1.3% -0.7% -1.2% -1.7% -1.9%
Fiscal Primary Balance (% of GDP) 1.7% -0.6% -1.9% -2.5% -1.8% -1.6% -1.6% -0.9%
Government Gross Debt (% of GDP) 51.7% 57.2% 66.2% 69.4% 74.0% 76.7% 78.3% 79.3%

Source: BOCOM BBM
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» The recovery remains weak: GDP advanced +0.4% in the 2Q19 and +1.0% from the same quarter
of the previous year.
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» The are initial signs of a pick-up in the pace of growth, but it remains very moderate
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» Inflation and its core measures have been » Growth has been insufficient to reduce the
running at low levels. output gap.

Output Gap
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BRAZIL: INFLATION

Source: IBGE, BOCOM BBM

Baseline Scenario
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Selic: 4.75% in Dec/19 and in Dec/20

IPCA Non-Regulated | Regulated :Core Inflation Tradables Ex-Food | Services Ser\?iz:?BfBM Food at Home Output Gap ~ GDP Selic
(74.7%) (25.3%) (59.0%) (20.2%) (35.8%) (16.7%) (15.7%)

1716 9.4% 9.0% 10.8% 7.3% 6.6% 7.5% 6.5% 15.3% -5.5% 44% @ 14.3%
2716 8.8% 8.5% 9.9% 6.8% 6.9% 7.0% 5.9% 14.7% -5.9% -45%  14.3%
3116 8.5% 8.7% 7.9% 6.7% 6.2% 7.0% 5.7% 16.1% 6.3% 41% - 14.3%
4716 6.3% 6.6% 5.5% 5.8% 5.2% 6.5% 4.8% 9.4% -1.1% 3.3%  13.8%
1T17 4.6% 4.3% 5.6% 4.6% 3.2% 6.0% 4.5% 3.0% 6.7% 20% @ 12.3%
217 3.0% 2.9% 3.3% 3.9% 1.5% 5.7% 4.5% 0.6% 6.5% -1.0% = 10.3%
317 2.5% 1.4% 6.1% 3.4% 1.0% 5.0% 3.7% -5.3% 6.5% 0.1% 8.3%
4117 2.9% 1.3% 8.0% 3.1% 0.9% 4.5% 3.6% -4.9% 6.2% 1.1% 1.0%
1718 2.7% 1.3% 7.1% 2.8% 0.6% 3.9% 3.2% -4.3% 5.7% 1.3% 6.5%
2718 4.4% 2.0% 11.8% 2.6% 0.8% 3.1% 2.8% 0.1% 5.1% 1.4% 6.5%
3118 4.5% 2.6% 10.4% 2.7% 1.4% 3.2% 2.5% 2.2% 5.1% 1.4% 6.5%
4718 3.7% 2.9% 6.2% 2.5% 1.1% 3.3% 2.6% 4.5% -5.6% 1.1% 6.5%
119 4.6% 4.0% 6.3% 2.7% 1.4% 3.6% 3.0% 8.7% 6.1% 0.9% 6.5%
2119 3.4% 3.3% 3.8% 3.1% 1.7% 4.0% 3.1% 4.1% 5.7% 1.0% 6.5%
3119 3.0% 3.0% 3.0% 2.9% 1.2% 3.9% 3.6% 3.6% -5.6% 0.8% %
aT9 3.5% 3.1% 47%  3.0% 1.1% 39%  33% 3.8% 5.2%  0.8% C4.75%
1720 3.2% 2.7% 4.4% 2.9% 0.9% 4.1% 2.9% 2.2% -4.8% 1.2% 4.75%
2720 3.2% 3.2% 3.3% 2.9% 0.8% 4.3% 2.9% 4.7% -4.4% 1.4% = 4.75%
3120 3.4% 3.5% 3.1% 2.9% 1.3% 3.9% 2.3% 6.3% -4.2% 1.7% %
4720 3.6% 3.6% 3.8% 3.0% 1.7% 3.9% 2.6% 5.7% -3.9% 1.9% \ 4.75%
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» Inflation expectations for 2019 and 2020 are below the target.

Source: BCB, BOCOM BBM
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» The Central Bank lowered its policy rate (Selic) to 5.5% and indicated limited space for more cuts
in the coming months. We revised downwards our forecast for the end of year Selic to 4.75%

CPI, Selic rate and Real ex-post interest rate
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» Trade surplus remains large and FDI continues to overfinance the current account deficit
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Central Bank holds substantial international

reserves.

Brazil: Central Bank Assets in USS Bn
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foreign investors continues to fall.
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» Fiscal policy remains the main challenge: the country has run a primary deficit for 6 years

Public Sector Primary Balance - % GDP
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» The government spends 50% of its budget with social security and 90% of it with mandatory
spending. Without reforms, the spending cap becomes unsustainable in 2022

Central Govt. Expenditures: Spending Cap
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» The reform agenda advances: Pension Reform will be approved by the Senate until October and the
Lower House is debating tax reform.

Source: Ministry of Economy, BOCOM BBM

BRL bn saved in 10y
(2020 - 2029)

Private sector 682
Retirement by age 119
Retirement by contribution time 406

Contribution time 363
Teachers' regime 12
Special regimes 46
Bereavement payment 111
Retirement by disability 69
Rural retirement 0
Taxation on rural exports 84
Progressive contribution rates -30

Social assistance 0
Salary Allowance 0
BPC 0

Public servants (Federal) 113
Progressive contribution rates 23

Total 788

Total in % GDP 1.6%

CSLL
Total with CSLL
Total with CSLLin % of GDP
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SLOWDOWN DEEPENS

» Signs of a broader slowdown intensify

» The US-China trade war escalation represents an important risk to the global economy.

» Central Banks continue to increase monetary stimulus, pushing global interest rates down

» No deal Brexit remains a risk
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» Global economic uncertainty on the rise

Global Uncertainty Index
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Global PMI

» Global deceleration in growth deepens

Global Industrial PMI Global Services PMI
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» Even in the US

Global Manufacturing PMI
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» The US-China trade war escalation represents an important risk to the global economy
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» Central Banks continue to increase monetary stimulus, pushing global interest rates down.

10 Year Interest Rates Global Negative Yielding Debt - Market Value
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This presentation was prepared by Banco BOCOM BBM. The information contained herein should not be interpreted as
investment advice or recommendation. Although the information contained herein was prepared with utmost care and
diligence, in order to reflect the data at the time in which they were collected, Banco BOCOM BBM cannot guarantee the
accuracy thereof. Banco BOCOM BBM cannot be held responsible for any loss directly or indirectly derived from the use of
this presentation or its contents. This report cannot be reproduced, distributed or published by the recipient or used for
any purpose whatsoever without the prior written consent of Banco BOCOM BBM.
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