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e The Brazil Central Bank’s (BCB) activity indicator (IBC-Br) surprised negatively in May. The headline
index was down by 0.4% MoM-sa (14.2% YoY), well below market consensus and our call (both at +1.1%
MoM-sa). March and April results have been revised in the seasonally adjusted series (-2.0% and +0.9%
respectively, from -1.6% and +0.4%), but with little implications for quarterly growth and May’s result.

e May's figure placed the economy at levels 0.2% below the pre-crisis mark, according to this
indicator. The monthly contraction happened despite the positive figures seen both in the tertiary sector,
with services and broad retail sales climbing 1.2% and 3.8% respectively, and in industrial production
(+1.4%). In our view, the agricultural sector and those segments not captured in the IBGE’s services survey
may have had a negative impact on the IBC-Br.

e Theresultimplies a carryover of -0.3% to 2Q21. We believe this result reinforces the likelihood of a weak
2Q21 GDP figures, in line with our tracking (0.0% QoQ-sa). In our view, the agricultural sector will partially
give back 1Q21’s strong positive contribution, which, along with the weak outcome expected for the
industrial sector, should drag down the economic recovery in 2Q21.

Figure 1 — Economic Activity Breakdown

% MoM % YoY % QoQ
Mar-21 Apr-21 May-21 Mar-21 Apr-21 May-21 Mar-21 Apr-21 May-21
IBC-Br -2.0 0.9 -0.4 5.3 15.9 14.2 1.6 1.2 -0.3
Industrial Production -2.3 -1.5 1.4 10.5 34.7 24.1 -0.4 -2.6 -34
Core Retail Sales -3.0 49 14 2.2 236 15.9 -37 -1.1 14
Broad Retail Sales -9.1 5.4 3.8 9.8 40.9 26.1 -4.1 -2.4 -2.3
Services Sector -34 1.3 1.2 4.5 20.1 23.1 2.6 2.3 0.4

Sources: IBGE, BCB, Santander.

The IBC-Br disappointed in May, despite positive figures in industry, retail, and services. The BCB published
its monthly activity indicator for May, capping the batch of activity index releases for the month. The headline index
had an unexpected contraction, down 0.4% MoM-sa (14.2% YY), considerably below market consensus and our
call (both at +1.1% MoM-sa). Regarding the impact of the pandemic, May’s figure placed the economy at a level
0.2% below the pre-crisis mark, according to this indicator. It is worth highlighting that the March and April results
have been revised in the seasonally adjusted series (-2.0% and +0.9% respectively, from -1.6% and +0.4%), but
with little implications for quarterly growth and May'’s result.
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The agricultural sector and those segments not captured in the IBGE’s services survey may have had a
negative impact on the IBC-Br. The drop in BCB’s broad activity index happened despite positive figures in the
three main IBGE’s economic activity surveys for May. The tertiary sector expanded considerably (services and
broad retail sales up by 1.2% and 3.8%, respectively), along with industrial production (+1.4%). In our view, the
agricultural sector may have affected the IBC-Br, as recent reviews have weakened the outlook for the 2021 crop,
following the drought’s impacts on important winter crops, such as the corn safrinha. We further note that the
IBGE'’s services survey does not capture some important segments within the sector, such as health and education,
which could be experiencing the economic reopening impacts at magnitudes that vary from the rest of the sector.

This result reinforces the likelihood of weak 2Q21 GDP figures, as our tracking stands at 0.0% QoQ (+12.6%
YoY). For 2021, our tracking stands at 5.1%. We expect the agricultural sector to partially give back 1Q21’s strong
positive contribution, which, along with the weak outcome expected for the industrial sector, should be a drag on

the economic recovery in 2Q21. For details on Santander’'s economic activity scenario, please refer to our last
chartbook:.

Figure 2.A — IBC-Br (sa, 2003=100) Figure 2.B — Economic Activity Indexes (sa, January

2019=100)
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Figure 3.A — IBC-Br (sa, 2003=100) Figure 3.B — GDP vs IBC-Br (sa, QoQ%)
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Sources: BCB, Santander. Sources: IBGE, BCB, Santander.

1 Santander Brazil Economic Activity - “Chartbook — Better Outlook Due to Mobility and Commodities” — July 6, 2021 - Available on:
https://bit.ly/Std-chart-econact-jul21
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