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Weak Figure (Again) for Industrial Output 45511 3553 7495

e Industrial production retreated at the end of 3Q21. The headline index was down 0.4% in September,
slightly below market consensus (-0.2%) and marking the seventh decline in eight months. September’s
figure stems from decreases in both manufacturing (down 0.2%) and mining (down 0.3%) and places
industrial output 3.2% below the pre-pandemic mark (February 2020).

e Looking at the breakdown, investment-related categories were the lowlights, with capital goods and
construction supplies retreating 1.6% and 2.4%, respectively. Intermediate goods (which account for
nearly 60% of industrial output) showed virtual stability (down 0.1%). Conversely, consumer goods
expanded 0.7%, but with durable goods retreating for the ninth month in a row (down 0.2%). Among
industrial activities, other transport equipment was the lowlight (-7.6%), and vehicles production
disappointed by expanding only slightly, +0.2%. September’s drop was not widespread, with our diffusion
index increasing to 56% (44% in August).

e In quarterly terms, industrial output ended 3Q21 by retreating 1.7%. Following two quarterly declines
(down 0.7% and 3.0% in 1Q21 and 2Q21, respectively), the third quarter’s figure reinforces our view that
industry continues to be a short-term drag on activity, still suffering from a shortage of inputs, further affected
by the impact of the drought on electricity generation. Our IBC-Br tracking for September was updated to
+0.1% MoM-sa (from +0.3%), imparting downside risks to our 3Q21 GDP growth projection, but we still
expect a positive figure (+0.3%), mainly driven by the resumption of activity in the services sector.

Figure 1 — Industrial Production Breakdown*

% MoM % YoY % QoQ Feb-20% Carry 4Q
Weights Jul-21  Aug-21 Sep-21 Jul-21  Aug-21 Sep-21 Jul-21  Aug-21 Sep-21 Sep-21
Total Industry 100% -1.2 -0.7 -0.4 1.2 -0.6 -3.9 -1.4 -1.2 -1.7 -3.2 -0.5
Mining 11% -1.2 1.8 -0.3 -2.8 -1.4 3.2 4.1 1.1 0.2 2.6 0.4
Manufacturing 89% -1.2 -0.8 -0.2 1.9 -0.5 -4.8 -2.4 -1.8 -1.9 -2.9 -0.4
Capital Goods 8% 2.1 -1.2 -1.6 364 317 15.1 2.1 39 2.0 15.0 -1.5
Intermediate Goods 60% -0.7 -0.6 -0.1 0.0 -2.1 -3.7 -2.1 -2.2 -1.8 -0.1 -0.3
Consumer goods 32% -0.1 -04 0.7 -35 -4.6 -86 -38 -0.7 -05 -10.8 04
Durable 7% -2.8 -34 -0.2 -9.6 -17.5 -224 -7.5 -6.4 -6.7 -21.8 -13
Non-Durable 25% 0.7 0.5 0.2 -2.0 -1.1 -5.0 -1.2 1.0 1.0 -6.0 03
Construction Supplies - -1.6 -0.3 -2.4 2.1 1.5 -4.2 -2.0 -2.2 -3.3 14.7 0.0

*Last column shows the 4Q21 carryover implied by September’s figures. Sources: IBGE, Santander.

Industrial production retreated again, the seventh decline in eight months. The headline index was down
0.4% in September, slightly below the market consensus (-0.2%), marking a string of four declines since May
2021. September’s figure stems from decreases in both manufacturing (-0.2%) and mining (-0.3%), implying a
negative carryover of -0.5% for 4Q21 and placing industrial output at notably depressed levels: down 3.2%
since the pre-pandemic mark. For the remaining months of 2021, we expect manufacturing to continue to
weaken, with mining only partially mitigating this drag.

IMPORTANT DISCLOSURES/CERTIFICATIONS ARE IN THE “IMPORTANT DISCLOSURES” SECTION OF THIS REPORT.
U.S. investors' inquiries should be directed to Santander Investment at (212) 350-0707.
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Among economic categories, investment-related categories were the lowlights, likely reflecting the
delayed effects of higher interest rates. Capital goods and construction supplies retreated 1.6% and 2.4%,
respectively, with both remaining nearly 15% above the pre-pandemic mark. Intermediate goods (which
account for nearly 60% of industrial output) showed virtual stability (down 0.1%). Conversely, consumer goods

expanded 0.7%, but with durable goods retreating for the ninth month in a row (down 0.2%) and widening the
gap over the pre-crisis mark (down 21.8%).

Among industrial activities, the drop was not widespread. Other transport equipment was the lowlight
(-7.6%), with vehicles production disappointing by expanding only slightly, +0.2%. Conversely, both tobacco
products and pharmaceuticals products grew above 6%. Food products and oil and biofuel coke (which
together account for more than 20% of industrial output) posted mixed signals, down 1.3% and up 1%,
respectively. September’s drop was not widespread, with our diffusion index (which captures the percentage
of industrial activities that show monthly expansion) increasing to 56% (44% in August).

In quarterly terms, industrial production recorded its third consecutive drop. This result stems mainly
from a decline in manufacturing (down 1.9%), while mining expanded slightly (up 0.2%). In 2Q21, Industrial
GDP dropped “only” 0.2%, with solid expansion in both building and mining cushioning manufacturing’s retreat;
for 3Q21, we expect lower growth rates for these sectors. Following two quarterly declines (down 0.7% and
3.0% in 1Q21 and 2Q21, respectively), the third quarter’s figure reinforces our view that industry continues be
a short-term drag on activity, still suffering from the shortage of inputs and further affected by the impact of the
drought on electricity generation. According to FGV, the perception of inventories is at historically low levels,
which, in typical cycles, has been a tailwind for production growth ahead. This time around, however, given
major supply hurdles seen worldwide in the wake of the pandemic, we think that low inventories now could
mean that local industry is having a hard time overcoming high costs and widespread input shortages.

Our IBC-Br tracking for September was updated to +0.1% MoM-sa (from +0.3%), which implies quarterly
growth of 0.2% in 3Q31. This figure imparts downside risks to our 3Q21 GDP growth projection (+0.3%) but
we still expect a positive figure in 3Q21, driven mainly by the services sector.

Figure 2.A. — Industrial Production Index (sa, 2012=100) Figure 2.B. — Economic Categories (sa,
2012=100)

—Total Manufacturing ==—Mining (RHS)
105 110

95

85

- I

90
7 50 —Capital
80 —|ntermediate

65

30 Durable
o5 70 —Non-durable

©® W W o o o O O O O O — — = 10
T ST ST ST ST T T N g4 o g g g oo © N~ N~ N © © o o0 O O O «—
S 2 8§ 5 S ¢ 8§ 5 £ ¢ 8 & 5 ¢ TOT ST T T T g o
=} (] -_— +— — —
= o0 = 5SS v =2 5 o = 5 un T 3 3 o4 T B [ g 5 5 3 o

[ o s o0 = £ -~ = z <

Sources: IBGE, Santander. Sources: IBGE, Santander.

90
e o _epr M '\/‘“\/\\/ 4

Sep-21



Santander Brazil Macroeconomic Research Brazil Data Analysis November 4, 2021 &

Figure 3.A. — Industrial Production Related to Figure 3.B. — Industrial Production by Activity
Investment (sa, 2012=100) (sa, MoM %)
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Figure 4.A. — Confidence (points, sa) x Capacity Figure 4.B. — Inventories Perception (Excessive-
Utilization (%, sa) Insufficient) and Demand (points, sa)
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Figure 5 - Heatmap Showing Industrial Production by Activity
By Activity (% MoM sa)
Weights Oct-20 Nov-20 Dec-20 Jan-21 Feb-21 Mar-21  Apr-21  May-21 Jun-21  Jul-21 Aug-21 Sep-21
13.9% Food products 538 319 RN 247 010 021 377 272 201 2271 188 -130
10.3% Oil and biofuel coke -1.00 091 133 134 -0.52 263 -9.74 295 397 255 -2.48 0.96
10.1% Vehicles 373 10.10 935 | 116 | -043 | 346 149 288 0.16
5.4% Metalurgy 304 1.42 145 -0.66 022 253 054 -096 043 247
5.3% Other chemical products -437 6.20 020 041 265 377 052 246 100 72 S8 231
2.9% Machines and equipments 250 371 615 232 280 05 233 187 285 390 032 192
3.6% Metalic products except machines and equipments 2.07 2.03 5.26 -2.56 -4.33 -1.19 -4.22 0.88 -2.87 -0.51 -0.39 0.00
3.6% Non-mentalic minerals 1.90 0.66 098 086 054 248 054 054  -208 022 0.00
3.5% Rubber and plastic products 1.86 1.61 3.80 173 -0.10 -3.83 115 198 0.95 0.60
3.3% Beverages -169 207 G o0 151 532 188 471
3.0% Cellulose,paper and paper-based products -0.55 0.28 -2.40 5.10 0.63 0.18 -2.68 -0.27 1.06 2.09 121
2.6% Machines, equipments and eletric material -0.12 229 059 070 -139 247 374 025 | 289  -155 -1.97 174
25% Computer equipments, eletronics and optical products 072 205 468 |85 104 090 390 000 203 530 165
2.3% Pharmaceuticals an [ ss¢ o034 237 762 000 1.05
2.3% Manufacture of clothing and accessories 535 8.52 924 1.27 -458 -2.04 -1.50
1.6% Leather, travel items and footwears 3.00 5.26 1.10 520 472 232 o7o  [IESEON
1.6% Textile products 228 1.88 251 -5.56 230 026 -065 1.84 -1.16
1.5% Other transport equipments, except motor vehicles -5.27 13.92 -0.37
1.3% Repair of Machines and equipments -0.59 178 131 -6.47 230 8.86 -372
13% Furniture 118 227 098 2.54 071 951 -8.67
13% Personal Care -401 049 039 3.99 375 000
1.0% Wood products 375 037 2
1.0% Printing and playback of recordings -2.44 -
1.0% Miscellaneous

Sources: IBGE, Santander.
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Figure 6 - Heatmap Showing Industrial Production by Economic Category

By Activity (% MoM sa)

Oct-20 Nov-20 Dec-20 Jan-21 Feb-21 Mar-21  Apr-21  May-21 Jun-21  Jul-21 Aug-21 Sep-21

Capital Goods Computer equipments, eletronics and optical products 15 a2 S 144 5.3 45 5.6 106 4.9 4.1 =) 25
Machines, equipments and eletric material 53 45 16 oc [ o 10 01 53 s R s
Machines and equipments 4.0 9.8 19 18 18 2.8 0.0 08 33 14 42 02
Vehicles 4.4 109 12.0 2.8 2.7 2.9 06 3.7 44 106 0.4
Other transport equipments, except motor vehicles - 9.7 _ -1.9 -6.2 -0.6 7.4
Miscellaneous 36 1.2 37 13 22 03 06 25 2.9 16 33

Intermediate Goods Mining Z5 28 25 3.0 13 04 e o6 17 0.9 0.1
Food products 45 |66 | 29 0.0 2.0 0.6 3.4 0.5 0.2 0.5 11
Textile products 25 16 59 0.9 18 56 11 17 26 20
Cellulose,paper and paper-based products 0.9 0.1 12 07 13 14 1.0 1.2 18 13
Oil and biofuel coke 0.7 0.1 15 35 1.0 41 126 14 45 5.1 04
Other chemical products 38 6.0 0.0 14 21 36 2.9 33 1.9 43 03
Rubber and plastic products 10 15 49 2.9 01 25 2.1 2.4 3.9 11 18
Non-mentalic minerals 22 08 0.1 09 03 20 200 o9 2.0 0.4 0.7
Metalurgy 2.0 12 [z 06 26 0.2 07 47 1.2 04 3.6
Metalic products except machines and equipments 36 18 3.4 03 [ s 17 ) 15 0.4 0.1
Machines and equipments 16 05 7.2 4.7 13 31 22 4.0 3.7 2.7 11
Vehicles 0.7 6.2 135
Miscellaneous 30 5.0 3.9

Durable Goods Computer equipments, eletronics and optical products -0.5 5.8 -4.6
Machines, equipments and eletric material 2.4 2.6 21
Vehicles 57 37 45
Other transport equipments, except motor vehicles [ NI ~ 20.5 45
Furniture -0.8 -3.7 -0.6
Miscellaneous 20 16 5.0

Non Durable Goods Food products -1.6 -0.1 2.1
Beverages -0.8 0.5 -0.9
Textile products 2.4 16 85

Manufacture of clothing and accessories 2.8
Leather, travel items and footwears
Printing and playback of recordings
Qil and biofuel coke

Personal Care -4.0 SIR2 0.1 22 -1.7 0.9 -3.7 21 -2.0 1.5 -0.1 1.4

Pharmaceuticals 0 [N a7 14 SN a7 8.2 19 21 [EEEN 108
Miscellaneous -0.8 0.5 -0.9 -1.6 0.4 -0.8 -12.4 9.9 -3.2 -0.3 -11 -0.6

Sources: IBGE, Santander.
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