& Santander

Macroeconomic Research

BRAZIL MACRO November 30, 2022

FINANCIAL CONDITIONS INDICATOR

FINANCIAL CONDITIONS REMAIN CRITICALLY .ucas,maynard,da,si.va@;‘;f;,fdﬁfgg;t‘g:
+5511 3553 8487
RESTRICTIVE

e Our financial conditions indicator (FCI) for November has experienced some relief but remains
historically restrictive (positive values = a restrictive stance). After September’s strong rebound, and
considering available data as of November 30, the index (always presented on a scaled basis) shrank 0.20
p.p., reaching 1.33 points (from 1.53 in October).

e Zooming in on the details, we see mixed signals. On the one hand, both external and domestic rates-
related subcomponents continue to tighten: foreign rates slightly increased their contribution (+0.02 p.p.) to
the headline result, while domestic rates stood out and strongly increased their contribution (+0.12 p.p.),
amid rising concerns of domestic fiscal consolidation. Commodity prices also showed a slightly tightened
(+0.01 p.p.) contribution. Conversely, risks (-0.10 p.p.), currencies (-0.12 p.p.), oil prices (-0.08 p.p.) and
capital markets (-0.06 p.p.) strongly helped ease financial conditions. When we exclude oil prices from the
analysis, we still see 0.12 p.p. shrinkage of FCI (ex. ail), to 1.47 p.p. (from 1.59 p.p. in October).

e Our FCI remains seriously restrictive, owing both to domestic and external headwinds, and the
outlook remains discouraging from YE2022 and onwards. In our view, the (lagged) contractionary
effects on domestic activity started to kick in throughout 3Q22, hitting mainly goods-related sectors (e.g.,
manufacturing and retail sales) and the employed population, and the available coincident indicators for
4Q22 already point to a continued loss of steam for cyclical activities. We anticipate that these shaky
financial conditions will continue to compromise cyclical activities in the short and medium term.

Figure 1 — Santander’s FCI Breakdown

Financial Conditions Indicator

Headline Change
Weights Sep-22 Oct-22 Nov-22 Oct-22 Nov-22
FCI 100% 1.22 1.53 133 ¥ 0.31 -0.20
Domestic rates 34% 0.22 0.21 0.33 Q -0.01 0.12
Foreign rates 33% 0.39 0.56 0.57 * 0.17 0.02
Risk 18% 0.16 0.22 012 ¥ 005 -0.10
Currencies 20% 0.18 0.20 0.08 * 0.02 -0.12
Oil prices 23% -0.13 -0.11 018 ¥ 002 -0.08
Commodities -13% 0.15 0.18 019 #p 003 0.01
Capital markets -15% 0.25 0.27 0.22 * 0.03 -0.06
FCI (ex Oil) - 1.31 1.59 147 ¥ 0.28 -0.12

Sources: Bloomberg, BCB, Santander.

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.
*Employed by a non-US affiliate of Santander Investment Securities Inc. and is not registered/qualified as a research
analyst under FINRA rules.
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For details on Santander’s economic activity outlook, please refer to our last reports?.
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Figure 2 — Santander’s FCI Proxy (from 2006 to 2022)
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Sources: Bloomberg, BCB, Santander.
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Figure 3 — Santander’s FCI Proxy (from 2020 to 2022)
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Sources: Bloomberg, BCB, Santander.
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— October 21, 2022 — Available on: https://bit.ly/Std-chart-econact-

Santander Brazil Economic Activity: “Financial Conditions Continue to Worse in October” — October 19, 2022 — Available on

https://bit.ly/Std-FCl-oct22

Santander Brazil Economic Activity: “Varejo segue fraco em novembro” — November 17, 2022 — Available on (in Portuguese)

https://bit.ly/Std-IGET-p-nov22

Santander Brazil Economic Activity: “Servicos mostram leve alta prévia de novembro”

https://bit.ly/Std-IGETser-p-nov22

— November 16, 2022 — Available on (in Portuguese):


https://bit.ly/Std-FCI-oct22
https://bit.ly/Std-IGET-p-nov22
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Figure 4 — Santander’s FCI Proxy Breakdown (from 2006 to 2022)
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Sources: Bloomberg, BCB, Santander.

Figure 5 — Santander’s FCI Proxy Breakdown (from 2020 to 2022)
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Sources: Bloomberg, BCB, Santander.
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This report has been prepared by Santander Investment Securities Inc. ("SIS"; SIS is a subsidiary of Santander Holdings USA, Inc.
which is wholly owned by Banco Santander, S.A. "Santander”), on behalf of itself and its affiliates (collectively, Grupo Santander) and
is provided for information purposes only. This document must not be considered as an offer to sell or a solicitation of an offer to buy
any relevant securities (i.e., securities mentioned herein or of the same issuer and/or options, warrants, or rights with respect to or
interests in any such securities). Any decision by the recipient to buy or to sell should be based on publicly available information on the
related security and, where appropriate, should take into account the content of the related prospectus filed with and available from the
entity governing the related market and the company issuing the security. This report is issued in Spain by Santander Investment Bolsa,
Sociedad de Valores, S.A. (“Santander Investment Bolsa”), and in the United Kingdom by Banco Santander, S.A., London Branch.
Santander London is authorized by the Bank of Spain. This report is not being issued to private customers. SIS, Santander London
and Santander Investment Bolsa are members of Grupo Santander.

ANALYST CERTIFICATION: The following analysts hereby certify that their views about the companies and their securities discussed
in this report are accurately expressed, that their recommendations reflect solely and exclusively their personal opinions, and that such
opinions were prepared in an independent and autonomous manner, including as regards the institution to which they are linked, and
that they have not received and will not receive direct or indirect compensation in exchange for expressing specific recommendations
or views in this report, since their compensation and the compensation system applying to Grupo Santander and any of its affiliates is
not pegged to the pricing of any of the securities issued by the companies evaluated in the report, or to the income arising from the
businesses and financial transactions carried out by Grupo Santander and any of its affiliates: Lucas Maynard*.

*Employed by a non-US affiliate of Santander Investment Securities Inc. and not registered/qualified as a research analyst under FINRA
rules, and is not an associated person of the member firm, and, therefore, may not be subject to the FINRA Rule 2242 and Incorporated
NYSE Rule 472 restrictions on communications with a subject company, public appearances, and trading securities held by a research
analyst account.

The information contained herein has been compiled from sources believed to be reliable, but, although all reasonable care has been
taken to ensure that the information contained herein is not untrue or misleading, we make no representation that it is accurate or
complete and it should not be relied upon as such. All opinions and estimates included herein constitute our judgment as at the date of
this report and are subject to change without notice.

Any U.S. recipient of this report (other than a registered broker-dealer or a bank acting in a broker-dealer capacity) that would like to
effect any transaction in any security discussed herein should contact and place orders in the United States with SIS, which, without in
any way limiting the foregoing, accepts responsibility (solely for purposes of and within the meaning of Rule 15a-6 under the U.S.
Securities Exchange Act of 1934) for this report and its dissemination in the United States.
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