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e Our financial conditions indicator (FCI) for September (with data up to September 25) showed
additional tightening, with the second increase in a row. The index remains in restrictive territory
(positive values = restrictive position). After showing some easing throughout 2Q23, the index (always
presented on a scaled basis) has returned to levels close to YE2022. In September, the index has tightened
by 0.20 points, to 1.07 points (from 0.87 points in August), and has reached its highest level since March.

e Zooming in on the details, the breakdown indicates that most components contributed to
September’s increase. Both foreign (+0.10 p.p.) and domestic (+0.10 p.p.) factors contributed positively
to the index. Most of the components pointed to tightening conditions. Oil prices (+0.11 p.p.), currencies
(+0.06 p.p.) and foreign rates (+0.03 p.p.) were the highlights of the tightening conditions. Commaodities
(+0.02 p.p.) and domestic rates (+0.01 p.p.) also contributed positively to the index (i.e., contributed to
tightening). Conversely, risk (-0.03 p.p.) helped to ease financial conditions, as capital markets (0.00 p.p.)
had neutral contribution. When we exclude oil prices from the analysis, we see a 0.09 p.p. increase in the
FCI (ex-oil), to 1.04 p.p. (vs. 0.96 p.p. in August). At the margin, we continue to see domestic factors
contributing more to the easing of the FCI, while foreign factors remain at restrictive levels.

e The September’s FCI update slightly increases the predicted recession probability for December,
and that probability remains above the false-positive threshold. In December-June, our recession
tracker (based on a three-month lagged FCI) reached virtually the same levels seen during the worst periods
of Brazil's 2014-16 recession and is again close to these levels, following the recent tightening seen in the
FCI.

e Our 3Q23 GDP growth tracking stands at -0.3% QoQ-sa, and our forecast for full-year 2023 growth
is +2.5%. Despite the recent positive surprise in 2Q23 GDP result, we continue to see signs of deceleration
for broad activity ahead, especially for more cyclical segments, owing to highly restrictive financial
conditions. In addition, we expect negative contributions from farm output for 2H23, as the positive impact
of the record summer crops was limited to 1Q23 and the beginning of 2Q23.

IMPORTANT DISCLOSURES/CERTIFICATIONS ARE IN THE “IMPORTANT DISCLOSURES” SECTION OF THIS

REPORT. U.S. investors’ inquiries should be directed to Santander US Capital Markets LLC at (212) 583-4629 / (212)

350-3918. * Employed by a non-US affiliate of Santander US Capital Markets LLC and is not registered/qualified as a
research analyst under FINRA rules.
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Figure 1 — Santander’s FCI Breakdown

Financial Conditions Indicator

Headline Change
Weights Jul-23 Aug-23 Sep-23 Aug-23 Sep-23
FCI 100% 0.55 0.87 1.07 # 0.32 0.20
Domestic rates 34% 0.04 0.03 004 =» -001 0.01
Foreign rates 33% 1.00 1.06 1.09 * 0.07 0.03
Risk 18% -0.08 -0.06 008 W 002 -0.03
Currencies 20% -0.19 -0.10 -0.05 * 0.09 0.06
Oil prices 23% -0.18 -0.10 000 #fp 007 0.11
Commodities -13% 0.07 0.11 013 #0004 0.02
Capital markets -15% -0.11 -0.07 -0.07 = 004 0.00
FCI (ex Oil) - 0.72 0.96 1.04 4 0.24 0.09
Domestic Factors - -0.32 -0.23 -0.13 * 0.08 0.10
Foreign Factors - 0.87 1.10 1.20 A 0.4 0.10

Sources: Bloomberg, BCB, Santander.

3.0

2.0

1.0

0.

(@]

-1.0

-2.0

Figure 2 — Santander’s FCI Proxy (from 2007 to 2023)
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Figure 3 — Santander’s FCI Proxy (from 2020 to 2023)
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Sources: Bloomberg, BCB, FGV, Santander.

Figure 4 — Santander’s FCI Proxy Breakdown (from 2006 to 2023)
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Figure 5 — Santander’s FCI Proxy Breakdown (from 2020 to 2023)
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Sources: Bloomberg, BCB, FGV, Santander.

Figure 6 — Recession Probability Tracker Based on FCI (2022 to 2023)
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Sources: Bloomberg, BCB, FGV, Santander.

For details on Santander’s economic activity outlook, please refer to our last reports?.

1 Santander Brazil Economic Activity: “Upgrading Our 2023 GDP Growth Forecast (Again)” — September 22, 2023 — Available on: Std-chart-
econact-sep23https://tinyurl.com/Std-chart-econact-jun23
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This research report (“report”) has been prepared by Santander US Capital Markets LLC (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 report 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.
Santander US Capital Markets LLC, 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: Gabriel
Couto*. Employed by a non-US affiliate of Santander US Capital Markets LLC and is not registered/qualified as a research analyst
under FINRA rules and is not an associated person of the member firm and therefore is not subject to FINRA Rule 2241 or FINRA
Rule 2242 and restrictions on communications with a subject company, public appearances and trading securities held by a research
analyst account. The information contained within this report has been compiled from sources believed to be reliable. Although all
reasonable care has been taken to ensure the information contained within these reports is not untrue or misleading, we make no
representation that such information is accurate or complete and it should not be relied upon as such. All opinions and estimates
included within this report constitute our judgment as of the date of the 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 Santander US Capital Markets
LLC, 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. Hong Kong (HK):
This report is distributed in Hong Kong by Banco Santander, S.A. (a public limited liability company incorporated in Spain) which has
a branch in Hong Kong. Banco Santander, S.A., Hong Kong Branch is regulated as a Registered Institution by the Hong Kong
Monetary Authority for the conduct of Advising and Dealing in Securities (Regulated Activity Type 4 and 1 respectively) under the
Securities and Futures Ordinance. This report is not intended for distribution to any persons other than professional investors. Banco
Santander, S.A. or its affiliates may have a holding in any of the securities discussed in this report; for securities where the holding is
greater than 1%, the specific holding is disclosed in the Important Disclosures section above. The recipient of this report must not
distribute it to any person without the prior written consent of Banco Santander, S.A.. Singapore (SG): This report is distributed in
Singapore by Banco Santander, S.A. which has a branch in Singapore. It is not intended for distribution to any persons other than
institutional investors, accredited investors and expert investors (each as defined in the Securities and Futures Act 2001 of
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Singapore). Recipients of this report should contact Banco Santander, S.A., Singapore Branch at

researchsingapore @gruposantander.com for matters arising from, or in connection with, this report. Mainland China (CN): This report
is being distributed in Mainland China by Banco Santander, S.A. which has two branches in Mainland China, being Shanghai Branch
and Beijing Branch (“Santander China”). Santander China is regulated by China Banking and Insurance Regulatory Commission.
Banco Santander, S.A., Shanghai Branch is licensed for foreign currency business, RMB business and derivative business. Banco
Santander, S.A., Beijing Branch is licensed with foreign currency business. The recipient of this report must not distribute it to any
person without the prior written consent of Banco Santander, S.A.© 2023 by Santander US Capital Markets LLC All Rights Reserved.
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