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WEAKER-THAN-EXPECTED START TO 1Q22 +5511 3553 8487

e Industrial production shrank 2.4% MoM-sa in January, below market consensus and our estimate
(-1.9% and -1.3%, respectively). Compared to the same month of 2021, industrial output decreased 7.2%
(market: -6.3%, our call: -5.4%). Regarding the pre-pandemic period, the headline index remains 3.5%
below the levels seen in February 2020. January’s decline virtually offsets the positive surprise of the
previous month (when industrial output broke a streak of six declines) and implies a negative carryover of
0.6% QoQ-sa to 1Q22.

e Manufacturing shrank 2.2% MoM-sa (-7.3% YoY), while mining disappointed and retreated 5.2%
MoM-sa (-6.6% YoY), virtually retroacting to October’s level (when it posted a sharp tumble of 8.0%).

e Among the big economic categories, durable goods were the lowlight (-11.5% MoM-sa), fully giving
back the previous gain (+7.5%). The weak figures seen both in capital goods (-5.6% MoM-sa) and
intermediate goods (-1.9% MoM-sa) also gave back the previous gains (+5.4% and +1.4%, respectively).
Non-durable goods also retreated at the margin (-0.5% MoM-sa) but not enough to fully offset December’s
growth (+1.5%).

e Among industrial activities, a widespread decline. The diffusion index (which captures the percentage
of industrial activities that show monthly expansion) reached 23% (after 77% and 50% in December and
November, respectively). Vehicles contributed the least (-1.76 p.p.), followed by mining (-0.58 p.p),
beverages (-0.15 p.p) and metallurgy (-0.15 p.p). Conversely, oil and biofuel coke (+0.36 p.p) and food
products (+0.19 p.p) contributed the most.

e The negative carryover calculated to 1Q22 is likely arisk to our expectations of short-term relief for
overall industrial output in the period. However, we still see GDP growing (currently, our estimate stands
at +0.5% QoQ-sa), owing mainly to a continued strengthening of farm output and a continued rebound of
mobility-related services activities (as we saw in 4Q21). Our tracking of IBC-Br in January stands at 0%

MoM-sa.
Figure 1 — Industrial Production Breakdown
% MoM % YoY % QoQ Feb-20 %
Weights Nov-21 Dec-21 Jan-22 Nov-21 Dec-21 Jan-22 Nov-21 Dec-21 Jan-22 Jan-22
Total Industry 100% 0.0 2.9 -2.4 -4.3 -4.9 -7.2 -1.7 -0.1 0.5 -3.5
Mining 11% 5.2 0.7 -5.2 4.5 1.9 -6.6 -2.5 -3.4 -1.1 -6.4
Manufacturing 89% -0.2 2.6 -2.2 -5.5 -5.9 -7.3 -1.5 0.1 0.5 -3.0
Capital Goods 8% -30 54 -5.6 44 37 -8.0 -17 -0.1 -0.8 122
Intermediate Goods 60% 0.1 14 -19 -29 -4.0 -5.1 -15 -0.8 -04 -1.8
Consumer goods 32% 0.2 36 -25 -9.6 -94 -11.9 -0.2 1.0 16 -10.8
Durable 7% 20 7.5 -115 -20.8 -16.6 -25.8 -43 0.3 14 -264
Non-Durable 25% -0.1 1.5 -0.5 -6.4 -75 -8.3 -0.6 -0.7 -0.1 -70
Construction Supplies - -0.2 -0.1 -0.5 -8.0 -11.8 -10.9 -6.7 -5.3 -2.8 -2.2

Sources: IBGE, Santander.
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Industrial output surprised to the downside at the start of 2021. Domestic industry plummeted 2.4% MoM-
sa in January (-7.2% YoY), after jumping 2.9% MoM-sa in the previous month, a negative surprise over our
expectations (-1.3% MoM-sa) and market consensus (-1.9% MoM-sa). January’s figure places industrial output
3.5% below the pre-pandemic mark (set at February 2020) and implies a negative carryover of 0.6% to 1Q22.

Looking at the breakdown, manufacturing drove the plummet, but mining was the main
disappointment. Mining’s 5.2% MoM-sa weakening likely reflects iron ore disruptions (due to heavy rains
Minas Gerais state during the first days of the month) more than offsetting oil production’s positive prints.
Manufacturing’s plunge can mainly be attributed to weak vehicle-manufacturing, following the production
anticipated to December due to regulatory issues. Both components remain below their pre-pandemic levels,

down 6.4% and 3.0%, respectively, and January’s figures imply negative carryover of -0.6% and -3.1% to
1Q22.

Among the big economic categories, December’s gains were broadly offset. Durable goods were the
lowlight (-11.5% MoM-sa), fully giving back the previous gain (+7.5%). The weak figures seen both in capital
goods (-5.6% MoM-sa) and intermediate goods (-1.9% MoM-sa) also gave back the previous gains (+5.4%
and +1.4%, respectively). Non-durable goods also retreated at the margin (-0.5% MoM-sa) but not enough to
fully offset December’s growth (+1.5%). Among industrial activities, the decline was widespread, with the
diffusion index (which captures the percentage of industrial activities that show monthly expansion) reaching
23% (after 77% and 50% in December and November, respectively). In terms of contributions, vehicles
contributed the least (-1.76 p.p.), followed by mining (-0.58 p.p), beverages (-0.15 p.p) and metallurgy (-0.15
p.p). Conversely, oil and biofuel coke (+0.36 p.p), and food products (+0.19 p.p) contributed the most. In

comparison to the pre-crisis mark, moreover, 17 out of 26 industrial activities remain below the pre-pandemic
mark.

The negative carryover calculated to 1Q22 is likely risk to our expectations of a short-term relief of
industrial output for overall activity in the period. However, we still see GDP growing (currently, our
estimate stands at +0.5% QoQ-sa), owing mainly to continued strengthening of farm output and an ongoing
rebound of mobility-related services activities (as we saw in 4Q21). Our tracking of IBC-Br for January stands
at 0% MoM-sa.

Figure 2.A. — Industrial Production Index (sa, 2012=100) Figure 2.B. — Economic Categories (sa,
2012=100)
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Figure 3.A. — Industrial Production Related to Figure 3.B. — Contributions by activities (sa, p.p)
Investment (sa, 2012=100)
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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)
Feb-2l  Mar2l  Apr21  May-2l  Jun-2l  Jul-2l  Aug-2l Sep-2l _ Oct2l  Nov-2l  Dec2l  Jan-22
11.2% Mining Ss0  ser h 155 -0.76 -153 213 068
13.9% Food products -0.21 -3.58 251 -1.92 -2.28 355
10.3% Oil and biofuel coke 0.42 -9.73 341 0.10
10.1% Vehicles
5.4% Metallurgy
5.3% Other chemical products
4.9% Machines and equipments
3.6% Metalic products except machines and equipments
3.6% Non-mentalic minerals
3.5% Rubber and plastic products
3.3% Beverages
3.0% Cellulose,paper and paper-based products
2.6% Machines, equipments and eletric material
2.5% Computer equipments, eletronics and optical products
2.3% Pharmaceuticals
2.3% Manufacture of clothing and accessories
1.6% Leather, travel items and footwears
1.6% Textile products
1.5% Other transport equipments, except motor vehicles
1.3% Repair of Machines and equipments
1.3% Furniture
1.3% Personal Care
1.0% Wood products
1.0% Printing and playback of recordings
1.0% Miscellaneous
0.6% Tobacco products

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

By Activity (% MoM sa)
Feb-21  Mar-21  Apr-21 May-21  Jun-21 Jul-21  Aug-21 Sep-21 Oct-21 Nov-21 Dec-21  Jan-22
Capital Goods Computer equipments, eletronics and optical products 6.5 4.4 4.4 9.3 4.7 3.9 -6.6 33 6.2 2.9 13.1 0.8

Machines, equipments and eletric material - 4.4 -0.8 0.5 16 - -0.4 - 0.5

Machines and equipments 12 -3.0 0.1 0.4 3.0 -1.9 39 1.0 -2.6 -0.8 -2.8 -0.2
Vehicles 12 02 0.7 37 2.9 76 123
Other transport equipments, except motor vehicles 19.7 22 3.8 15 15.0

Miscellaneous g -0.6 -0.5 -0.5 0.4 -4.4
Intermediate Goods Mining 19 01 [m2end 05 0.3 10 55
Food products 2.9 1.5 -4.1 0.6 -2.8 6.6 14
Textile products S - 6.2 45 0.8 22 47
Cellulose,paper and paper-based products 11 0.8 1.8 1.3 ) 1.9 1.4
Oil and biofuel coke 25 25 -10.3 -2.8 -1.3 25
Other chemical products 31 -4.4 0.3 2.7 -0.8 -0.4 -2.1
Rubber and plastic products 1.2 -2.0 -2.8 -2.5 -0.3 -0.7 -1.5
Non-mentalic minerals 0.6 10 AN a7 19 19 3.2
Metalurgy 2.5 -0.3 -1.8 5.6 -0.1 19 -3.6
Metalic products except machines and equipments _ -0.7 -1.8 -1.2 -35 -0.7 -0.7
Machines and equipments 1.4 12 -0.7 4.2 72,1l 2.6 -1.5
Vehicles Ea 62 0.8 05 0.6 29 038
Miscellaneous 0.5 2.8 -0.7 -0.7 0.6 -1.4
Durable Goods Computer equipments, eletronics and optical products 4.7 3.8 -3.0 -0.3 1.0 -10.2
Machines, equipments and eletric material 1.8 2.1 -3.8 -3.0
Vehicles
Other transport equipments, except motor vehicles
Furniture

Miscellaneous

Non Durable Goods Food products
Beverages
Textile products
Manufacture of clothing and accessories
Leather, travel items and footwears
Printing and playback of recordings
Oil and biofuel coke Y . Y L ! . b ! 5
Personal Care ) . " ) ] : . X ] _& ]
Pharmaceuticals 0.6 85 18 8.2 16 41 [E6EN 106 65 63 41

Miscellaneous -1.0 -0.3 -8.2 55 2T -11 E152) L2 -3.8 -0.4 7.1 -6.9

Sources: IBGE, Santander.
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