& Santander

Macroeconomic Research

BRAZIL MACRO February 10, 2023

DATA ANALYSIS — ECONOMIC ACTIVITY

Gabriel Couto*
gabriel.couto@santander.com.br

STRONG RESULT FOR SERVICES IN DECEMBER +5511 3553 8487

e Services output printed a strong December result of +3.1% MoM-sa (+6.0% YoY), above market
consensus of +1.3% MoM-sa (+4.0% YoY) and our estimate of +0.3% MoM-sa (+3.0% YoY). We
calculate a high carryover of 1.9% QoQ-sa to 1Q23 (+1.0% in 4Q22).

e Zooming in on the details, mostly favorable signals across activities. Services to families increased
2.4% MoM-sa (+9.2% YoY), after two declines in a row. Information services shrank 2.2% MoM-sa, the
second consecutive drop, partially offsetting the strong growth seen in 3Q22 (owing to tax cuts in
telecommunication). Professional services increased 3.0% MoM-sa, while other services (a highly volatile
subsector that includes activities such as brokerage, financial services, etc.) jumped 10.3% MoM-sa.
Transportation increased 2.5% MoM-sa, stemming mainly from rebounds in ground and air transport. All in
all, the diffusion index reached 67% (vs. 58% in November), with 8 of 12 activities posting growth at the
margin.

e January’s available data point to mixed signals. According to FGV, services confidence shrank 2.9%
MoM-sa (to 89.5 points from 93.7, below the 100 points neutral mark), while services PMI retreated to 50.7
points (from 51.0, still slightly above the 50 points neutral mark). However, our proprietary index IGet rose
5.3% MoM-sa, fully recovering from three declines in a row. Services activities played a major role in
cushioning the initial impacts of restrictive financial conditions that began to be felt throughout 3Q22 (hitting
mainly goods-related activities), owing mainly to subsectors benefiting from tax cuts and to mobility
normalization (in the wake of the economy’s reopening consolidation). Looking ahead, we do not expect
these elements to be repeated, and we believe financial conditions will have a greater impact on services
provided to firms in the coming months.

e Our IBC-Br tracking for December stands at +0.3% MoM-sa. If our result is on the mark, it would be the
first increase after four declines in a row. We forecast GDP growth in 2023 at +0.8%, with a significant
slowdown in domestic demand and in cyclical supply components, stemming mainly from the expected
global recession and the tight BCB policy, but we also expect strong growth for non-cyclical farm output,
reflecting an all-time high forecast for the grain harvest.

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 — Services Sector Details

Services Breakdown

% MoM % YoY % QoQ Feb-20 %
Weights Oct-22 Nov-22 Dec-22 Oct-22 Nov-22 Dec-22 Jun-22  Sep-22 Dec-22 Dec-22
Total Services 100% -0.7 -0.4 3.1 9.7 6.5 6.0 2.1 3.0 1.0 14.4
Families 8% -1.2 -0.6 2.4 11.4 7.8 9.2 6.0 2.3 0.1 -4.3
Accommodation and Food 7% -1.6 -0.5 2.7 10.5 6.6 88 58 23 -0.7 -5.8
Other Services to Families 1% -0.7 0.8 0.8 17.0 15.1 12.0 40 3.0 16 -3.0
Information 31% 1.2 -0.8 -2.2 8.4 34 0.0 0.0 2.4 1.4 14.6
Technology 26% 14 -1.0 -34 10.0 33 -0.3 25 2.8 13 139
Telecommunication 19% -2.8 -0.7 -0.7 -49 -6.4 -6.6 -0.6 0.0 -1.9 -11.2
Information Technology 7% 75 -47 -79 28.8 14.0 5.7 47 58 34 523
Audiovisual 5% -34 8.1 -0.9 -4.4 4.6 1.7 0.7 0.1 1.7 -1.9
Professional 23% -0.3 0.6 3.0 8.3 71 7.4 2.3 0.4 1.8 10.6
Professional 7% -36 03 26 85 74 79 24 2.0 -0.1 253
Administrative 16% 0.6 0.7 2.7 8.2 7.0 73 22 0.1 18 40
Transportation 31% -1.5 0.7 2.5 12.3 10.6 10.2 1.8 3.9 -0.1 24.6
Ground Transportation 18% -1.1 -04 33 185 15.7 15.2 58 4.1 -04 243
Water Transportation 2% -04 4.1 -2.3 9.2 14.2 6.6 37 58 -0.2 324
Air Transport 3% -9.8 33 76 8.8 38 44 -5.2 -37 -3.8 25
Storage and Mail 9% -0.8 03 0.8 42 34 4.8 -4.1 5.0 09 19.1
Other Services 7% 3.1 -3.3 10.3 6.4 0.3 10.1 0.1 0.3 4.8 11.5
Touristic Activities - -2.5 0.0 4.1 16.5 119 12.6 6.8 1.5 -0.3 15
Sources: IBGE, Santander.
Figure 2 — Total Services (sa, average 2014= 100) Figure 3 — Services Breakdown* (sa, Feb/20=100)
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several activities such as brokerage, financial services, etc.
Figure 4 — Selected Segments (sa, Feb/20=100) Figure 5 — Services Confidence and IGet (sa)*
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For details on Santander’s economic activity outlook, please refer to our most recent reports?.

Figure 6 — “Heatmap” Showing Services Output by Subsector

By Subsector (% MoM sa)
Jan-22 Feb-22  Mar-22  Apr-22 May-22  Jun-22 Jul-22 Aug-22  Sep-22  Oct-22  Nov-22 Dec-22

Total Services -141___-001 140 034 077 099 105 113 071  -065 -037 3.2
Families 079 024 269 | 249 221 022 051 08 _ 091  -118 058 237
Accomodation and Food 077 118 153 [ o0s0 098 185 144 | -010  -159  -052 266
Other Services to Families 006 | 146 937 306 -0+ [JEGEN > ESHEEEN os7 o084 o078
Information 122 175 087 0%  -036 120 085 18 116  -076 | -215
Technology 248 318 041 156 -067 072 223 15 137 103 | 335 |

-1.59 -2.65 -0.40 0.08

0.58 0.20 153 1.71 -2.83 -0.72 -0.65

108 084 337 | 186 121 233
Audiovisual and News Bl > 507 | 319 134 058 026 138 343 -0.87
Professional 087 _ 130 1%  -036 111 _ 076 | -115 064 078 035 056 302
Technical and Professional 234 221 559 | 233 120 [EEE 235 162 | 297 357 032 2%
Administrative o7o BB 055 104 104 001 -002  -021 _ -014 057 073 267
Transportation 1.12 1.39 472 -2.54 240 0.87 -0.09 -1.55 0.66 245
Ground Transportation 2.26 0.80 1.07 -0.70 =118 -0.42 335
Water Transportation 093 -0.38 412 -2.26
Air Transport 041 249 335 | 758 |
Storage and Mail 139 | 171 | 308 137 -077 034 081

Other Services 0.60 -1.33 1.65

Sources: IBGE, Santander.

Figure 7 — “Heatmap” Showing Services Contribution by Subsector

By Subsector (contribution, sa p.p)

Jan-22 Feb-22 Mar-22  Apr-22 May-22  Jun-22 Jul-22 Aug-22  Sep-22 Oct-22  Nov-22 Dec-22

Total Services 141 -001 140 034 077 099 105 113 071  -0.65 -037  3.12
Accomodation and Food 005 o008 _ o010 [0S o004 007 013 010 | 001 011  -004 018
Other Services to Families 000 002 012  -004 -001 004 003 006  -001 001 001

0.02 0.11 0.04
-0.08 0.06 0.25 0.14 0.21
Audiovisual and News -0.06 0.24 -0.15 0.06
Technical and Professional 0.16 -0.15 0.39 -0.16 0.09 0.21 -0.25 0.02 0.18

Administrative 0.11 0.16 0.16

Ground Transportation

Water Transportation -0.01

Air Transport 0.21 -0.24
Storage and Mail 0.12 0.15
Other Services 0.04 -0.09

Sources: IBGE, Santander.

* Santander Brazil Special Report: “Forecasting Probability of Recession in Brazil with Financial Conditions” — January 4, 2023 — Available
on: https://bit.ly/Std-special-010423

Santander Brazil Economic Activity: “Financial Conditions Remain Restrictive, Despite Relief at the Margin” — January 17, 2023 — Available
on: https://bit.ly/Std-FCl-jan23

Santander Brazil Economic Activity: “Broad Activity Remains in Negative Territory” — January 19, 2023 — Available on: https://bit.ly/Std-SAl-
nov22

Santander Brazil Special Report: “A Breakdown of Brazilian Financial Conditions” — January 19, 2023 — Available on: https://bit.ly/Std-special-
011923
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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
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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 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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