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A NEGATIVE SURPRISE FOR SERVICES IN FEBRUARY +5511 3553 8487

e Services output decreased in February (-0.2% MoM-sa), below both market expectations (+0.7%
MoM-sa) and our estimate (+0.5% MoM-sa). Compared to the same month in 2021, services output
increased 7.4% YoY, below market expectations (+8.6%) and our call (+8.8% YoY). February’s negative
print placed the headline index 5.4% above the pre-pandemic benchmark (February 2020) and implies a
carryover of +0.4% QoQ-sa to 1Q22.

e Zooming in on the details, a mixed bag. Information services were the lowlight, dropping 1.1% MoM-sa
and adding to the previous drop (-3.6% in January). Services to Families failed to offset January’s drop,
rising only 0.1% MoM-sa (from -1.0%). This segment continued to show significant idleness relative to the
pre-pandemic mark (down 14.0%). On the upside, Transportation (+1.9% MoM-sa) and Professional
Services (+1.3% MoM-sa) strengthened at the margin, while Other Services considerably decreased (-1.0%
MoM-sa).

e Among services activities, the diffusion index rose to 50% (vs. 42% in January). The biggest positive
contributions came from Ground Transportation (+0.43 p.p.), Administrative Services (+0.36 p.p.) and
Storage and Mail (+0.14 p.p.). Conversely, the biggest negative contribution came from
Telecommunications (-0.54 p.p.), Air Transport (-0.24 p.p.), and Technical and Professional Services (-0.15
p.p.). Moreover, regarding post-Covid dynamics, seven out of twelve services activities remain below the
pre-pandemic mark, notably food and accommodation (down 14.4%) and Other Services to Families (down
10.0%). The touristic activities index (composed of several segments of services related to tourist activities)
dropped 1.0% MoM-sa in February, remaining still 10.9% below the pre-covid benchmark.

e Regarding 1Q22, despite February’s drop, the carryover calculated for the period still suggests
cyclical services’ continued positive contribution to overall activity in this quarter. Moreover, we
expect some idled segments (not integrally captured in the monthly survey) to gradually move away from
idleness throughout the quarter, contributing positively to GDP growth. We are updating our IBC-Br tracking
for February to 0.4% MoM-sa (from +0.5%) and maintaining our 1Q22 GDP growth tracking at +0.3% QoQ-
sa. We forecast GDP growth of 0.7% in 2022 and a 0.2% contraction of real activity in 2023.

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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Figure 1 — Services Sector Breakdown

% MoM % YoY % QoQ Feb-20 %
Weights Dec-21 Jan-22  Feb-22 Dec-21 Jan-22  Feb-22 Nov-21 Dec-21 Feb-22 Feb-22
Total Services 100% 2.3 -1.8 -0.2 11.0 9.3 74 -1.1 0.1 2.2 5.4
Families 8% 11 -1.0 0.1 21.6 19.5 173 10.2 8.3 2.5 -14.0
Accommodation and Food 7% 12 -14 0.7 21.7 19.8 18.0 10.7 83 2.8 -144
Other Services to Families 1% 2.7 -0.6 0.3 21.2 17.2 13.7 3.0 4.6 4.1 -10.0
Information 31% -0.2 -3.6 -1.1 10.1 5.0 2.4 0.3 1.3 -0.7 8.7
Technology 26% -0.5 -4.0 -2.2 10.3 4.5 2.0 0.6 14 -0.9 74
Telecommunication 19% -0.7 -1.3 -29 -2.3 -5.1 -74 -2.7 -3.1 -2.8 -9.1
Information Technology 7% -39 -03 0.1 25.8 193 16.2 5.1 55 10 414
Audiovisual 5% 2.0 -4.8 -1.3 8.8 10.0 6.3 -1.0 14 -0.9 -8.3
Professional 23% 3.8 0.2 1.3 8.5 7.5 7.2 -2.2 -1.1 4.5 3.2
Professional 7% 2.5 1.8 -22 113 10.5 46 -33 -4.2 2.1 146
Administrative 16% 3.0 0.5 2.3 7.2 6.3 8.3 -14 04 5.0 -1.3
Transportation 31% 2.8 0.9 1.9 15.7 151 14.0 -0.2 1.7 5.6 14.2
Ground Transportation 18% 2.1 2.2 24 171 153 153 0.5 25 6.1 10.7
Water Transportation 2% 35 -04 -0.1 21.0 19.3 174 1.6 2.7 45 23.1
Air Transport 3% 118 89 -9.1 56.8 49.8 452 -79 15 217 -34
Storage and Mail 9% -1.5 1.1 16 53 59 5.6 0.7 -0.3 0.1 15.8
Other Services 7% 1.0 -0.3 -1.0 -4.6 1.3 -3.9 -7.7 -7.3 -0.1 -0.4
Touristic Activities - 47 -04 -1.0 31.6 29.2 28.7 53 6.5 7.0 -10.9

Sources: IBGE, Santander.

Services sector’s real revenue marked a positive February print. Services output dropped in February
(-0.2% MoM-sa), below both market expectations (+0.7% MoM-sa) and our estimate (+0.5% MoM-sa).
Compared to the same month in 2021, services output increased 7.4% YoY, below market expectations (+8.6%)
and our call (+8.8% YoY). Following January’s tepid figure — mainly due to the Omicron-variant outbreak — the
index showed another decrease, reaching levels 5.4% above the pre-pandemic mark and implying a carryover
of +0.4% QoQ-sa to 1Q22.

The details point to a mixed bag with respect to the components. Information services were the lowlight,
dropping 1.1% MoM-sa (after January’s 3.6% drop) and reaching levels 8.7% above the pre-crisis level. Despite
1Q22's weak performance, this distancing reflects a segment that strongly benefited from the increasing
digitalization of economic activities in the pandemic environment. Services to Families rose 0.1% MoM-sa,
insufficient to offset January’s weak print due to the Omicron-variant outbreak. This segment continued to show
significant idleness relative to the pre-pandemic mark (down 14.0%), but our proprietary index (IGet) already
points to a continued recovery in March. In addition, Professional (+1.3% MoM-sa) and Transportation (+1.9%
MoM-sa) strengthened at the margin, while Other Services decreased (-1.0% MoM-sa).

Some mixed results among services activities as well. The diffusion index rose to 50% (vs. 42% in January).
The biggest positive contributions came from Ground Transportation (+0.43 p.p.), Administrative Services (+0.36
p.p.), and Storage and Mail (+0.14 p.p.). Conversely, the biggest negative contribution came from
Telecommunications (-0.54 p.p.), Air Transport (-0.24 p.p.) and Technical and Professional Services (-0.15 p.p.).
Moreover, regarding post-Covid dynamics, seven out of twelve services activities remain below the pre-pandemic
mark, notably food and accommodation (down 14.4%) and Other Services to Families (down 10.0%). The
touristic activities index (composed of several segments of services related to tourist activities) dropped 1.0%
MoM-sa in February, remaining still 10.9% below the pre-covid benchmark.

Regarding 1Q22, the positive carryover calculated for the period suggests a continued positive
contribution of cyclical services to overall activity in this quarter. Moreover, we expect some idled
segments (not integrally captured in the monthly survey) to gradually move away from idleness throughout the
quarter, contributing positively to GDP growth. We are updating our IBC-Br tracking for February to 0.4% MoM-
sa (from +0.5%) and maintaining our 1Q22 GDP growth tracking at +0.3% Qo0Q-sa, after a 0.5% growth print in
4Q21. We forecast GDP growth of 0.7% in 2022 and a 0.2% contraction of real activity in 2023. For details on
Santander’s activity outlook, please refer to our last chartbook:.

1 Santander Brazil Economic Activity - “Positive Surprises Reinforce Resilience Outlook for 2022” — March 14, 2022 — Available on:
https://bit.ly/Std-chart-econact-mar22
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Figure 2.A — Total Services (sa, % MoM) Figure 2.B — Total Services (sa, 2014=100)
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Figure 3.A — Services Breakdown* (sa, 2014=100) Figure 3.B — Services Activities Contributions (sa,
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*The Other Services subsector includes several activities such as Sources: IBGE, Santander.

brokerage, financial services, etc. Sources: IBGE, Santander.

Figure 4 — “Heatmap” Showing Services Output by Subsector

By Subsector (% MoM sa)
Mar-21  Apr-21 May-21 Jun-21 Jul-21 Aug-21 Sep-21 Oct-21 Nov-21 Dec-21 Jan-22 Feb-22

Total Services 045 136 201 230 086 -0.11 -117 -140 240 234 -177 -021
Families 841 1715 770 258 293 189 112 098 012
Accomodation and Food 1376 744 [EBAN 329 220 122 <144 073
Other Services to Families -7.75 437 4.83 3.07 0.60 0.30 0.59 144 2.69 -0.55
Information 010 295 | -038 211  -038 104  -103
Technology e 240 136 036 134 -106

0.00 0.46 0.11 0.57 0.23 -1.70

019 719 041 205 264 -101

Audiovisual and News PG 101 233 938 153 055

Professional -102 000 168 165 075 _ -112 050 _ -252 | 129 | 383 025 | 135
Technical and Professional 148 200 187 o052 [ECHEEEEN 10c D47 08| 253 182 217
Administrative 113 164 244 188 -062 062 148 -100 177 298 048
Transportation A175  -033 403 204 042 042 084  -043 235 282 091

Ground Transportation
Water Transportation

0.38
6.76

0.97 -1.44

-2.38

-0.24
-0.55

2.14 2.21

Air Transport -9.16
Storage and Mail -0.37
Other Services 0.72

Sources: IBGE, Santander.
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Figure 5 — “Heatmap” Showing Contribution by Activities

By Subsector (contribution, sa p.p)
Mar-21  Apr-21 May-21 Jun-21 Jul-21 Aug-21 Sep-21 Oct-21 Nov-21 Dec-21 Jan-22 Feb-22

Total Services -0.45 1.36 2.01 2.30 0.86 -0.11 -1.17 -1.40 2.40 2.34 -1.77  -0.21
Accomodation and Food 0.15 0.08 -0.10 0.05
Other Services to Families -0.10 0.06 0.03 -0.01
Telecommunications

0.13
Information

Audiovisual and News I X . 0.09
Technical and Professional
Administrative

Ground Transportation
Water Transportation . -0.04 -0.01
Air Transport -0.25
Storage and Mail -0.03 0.01 0.39

Other Services [ 005 o006 007

Sources: IBGE, Santander.
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Figure 6 — Selected Segments of Services (sa, Feb/20=100)
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Figure 7 — 1Q22 GDP Growth Tracking (%, QoQ-sa and YoY-nsa)
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Figure 8 — Santander Tracking

1Q22 GDP Growth

Tracking (%) Projection (%)

Date Release Reference QoQ-sa YoY QoQ-sa YoY
09-Mar-22 Industry Jan-22 0.5 1.0 0.5 1.0
10-Mar-22 Retail Sales Jan-22 0.5 1.0 0.5 1.0
16-Mar-22 Services Jan-22 04 0.9 05 1.0
17-Mar-22 IBC-Br Jan-22 03 0.8 0.5 1.0
18-Mar-22 PNAD Jan-22 03 0.8 0.5 1.0
31-Mar-22 PNAD Feb-22 0.3 0.8 0.5 1.0
01-Apr-22 Industry Feb-22 0.3 0.8 0.5 1.0
12-Apr-22 Services Feb-22 0.3 0.8 0.5 1.0

Sources: IBGE, Santander.
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