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¢ Inthe rolling week ended on July 7, the USD/BRL cross neared the 5.50 level at one point (peaking at 5.46),
but then strengthened back to 5.34, still resulting in a small loss of 1.6% for the period. This made the BRL
an intermediate performer in the basket with the 31 most liquid currencies in the world. In our opinion, the
eleventh-hour respite stemmed from news on the latest economic stimulus in China (Brazil's top export
destination), which helped the BRL (at least temporarily) escape from its high-beta pattern in the context of
a globally stronger USD.

e In a rather volatile week for Brazilian assets, nominal rates sold off (about ~10-15 bps across the curve) on
the heels of a weakening global risk appetite and increased caution about the domestic fiscal outlook. We
continue to believe that the worsening of fiscal risks is just another element conspiring to result in a probable
steepening in the yield curve, in the context of peaking local inflation and interest rates, and amid a process
of global yields trending higher.

e Commodity prices had a highly volatile week, selling off early on — owing to growing global recession fears
— but seeing a respite at week’s end, after the announcement of a new stimulus package in China. However,
the Bloomberg Commodity Index stood in red-ink territory for the rolling week ended July 7. This means the
fourth weekly decline, making it the longest losing streak since March 2020. In USD terms the index fell
1.7%; in BRL terms, the index rose +1.2% on the back of weakening Brazil FX.

o The Lower House’s floor voting of the legislation aimed at boosting federal social spending was postponed
to next Tuesday (July 12). That will imply BRL41 billion in expenses above the constitutional limit in 2022.
Because it is a constitutional amendment, the legislation will be enacted directly after a probable House
clearance (no presidential signing is required).

e Industrial output edged up 0.3% MoM-sa (+0.5% YoY) in May, recording the first positive YoY print since
July 2021 and marking an encouraging streak of four consecutive gains. However, the index remains 1.1%
below February 2020’s (pre-COVID) reading. The Brazilian Central Bank’s (BCB) monthly GDP proxy (IBC-
Br) contracted by 0.44% MoM-sa in April (our estimate: -0.3%), following the 1.1% MoM-sa jump in March.
Our 2Q22 GDP growth forecast was slightly upgraded to +0.6% QoQ-sa (from +0.5% previously), adding
upside risks to our current 2022 GDP growth projection of +1.2%. For the coming week, IBGE will release
tertiary sector data for May. We expect the services sector to expand 0.2% MoM-sa and broad retail sales
to gain 0.4% MoM-sa. Moreover, the BCB will release its monthly GDP proxy (IBC-Br) for May, and we
expect stability in sequential terms (0% MoM-sa).

e June’s IPCA registered a 0.67% MoM change, in line with our call (0.69%) and a bit below the consensus
expectation (0.71%). With this result, the headline trend saw slight relief, to 13.0% 3MMA-saar. In year-over-
year terms, the IPCA rose to 11.9% (from 11.7%). The report reinforces our view that inflation has peaked
in YoY terms, but the pace of disinflation is still uncertain, as recent fiscal decisions could lower short-term
inflation but create more upward pressure on inflation in the medium term.
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e Following the end of the strike of BCB workers, the monetary authority is gradually normalizing the flow of
data that has not been published for the last couple of months. As part of this process, the BCB has updated
its weekly Focus report among professional forecasters. The latest numbers, dating from July 1, show the
median IPCA forecast at 7.96% for 2022 (last update, from the Copom statement: 8.5%). For 2023, the most
relevant monetary policy horizon currently, analysts now estimate IPCA at 5.01% (last update, from the
Copom statement: 4.7%). The latter suggest upside risks for the BCB’s inflation simulations going forward.
In the last print, the BCB saw the IPCA at 4.0% assuming a Selic at 13.25% for YE2022 and 10.00% for
YE2023. The BCB also calculated next year’s inflation at 3.7% assuming an even Selic path at 13.25% all
the way to the horizon. Median Selic rate expectations remained at 13.75% for YE2022 but increased to
10.50% for YE2023. Our bottom-line conclusion is that the Focus data (alongside the strong employment
numbers of late and a new round of fiscal stimulus) imparts further upside risk for the terminal level of the
Selic rate in this cycle (our call of 13.50% is under revision).

Most of the information in this report is up to the end of Thursday, July 07, 2022.
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Figure 1. Brazil Macro Agenda for the Week of July 11 to July 15, 2022

Indicators / Events Source Reference Sant.ander Prior
Estimate

Services Volume (% MoM) IBGE May/22 Tue, 12-Jul 0.2 0.2
Services Volume (% YoY) IBGE May/22 Tue, 12-Jul 8.5 9.4
Core Retail Sales (% MoM) IBGE May/22 Wed, 13-Jul 0.4 0.9
Core Retail Sales (% YoY) IBGE May/22 Wed, 13-Jul 1.0 4.5
Broad Retail Sales (% MoM) IBGE May/22 Wed, 13-Jul 0.4 0.7
Broad Retail Sales (% YoY) IBGE May/22 Wed, 13-Jul 0.0 15
IBC-Br Activity Index (% MoM) BCB May/22 Thu, 14-Jul 0.0 0.4
IBC-Br Activity Index (% YoY) BCB May/22 Thu, 14-Jul 2.8 2.2

* These data releases have been postponed in the context of the strike of BCB workers, and still have not been rescheduled, as yet.

Sources: Bloomberg, IBGE, Santander.

For details on Santander’s economic forecasts for Brazil, please refer to our last Scenario Review?!.

! Santander Brazil — Scenario Review: “A Bittersweet Scenario” — June 02, 2022- Available on: https://bit.ly/Std-scenreview-jun22


https://bit.ly/Std-scenreview-jun22
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LOCAL MARKETS—FX

In the rolling week ended on July 7, the USD/BRL cross neared the 5.50 level at one point (peaking at
5.46), but then strengthened back to 5.34, still resulting in a small loss of 1.6% for the period. This made
the BRL an intermediate performer in the basket with the 31 most liquid currencies in the world. In our
opinion, the eleventh-hour respite stemmed from news on the latest economic stimulus in China. On Thursday
morning (July 7), the Chinese government announced measures to support the infrastructure sector there, which
helped the performance of commaodity prices and led to some correction of the global strengthening of the USD
seen in the last week. We believe the better (perceived) outlook for Brazil’'s main export destination helped the
BRL (at least temporarily) escape from its high-beta pattern, in a period when the USD reached its strongest
level in ~20 years (versus G10 currencies). The BRL stood out as a top performer in the trading session of July
7 and managed to end the period with a better performance than emerging and commodity currencies. For
technical reasons, the BRL could have been a frontrunner in the recent global weakening against the USD, and,
consequently, the room for further weakening of the BRL under current conditions (or economic expectations)
could be limited.

LOCAL MARKETS—Rates

In a rather volatile week for Brazilian assets, nominal rates sold off (about ~10-15 bps across the curve)
owing to aweakening global risk appetite and increased caution about the domestic fiscal outlook. Since
last Thursday (June 30), the front end of the curve (Jan-24 DI future) rose 14 bps, to 13.52%, while the back end
of the curve (Jan-27 DI future) rose 8 bps to 12.73%. The curve’s steepness in this segment fell 6bps, with the
inversion now reaching -79bps. The week-over-week changes conceal a good deal of volatility in recent days,
as the recent improvement in risk appetite — on hopes that a new round of Chinese economic stimulus will pare
downside risks for global activity — prompted a small rally later in the week, and that partly offset the impact of
a souring mood among international investors. This bad mood follows fears of a recession that major central
banks may have to produce so as to curb (multi-decade high) consumer inflation. On the domestic side, financial
markets remain wary about the budgetary impact of a new round of fiscal stimulus (now seeing the last stages
of the congressional approval process). We continue to believe that the worsening of fiscal risks is just another
element conspiring to result in a probable steepening in the yield curve, in the context of peaking local inflation
and interest rates, and amid a process of higher global yields.

Figure 2. USD/BRL - Intraday trends Figure 3. Brazilian Domestic Yield Curve (% p.a.)
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Sources: Bloomberg, Santander. Sources: Bloomberg, Santander.

Note 1: As of the close on Thursday, July 7, 2022.
Note 2: For other currencies, we use USDBRL values as a base-index.
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COMMODITIES

Commodity prices had a highly volatile week, selling off early on — on the heels of growing recession
fears — but seeing arespite at week’s end, after the announcement of a new stimulus package in China.
However, the Bloomberg Commodity Index stood in red-ink territory for the rolling week ended July 7.
This means the fourth weekly decline, making it the longest losing streak since March 2020. In USD terms
the Bloomberg Commodity Index ended up falling -1.7%, with the greatest decline in subcomponents being
in Agriculture (-4.8%), followed by the Industrial Metals Subindex (-2.7%). The Energy Subindex moved in the
other direction (+1.6%). In BRL terms, however, the index rose 1.2% on the back of a weakening in the Brazilian
currency (composition: Agriculture -2.1%, Metals +0.1%, and Energy +4.4%).

Brent oil prices traded below USD100 /bbl for a while, but swung back to USD105 /bbl. The growing fear
of recession in the U.S. — and possibly globally — was the main theme early this week, pushing oil to trade
below USD100 /bbl. However, by the end of the week, news about the latest economic stimulus in China pushed
commodity prices higher, including oil. Additionally, the imbalance between spot supply and demand also helped
lead to a recovery in oil prices: the time-spread (difference between first and second month oil futures contracts)
is at the highest level since March, as inventories are running at minimum levels.

Agriculture commodity prices followed the same pattern as energy: a decline at the beginning of the
week and then arebound. Yet, unlike energy, the rebound was not enough to prompt gains for the week.
Recession worries also were the main driver of the decline in agriculture commodity prices at first. During the
rebound, however, the agricultural sector had another driver besides China’s stimulus: weather forecasts have

worsened, particularly for the U.S. and Europe, adding risks of further deterioration in the supply-demand
imbalance that has driven prices higher of late.

In metals, despite being more linked to China’s stimulus, the relief by the end of the week also was not
enough to offset the initial decline in prices. Iron ore, particularly, was supposed to be one of the commaodities
that would benefit most from the announcement of China’s economic stimulus. Nevertheless, even with
Wednesday’s and Thursday’s recovery, the metal ended up at USD114.9/MT vs. USD119.4 /MT as of June 30.

Figure 4. Bloomberg Commodity Index in BRL Figure 5. Time-Spread: Difference Between First and
Second Month Oil Futures Contracts
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Sources: Bloomberg, Santander. Sources: Bloomberg, Santander.
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INFLATION

June’s IPCA registered a 0.67% MoM change, in line with our call (0.69%) and a bit below the consensus
expectation (0.71%). With this result, the headline trend saw slight relief, to 13.0% 3MMA-saar. In year-over-
year terms, the IPCA reached 11.89%, which reinforces our view that the April reading (of 12.13% YoY) was the
peak in this cycle.

Compared to our forecast, surprises to the downside came in regulated prices (-7 bps contribution for the
headline forecast error), particularly in electricity and fuels, as the recent tax cuts approved by the Congress had
a faster impact than we anticipated. Small upside surprises were scattered between services (+2 bps of
contribution for the headline forecast error), industrial goods (+2 bps of contribution for the error) and food-at-
home (+2 bps of contribution for the error).

Trend-wise, industrial goods saw its first material relief since the end of 2020, reaching 13.5% 3MMA-saar (from
15.4%); its core gauge also cooled down a bit, going to 15.8% 3MMA-saar (from 17.7% previously). Food-at-
home and regulated prices also decelerated in trend terms at the margin. We expect the inflation from those
three groups—more related to volatile prices—to continue to decline from now on. On the negative—but
expected—side, services continued to accelerate, reaching 13.3% 3MMA-saar (from 11.0%), with the core going
to 11.8% 3MMA-saar (from 10.8%). This group is still lagging the other sectors upward price adjustments and
should still accelerate for a few more months until it reverts to a deceleration.

In qualitative terms, the report was unfavorable from the monetary policy standpoint, although we highlight some
marginally positive news. Some core gauges decelerated in trend terms and the average of the main five cores
seem to be no longer accelerating at the margin (although it continued at the high level of 13% 3MMA-saar).
Moreover, the diffusion index fell to 71.1% s.a. (from 75.5% previously), even as this still means a high
dissemination of inflation pressures, from a historical perspective.

All'in all, we believe the report reinforces our view that inflation has peaked in YoY terms, and the recent tax cut
measures approved by Congress give us even more confidence in that regard, as the tax cuts will push prices
downward in the short term. For the medium term, however, we remain cautious about the pace of deceleration,
as some taxes are likely to be reinstated next year; besides that, the tax cut measures, and the new round of
income aid (fiscal expansion,) could support demand and thereby keep upward pressure on inflation in the
medium term.

Figure 6. June’s IPCA Details (%) Figure 7. Core Inflation — IPCA EX3 (%)

MoM YoY —3MMA-saar —YoY
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Sources: IBGE, Santander. Sources: IBGE, Santander.
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ECONOMIC ACTIVITY

Industrial production expanded for the fourth month in a row. The headline index edged up 0.3% MoM-sa
in May, in line with our expectations (+0.3%) and below market consensus (+0.6%). Compared to the same
month of 2021, industrial output inched up 0.5% YoY, marking the first positive YoY print since July 2021. May’s
figure marked an encouraging streak of four consecutive gains; however, the index remains 1.1% below February
2020’s reading (our pre-pandemic mark). This result reflected the continued strengthening of manufacturing
(+0.8% MoM-sa), the fourth gain in a row, at the same time as mining tumbled at the margin (-5.6% MoM-sa).
The diffusion index rose to 73% (vs. 62% previously), with 19 of 26 industrial activities surveyed growing at the
margin. Following the tepid start to the quarter, May’s figure implies a solid 1.0% carryover to 2Q22, suggesting
a continued positive contribution from industry to overall activity in the short term. See details in the linkz.

BCB’s monthly GDP proxy shrank at the start of 2Q22. The IBC-Br inched down 0.44% MoM-sa in April
(slightly below our estimate of -0.3%), following a 1.09% MoM-sa jump in March. Compared to the same month
of 2021, broad activity gained 2.2% YoY in April, following 2.6% YoY growth in March. Despite the slight decline
at the margin, April’s figure implies a 0.5% carryover to 2Q22, reinforcing the likelihood of new sequential growth
of broad activity in 2Q22. Our 2Q22 GDP tracking was slightly upgraded to +0.6% QoQ-sa (from +0.5%), which
implies significant upside risks to our 2022 GDP growth forecast of +1.2%. See details in the links.

In the coming week, IBGE will release the tertiary sector data for May. The services sector’s real revenue
data is scheduled to be released on Tuesday (July 12), and we expect growth of 0.2% MoM-sa. Broad retail
sales data is due out on Wednesday (July 13), and we expect an increase of 0.4% MoM-sa. Moreover, the BCB
will release its monthly GDP proxy (IBC-Br) for May on Thursday (July 14), and we expect stability in sequential
terms (0% MoM-sa). For details on Santander’s economic outlook, please refer to our last chartbook*.

Figure 8. Industrial Output (sa, average 2012=100) Figure 9. IBC-Br (sa, average 2003=100)

—Total Manufacturing  =—=—Muining (RHS) —e—Revised —e=0ld

105 145

95 140

135
85

130
75

125

65
120

55 75
W WO ODO OO O~ — — — NN 115
TLT LT LT g g g g o € & &£ € 8§ § § ¥ 8§ 5§ 5 5 ¥4 4«
>N D) > O > D > O > D > a9 > 0D > O > f\‘J [N} (\‘J <\|J o o o o o r\‘J o o ol ol
© > 0 vo©&8 5 0 v ® S O 08 5 0 0 O o) = c o O O = P o = O O L
S <ZEE S CQZrScSZCZ2ZEZ 222 (5] S 3 R 9 9 2 5 53 K 9O o 2
L < 5 g O o 0o < 5 g O o o <

Sources: IBGE, Santander. Sources: BCB, Santander.

2 Santander Brazil Economic Activity: “A Mixed Bag for Industry in May” — July 5, 2022 — Available on: https://bit.ly/Std-econact-070522
3 Santander Brazil Economic Activity: “A Tepid Start to 2Q22” — July 7, 2022 — Available on: https://bit.ly/Std-econact-070722

4 Santander Brazil Economic Activity: “Chartbook — Upward Revisions in 2022, Concerns Regarding 2023 Intensify” — June 14, 2022 —
Available on: https://bit.ly/Std-chart-econact-jun22

Santander Brazil Special Report: “A Model to Forecast Probability of Recession in Brazil” — June 08, 2022 — Available on:
https://bit.ly/Std-special-060822

Santander Brazil Special Report: “Resilience Factors for GDP Growth: What Has Changed Since January” — June 30, 2022 — Available on:
https://bit.ly/Std-special-GDP-062922

7


https://bit.ly/Std-econact-070522
https://bit.ly/Std-econact-070722
https://bit.ly/Std-chart-econact-jun22
https://bit.ly/Std-special-060822

Santander Brazil Macroeconomic Research

Brazil Macro Compass July 08, 2022 &

CONTACTS / IMPORTANT DISCLOSURES

Ana Paula Vescovi*
Mauricio Oreng*
Jankiel Santos*
jtalo Franca*

Daniel Karp Vasquez*
Tomas Urani*
Lucas Maynard*
Felipe Kotinda*
Gabriel Couto*
Fabiana Moreira*
Gilmar Lima*

Maciej Reluga*
Rodrigo Park *

Ana Paula Vescovi*
Juan Pablo Cabrera*
Guillermo Aboumrad*
Piotr Bielski*

Mike Moran

Juan Arranz*
Mauricio Oreng*
Juan Pablo Cabrera*

Miguel Machado*
Alan Alanis*
Andres Soto
Walter Chiarvesio*

Chief Economist

Head of Macro Research
Economist — External Sector
Economist — Fiscal Policy
Economist — Inflation
Economist — Global Economics
Economist — Economic Activity
Economist — Commodities
Economist — Special Projects
Economist — Credit

Economist — Modeling

Head Macro, Rates & FX Strategy — CEE

Economist — Argentina
Economist — Brazil
Economist — Chile

Economist — Mexico
Economist — Poland

Head of Macro Research, US

Chief Rates & FX Strategist — Argentina

Senior Economist/Strategist — Brazil
Chief Rates & FX Strategist — Chile

Head Equity Research Americas
Head, Mexico

Head, Andean

Head, Argentina

anavescovi@santander.com.br
mauricio.oreng@santander.com.br
jankiel.santos@santander.com.br
italo.franca@santander.com.br
daniel.karp@santander.com.br
tomas.urani@santander.com.br

lucas.maynard.da.silva@santander.com.br

felipe.kotinda@santander.com.br
gabriel.couto@santander.com.br

fabiana.de.oliveira@santander.com.br

gilmar.lima@santander.com.br

maciej.reluga@santander.pl
rpark@santander.com.ar
anavescovi@santander.com.br
jcabrera@santander.cl
gjaboumrad@santander.com.mx
piotr.bielski@santander.pl
mike.moran@santander.us

jarranz@santanderrio.com.ar
mauricio.oreng@santander.com.br
jcabrera@santander.cl

mmachado@santander.com.mx
aalanis@santander.com.mx
asoto@santander.us
wchiarvesio@santanderrio.com.ar

5511-3553-8567
5511-3553-5404
5511-3012-5726
5511-3553-5235
5511-3553-9828
5511-3553-9520
5511-3553-7495
5511-3553-8071
5511-3553-8487
5511-3553-6120
5511-3553-6327

48-22-534-1888
54-11-4341-1272
5511-3553-8567
562-2320-3778
5255-5257-8170
48-22-534-1888
212-350-3500

5411-4341-1065
5511-3553-5404
562-2320-3778

5255 5269 2228
5552-5269-2103

212-407-0976
5411-4341-1564

Mariana Cahen Margulies* Head, Brazil mmargulies@santander.com.br 5511-3553-1684
Murilo Riccini* Head, Chile murilo.riccini@santander.cl 56 22336 3359
Bloomberg SIEQ <GO>
Reuters Pages SISEMA through SISEMZ

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: Ana Paula Vescovi*.

*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.

© 2022 by Santander Investment Securities Inc. All Rights Reserved.

& Santander

8


mailto:anavescovi@santander.com.br
mailto:maciej.reluga@santander.pl
mailto:anavescovi@santander.com.br
mailto:jcabrera@santander.cl
mailto:gjaboumrad@santander.com.mx
mailto:piotr.bielski@santander.pl
mailto:mike.moran@santander.us
mailto:jarranz@santanderrio.com.ar
mailto:jcabrera@santander.cl
mailto:asoto@santander.us
mailto:wchiarvesio@santanderrio.com.ar

