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Chart of the Week: Decelerating Recovery

February data on retail sales and volume of services, released this week, confirmed a slowdown in the pace of
the economic recovery, as already suggested in the industrial production numbers of that same month, released last
week. All three main IBGE monthly indicators from February frustrated market consensus, adding to two negative
surprises in January and suggesting relatively weak 1Q18 GDP growth. We attribute a negative bias to both our 2018
full-year and first quarter GDP growth forecasts, currently at 3.2% and 0.6% (qg/q), respectively. Bear in mind that 3.2%
annual growth requires 1.0% average quarterly growth, given the statistical effect (carry over) from 2017.

Persistent economic slack is one of the factors that led us to revise downwards our 2019 overnight rate forecast (see our
“In-Depth Research” section on the following page).

Brazil — Economic Activity Indicators, Monthly Data
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Political Agenda: Polls and New Attempts to Move Forward With the Economic Agenda

Datafolha, one of Brazil’s most important polisters, is expected to release a new presidential poll next Sunday
(the poll was registered in the Electoral Court on Monday, with 4,260 interviews conducted between Wednesday and
Friday). This will be the first national poll to be published after former president Lula’s arrest and the deadline for
outsiders to join political parties.

There were few advances in the legislative agenda this week. The cadastro positivo (credit bureau) bill was
discussed, but a floor vote was obstructed by leftist deputies. The Central Bank independence proposal was not voted
upon as well, but an April 13 article in O Globo reports that the economic team and the Speaker of the House came to an
agreement on some minutiae of the bill and that it is ready for a vote next week. Its approval, however, will depend on
successful negotiations with centrist parties, in our view.

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.



&

What’s New: Inflation Remains Low

March CPI inflation, released on Tuesday, was in-line with our expectation, at 0.09% m/m. Food price deflation remains
surprisingly persistent, with prices falling 4.3% y/y. Core inflation also decelerated (to 2.9% from 3.2% in February),
confirming our view that the Central Bank can comfortably keep its expansionary policy for longer than we previously
expected (see “In-Depth Research” below). We reiterate our 12-month CPI inflation forecast of 3.5% at the year end.

We comment on the economic activity releases in the “Chart of the Week” above.

In-Depth Research: Lower 2019 Selic Rate

In Lower for Longer: We Expect 2019 Year-End Selic at 7.5% (April 12, 2018), we revised our 2018 and 2019
unemployment rate forecasts upward and cut our YE2019 Selic rate estimate to 7.5% (from 8.5%). Besides the slow
economic recovery, three other factors should allow for a longer period of stimulative monetary policy: a deeper and
longer-lasting-than-expected food price deflation, the transmission of current low inflation rates to future inflation (through
indexed contracts), and Brazil's Central Bank improved credibility. Risks to our scenario include a sharp deterioration in
financial markets and a reversal of the current responsible fiscal and monetary policies.

Upcoming Data: February GDP Proxy, April Inflation Preview

Brazil Central Bank releases on Monday its monthly GDP proxy (IBC-Br) for February, which should confirm the
weak performance of other indicators (see “Chart of the Week” below), in our view. We expect yly growth to
decelerate to 0.7% (from 2.97% in January). April's inflation preview (IPCA-15) should show monthly inflation at 0.25%,
leading to a further deceleration in the 12-month price change (to 2.8%, from 2.9% in March official index).

Number of the Week Quote of the Week
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What We’ve Been Reading

e “The Death of the PT or life after Lula?”, by Grant Burrier (Global Americans). What are the possibilities for the
Workers’ Party?

e “A Former President Goes to Prison”, by Diogo Costa and Magno Karl (The Wall Street Journal). It is now up to
electors to deepen corruption fighting in Brazil, the authors argue.

e “Brazil's Right Comes Roaring Back as Lula Starts Prison Sentence, by Samy Adghirni and Simone Preissler Iglesias
(Bloomberg) and “Brazil Turns Rightward, Heralding New Chapter for Latin America”, by Samantha Pearson (The
Wall Street Journal). Congress and people’s preferences in Brazil seem to be leaning to the right.

e “The threat of impeachment can push presidents out the door. But there’s a catch.”, by John M. Carey, Javier
Corrales, Mariana Llanos, Leiv Marsteindtredet, and Anibal Pérez-Lifian (Monkey Cage). Lessons from the recent
cases of removed presidents in Latin America.

e The dynamical structure of political corruption networks, by Haroldo V. Ribeiro, Luiz G. Alves, Alvaro F. Martins,
Ervin K. Lenzi, and Matjaz Perc (Journal of Complex Networks). An original study of corruption networks in Brazil,
showing that they are usually small (rarely comprising more than eight people) and increasingly interconnected.

o “Brazil Debates Fate of Millions of Idled Donkeys”, by Luciana Magalhdes (The Wall Street Journal). Donkeys,
replaced with motorcycles, are among the victims of technological unemployment in Brazil.
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