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What’s New: Economic Activity Rebounded in June

Brazil's Central Bank monthly GDP proxy (IBC-Br) rebounded strongly in June from the sharp contraction in May, which
was caused mostly by the truckers’ strike. The index rose 3.3% m/m (1.8% yly), in line with our estimates. This
performance reflects a disseminated recovery already present in other high-frequency indicators such as industrial
production, retail sales, and services revenue.

However, June figures did not prevent a notably weak 2Q18, on average. On this comparison, IBC-Br moved to -1.0%,
from +0.2% in 1Q18. Still, we believe that 2Q18 GDP data (to be released on August 31) will show modest (+0.2% q/q)
growth (differences in methods for seasonal adjustment explain most of the divergence between the two indicators,
which otherwise usually follow similar trends). This recovery pace is slightly slower than we expected a few months ago;
accordingly, we assign a downward bias to our 2018 full year GDP growth forecast (currently at 2.0%).
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Sources: Brazil's Central Bank, Santander.

Upcoming Data: August Inflation Preview

August IPCA-15 is the most important economic indicator to be released next week (on August 23). We expect monthly
inflation at 0.07% (4.24% vyly), vs. 4.53% yly in July. Most of the retracing is explained by the dissipation of the effects of
the May negative supply shock on fuel and foodstuff. We believe that inflation from August onward should align with the
hypothesis that the exchange rate pass-through is relatively low, mostly because of the wide output gap. With that, we
believe 2018 year-end inflation expectations (currently at 4.15%) should soon start to fall, strengthening our call for a flat
Selic rate (at 6.5%) until 2H19.

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, is not
an associated person of the member firm, and therefore may not be subject to FINRA Rules 2241 and 2242 and incorporated NYSE Rule 472
restrictions
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Chart of the Week: Mapping External Vulnerabilities

In our “Chart of the Week” we tried to map the external vulnerabilities, which may be a source of market stress in an
environment of tightening USD liquidity, of some important emerging economies. Argentina and Turkey stand out as the
most fragile of the sample, with high current account deficits (>5.0% of GDP) and a high stock of debt denominated in
foreign currency (surprisingly, Chile is in the same quadrant, although with much lower levels for both variables). Brazil,
after substantial deleveraging since 2015, has relatively low external debt (26% of GDP), mostly concentrated in
companies, and a narrow (but widening) current account deficit. Thailand, Saudi Arabia, China, and Russia are the least
vulnerable countries, according to those criteria.

Selected Emerging Countries — Current Account Balance and External Debt
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Political Agenda: The Long Wait Continues

At the deadline for candidate registration, PT confirmed former president Lula as head of its presidential bid, triggering a
request from the chief prosecutor for the Electoral Court to nullify Lula’s registration on the basis of his confirmed
conviction by a court of appeals. The request is expected to be examined by Justice Luis Roberto Barroso, vice-
president of the Supreme Electoral Tribunal. The court has until September 17 to rule on candidacies, the same deadline
by which candidates can resign and be replaced.

Most recent presidential polls continue to show similar results to that seen since June, with about a third of total voters
not opting for any candidate. New national polls from Ibope and Datafolha, Brazil’s largest and most traditional pollsters,
are scheduled to be released on August 20 and August 22, respectively. We believe that major shifts in vote intentions
will happen only after TV and radio advertisements start to have an effect on voters. Broadcasting starts only on August
31 (for more information on the time allocated to each presidential candidate, see our report Countdown to Elections
Officially Begins, August 10, 2018).
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What We’ve Been Reading

Inequality Aversion, Populism, and the Backlash Against Globalization, by Lubos Pastor and Pietro Veronesi (NBER
Working Paper No. 24900, August 2018). A model and evidence examined by the authors conclude that more
unequal countries, with higher financial development and current account deficits, are more vulnerable to populism.

“Brazilians Denounce Their Leader, but Economists Offer Praise,” by Paulo Trevisani (The Wall Street Journal,
August 16, 2018). Temer’'s economic legacy is probably much more positive than what his approval ratings suggest.

“Candidates Trash Election Results Before Brazil Even Votes,” by Mario Sergio Lima and David Biller (Bloomberg,
August 9, 2018). PT and Bolsonaro have already been questioning the legitimacy of the upcoming elections, for
different reasons.

“Will Brazilians Elect Their Own Donald Trump?” by Jessie Bullock (The Global Anticorruption Blog, August 10,
2018). Bullock argues that “a vote for Bolsonaro is not a vote for anticorruption.”

Partisans, Antipartisans, and Nonpartisans: Voting Behavior in Brazil, by David J. Samuels and Cesar Zucco
(Cambridge University Press). A new book tries to explain how voting in Brazil has been structured around voters’
sentiments for or against the Workers’ Party (PT), the only one in the country to attract strong partisan identification.

Recent Publications (Available on Our Website)

The Power of Trade-Off (August 2, 2018)

It’s Not for a Lack of Credit — Part Ill: Delinquency, Way Better than it Seems (July 20, 2018)
It’s Not for a Lack of Credit — Part Il: Companies (July 20, 2018)

It’s Not for a Lack of Credit — Part I: Individuals (July 18, 2018)

“Lethal Weapon”: How Far Can the BCB Go with Swaps? (June 15, 2018)
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