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Political Agenda: Final Week of Campaigns

The electoral campaign enters its final week, with the two leading candidates for the presidency keeping a wide distance
from the third place (see the chart below). So far, Ibope has filed polls to be released on Monday (October 1) and
Wednesday (October 3), and both Ibope and Datafolha are likely to release other polls throughout the week. The most
important debate among presidential candidates will be broadcasted by Globo TV on October 4. Voting takes place on
Sunday, October 7.

Brazil 2018 Presidential Voting Intention (% of Total Votes)
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*Spoiled: blank, null, undecided, no answer. Sources: Ibope.
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Chart of the Week: FX Model
Our “Chart of the Week” compares the outcome of our FX model to actual market rates. Lately, there has been little

difference between the two lines, which suggests that the currency is fairly priced relative to the CDS market and
external conditions (see also “In-Depth Research” on the following page).

BRL/USD Rate vs. Model Forecast
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What’s New: Copom Minutes

In the minutes of last week’'s meeting, Brazil's Central Bank highlighted that it sees asymmetric risks in the scenario,
stating that the risks associated with: (i) the continuation of the process of adjustments and reforms; and (i) risk
perception of for emerging economies have increased since the August rate decision. It believes that the perception of
continuity in the reform agenda (especially the fiscal reforms) affects expectations and current macroeconomic
projections, and consequently, the balance of risks for inflation.

We have previously noted that an exchange rate sustainably weaker than BRL4.30/USD could drive CPI inflation
above the target midpoint at some point in the near future and trigger a monetary policy response (see Rely on
Fundamentals and Carry On, June 8, 2018). That said, in our opinion, the next Copom decision will depend on the
breadth of the reforms, which is strongly linked to the presidential outcome three days before the meeting.

Upcoming Data: September Inflation, August Industrial Production

September CPI will be released on October 5. We expect monthly inflation at 0.36%, which would bring 12-month
inflation to 4.4%. Headline inflation should be influenced by rising food and fuel prices (mainly ethanol). We expect 12-
month inflation to decelerate to 3.9% by year end.

August industrial production will be out on October 2. We expect growth of 0.4% m/m (3.2% yly).
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In-Depth Research: New Exchange Rate Forecasts

In BRL: Between Common and ldiosyncratic Factors (September 26, 2018), we updated our exchange rate model and
new year-end BRL/USD forecasts for 2018 and 2019 (to 3.80 from 3.50 and to 4.10 from 3.57, respectively). The
model, which takes into account commodity prices, 10-year US rates, country risk, other EM currencies, and short-term
interest rate differentials, estimates that the current BRL “fair value” is around 3.90/USD, which means that, at current
market prices (4.03/USD), there is little to be explained by idiosyncratic factors not already implied in CDS spreads,
such as risks associated with the elections (see also the “Chart of the Week” below). We also simulate the effect to the
currency of deterioration in risk appetite, with 5-year CDS jumping to 400 bps. In that case, according to our model, the
BRL/USD would jump to 4.50.

Number of the Week Quote of the Week

“It’s like everyone says here. We vote for this
plant, for a dog, and even for a donkey. Isn't it
what Lula is telling us? Done. If they allow me,

66% of the Brazilian respondents
of a survey done by Digital News

used social media as a source of , ; g . - .
66% news in the week before the I'll stay in his place in prison.
interview, as reported by Financial
Times (see ‘What We've Been — Wilson Arailton da Silva, a voter from the
Reading’ on page 3). Pernambuco backcountry, in an interview with

Folha de S. Paulo (September 25, 2018).

What We’ve Been Reading

“Brazil Won't Bounce Back Quickly After Election, Adviser Says,” by Samy Adghirni (Bloomberg, September 27,
2018). Persio Arida, Geraldo Alckmin’s top economic advisor, believes that the economy is in a worse shape than in
2002.

“‘How To Heal The Brazilian Economy,” by Otaviano Canuto (Seeking Alpha, September 18, 2018). Canuto, an
executive director at the World Bank, gives his recipe to put Brazil back on track.

“How social media exposed the fractures in Brazilian democracy” by Joe Leahy and Andres Schipani (Financial
Times, September 27, 2018). The elections as a meeting between discontent and deepening of social media
penetration.

“Fernando Haddad aims to be Brazil's new Lula — but does anyone know who he is?,” by Dom Phillips (The Guardian,
September 18, 2018). A profile of PT’s presidential candidate.

“From Renegade General to VP Hopeful, He’s Brazil's Military Champion,” by Catherine Osborn (Ozy, September
18, 2018). Meet General Hamilton Mouréo, Jair Bolsonaro’s running mate.

Recent Publications (Available on Our Website)

BRL: Between Common and Idiosyncratic Factors (September 26, 2018)
Copom: Hoping for the Best but Prepared for the Worst (September 17, 2018)
Standby Mode (September 12, 2018)

Worse Financial Conditions at the Margin Reinforce the Likelihood of Selic Remaining “Low for Long” (August 30,
2018)

We're Not in 2002 Anymore (Caution Advised, Though) (August 28, 2018)
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CONTACTS / IMPORTANT DISCLOSURES

Macro Research

Maciej Reluga* Head Macro, Rates & FX Strategy — CEE maciej.reluga@santander.pl 48-22-534-1888
Sergio Galvan* Economist — Argentina sgalvan@santanderrio.com.ar 54-11-4341-1728
Mauricio Molan* Economist — Brazil mmolan@santander.com.br 5511-3012-5724
Juan Pablo Cabrera* Economist — Chile jcabrera@santander.cl 562-2320-3778
Diana Ayala Economist — Colombia diana.ayala@santander.us 212-350-0979
Guillermo Aboumrad* Economist — Mexico gjaboumrad@santander.com.mx 5255-5257-8170
Tatiana Pinheiro* Economist — Peru tatiana.pinheiro@santander.com.br 5511-3012-5179
Piotr Bielski* Economist — Poland piotr.bielski@santander.pl 48-22-534-1888

Marcela Bension* Economist — Urugua mbension@santander.com.u 5982-1747-5537

Fixed Income Research
Diana Ayala

Macro, Rates & FX Strategy — Latin America diana.ayala@santander.us 212-407-0979

Juan Arranz* Chief Rates & FX Strategist — Argentina jarranz@santanderrio.com.ar 5411-4341-1065
Juan Pablo Cabrera* Chief Rates & FX Strategist — Chile jcabrera@santander.cl 562-2320-3778
David Franco* Macro, Rates & FX Strategy — Latin America david.franco@santanderCIB.co.uk 44-207-756-6633

Aal 212-407-0978

Equity Research

ron Holsberg Head of Credit Research aholsberg@santander.us

Christian Audi Head LatAm Equity Research caudi@santander.us 212-350-3991
Andres Soto Head, Andean asoto@santander.us 212-407-0976
Walter Chiarvesio* Head, Argentina wchiarvesio@santanderrio.com.ar 5411-4341-1564
Nicolas Schild* Head, Chile nschild@santander.cl 5622-336-3361

Valder Nogueira* Head, Brazil jvalder@santander.com.br 5511-3012-5747

Electronic Media

Bloomberg SIEQ <GO>
Reuters Pages SISEMA through SISEMZ
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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
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