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What’s New: Fuel Prices Leading to Higher Headline Inflation; Revising Our 2018 CPI Forecast

According to inflation data released on October 5, Brazil's CPl came in at 0.48% m/m in September (Santander: 0.36%
m/m; consensus: 0.44% m/m). The CPI breakdown revealed food & beverages and transportation were the main drivers.
We highlight that fuel prices contributed 24 bps to the overall increase (half of September’s CPI). In light of the BRL'’s
recent appreciation, we expect fuel prices to decelerate throughout this month, pushing downward October's CPI.
However, we expect the BRL depreciation from the end of August through the beginning of October to boost monthly
inflation rates for the remainder of 2018. As a result, we are revising our 2018 year-end CPI forecast to 4.1% y/y from
3.9% yly. For 2019 CPI, however, we are maintaining our forecast of 4% due to well-behaved core inflation and our
expectation of a continued moderate economic recovery.

We continue to believe that 2019 inflation expectations are the most important component of the Brazil Central Bank’s
reaction function. Since we still forecast inflation below the target midpoint for that period and assume that the recent
improvement in financial market variables (especially the BRL) will be extended until the next monetary policy meeting
(on October 31) and beyond, we reinforce our call for a stable Selic rate until 2H19 (for more details, see our report
Worse Financial Conditions at the Margin Reinforce the Likelihood of Selic Remaining “Low for Long”, August 30, 2018).

Brazil CPI Inflation (% y/y)
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Sources: IBGE, Brazil Central Bank, Santander.

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.
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Upcoming Data: IBC-Br and Services

Next week closes the cycle of economic activity indicators from August. We believe IBC-Br, the Central Bank monthly
GDP proxy, have stayed flat in the month (+1.7% vyly), signaling weak GDP growth in 3Q18. IBGE’s volume of
services indicator should grow 0.3% m/m, according to our forecasts.

In-Depth Research: The True Country Risk

In Risk Premium: Apples and Oranges (October 9, 2018), we presented the results of a simple model that tries to
extract the idiosyncratic (residual) component of Brazil’s country risk, after discounting external variables such as
commodity prices, US Treasury yields, and global risk appetite. We found that, after the rally that followed the first-
round voting, this component is negligible, which in our view suggests high optimism regarding the outcome of the
elections in terms of reforms and fiscal sustainability.

Political Agenda and Chart of the Week: Getting Ready for the Run-Off

Our “Chart of the Week” highlights the Datafolha poll released on October 10, the first poll after the first-round voting
that gave Jair Bolsonaro a solid lead over the runner-up, Fernando Haddad (46% vs. 29% of valid votes). The poll
suggests that Bolsonaro should win the second round, and thus the presidency, with 58% of valid votes, with
Fernando Haddad finishing with 42%. The votes that went for other candidates in the first round seemed to be almost
equally split, with Bolsonaro attracting most of the former Alckmin and Amoédo voters and Haddad getting the lion’s
share of Ciro Gomes’s previous votes.

Ibope is expected to release a new poll on Monday, October 15.

Second-Round Voting Intention (% of Total Votes) Transferred Votes from First-Round Candidates
(Share of Total Votes)
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Source: Datafolha.
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Number of the Week Quote of the Week
MDB’s former Finance Minister “f we had confidence in the electronic voting
Henrique Meirelles has spent BRL system, we would already know the name of
B R L 54 million to finance his own bid for the future president.”
the presidency. He ended up with
4189 a little less than 1.3 million votes, — Jair Bolsonaro, in interview following the

which implies a cost of BRL 41.89

per vote, or more than USD 10,00 release of the results of first-round voting on

October 7.

What We’ve Been Reading

e  “Structural Reform Priorities for Brazil,” by Nina Biljanovska and Damiano Sandri (IMF Working Papers, October
8, 2018). The IMF economists advise Brazil to prioritize banking sector reforms as a way to generate productivity
gains with public support.

e  “Donald Trump sets his sights on Brazil,” by Nicolas Albertoni (Global Americans, October 10, 2018). Brazil may
be the next in Trump’s list of adversaries in his trade wars.

e “Investors would be wise to wait out Brazil's presidential election,” by Jonathan Wheatley (Financial Times,
October 10, 2018). Wheatley advises caution to those thinking of jumping into Brazilian assets.

e  “Brazilian voters wanted change — and they got it. Now what happens?” by Jorge Antonio Alves (Monkey Cage,
October 10, 2018). A nice briefing on what happened in the elections last Sunday.

e  “What to Expect from Jair Bolsonaro,” by Brian Winter (Americas Quarterly, October 9, 2018). After following the
Bolsonaro family for more than two years, Winter reports his findings.

e  “The Decline and Fall of Brazil's Political Establishment,” by Eduardo Mello (Foreign Affairs, October 1, 2018).
The defeat of the political establishment in the elections for Congress should be an opportunity for deeper political
reforms, the author argues.

Recent Publications (Available on Our Website)

Risk Premium: Apples and Oranges (October 9, 2018)

. BRL: Between Common and Idiosyncratic Factors (September 26, 2018)

e  Copom: Hoping for the Best but Prepared for the Worst (September 17, 2018)
e  Standby Mode (September 12, 2018)

e  Worse Financial Conditions at the Margin Reinforce the Likelihood of Selic Remaining “Low for Long” (August 30,
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 212-407-0979
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
Macro, Rates & FX Strategy — Latin America

Diana Ayala 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 Head of Credit Research aholsberg 212-407-0978

Equity Research

ron Holsberg @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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governing the related market and the company issuing the security. This report is issued in Spain by Santander Investment Bolsa,
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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
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*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.
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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.
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