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INFLATION SLOWDOWN
What happened

In August 2018, IPCA-15 came at +0.13%, being slightly lower than the median of market
expectation (+0.10%) and much lower than the +0.63% in the previous month. In the last 12
months, it accumulated 4.30%, slowing down from +4.53% print in July.

We highlight the deflation shown by Transport (see table below) with the drop of airfares
(-26%) and fuel prices (ethanol -5.8% and gasoline -0.4%). Clothing also showed some
deflation, and Food group came near zero (+0.03%) and slowed down sharply as compared to
the previous month (+0.61%), being influenced by the price drop of fruits, vegetables and beef.

Upward pressures came mainly from Housing, in which we highlight the increase of electricity
prices by 3.59% being impacted by readjustment of electric energy fees at concessionaires in
Sao Paulo and Belém. Water & sewage fees also showed some increase (+0.62%). At last, the
readjustment of healthcare plans (+0.81%) impacted on Health and Personal Care group.

Core inflation in August came at +0.37%, in average, being higher than the headline index. And
the diffusion index was at 55.3%, close to the diffusion posted in July (54.7%)

IPCA-15 Jul-18 Aug-18

Headline Index 0.64 0.13 8 IPCA-15 (%MoM)
7 6.98 6.77
Food and Beverages 0.61 0.03
Housing Expenses 1.99 1.10 6
Housing Goods 0.36 0.54
Clothing -0.14 -0.39 5
Transport 0.79 -0.87 4 3.59
Health and Personal Care -0.08 0.55
Personal Expenses 0.34 0.32 3
Education -0.06 0.23 2
Communication 0.05 0.02
1
Monitored Prices 1.27 0.74
Free Prices 0.42 -0.08 0
Services Prices 0.58 0.05 1 -0.37 -0.43 -0.40
Core inflation 0.50 0.37 -2
Diffusion Index 54.7% 55.3% May-18 Jun-18 Jul-18 Aug-18
Source: IBGE Source: IBGE = Food at home = Gasoline = Housing electric fee

Our expectation

This sharp inflation slowdown in August was still somewhat impacted by the normalization of
supply after the truckers’ strike in May, but it also counted with the deflation of airfares after the
seasonal hike in July.

Until the end of August, we might see further slowdown, and we expect IPCA at 0%. As for the
next months, we expect relatively higher monthly inflation figures (average at around 0.27%)
influenced by some direct impact of BRL depreciation on imported goods and components,
although this impact is mitigated by the by the high idle capacity.
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The information herein is provided for information purposes only, and is not to be used or considered as an offer or the solicitation
of an offer to sell or to buy or subscribe for securities or other financial instruments. Neither this nor any other communication
prepared by Banco MUFG Brasil S.A. or MUFG Bank, Ltd. is or should be construed as investment advice, a recommendation to enter
into a particular transaction or pursue a particular strategy, or any statement as to the likelihood that a particular transaction or
strategy will be effective in light of your business objectives or operations. Before entering into any particular transaction, you are
advised to obtain such independent financial, legal, accounting and other advice as may be appropriate under the circumstances. In
any event, any decision to enter into a transaction will be yours alone, not based on information prepared or provided by MUFG
Bank, Ltd. MUFG Bank, Ltd. hereby disclaims any responsibility to you concerning the characterization or identification of terms,
conditions, and legal or accounting or other issues or risks that may arise in connection with any particular transaction or business
strategy. Note that MUFG Bank, Ltd. may have issued, and may in the future issue, other reports that are inconsistent with or that
reach conclusions different from the information set forth herein. Such other reports, if any, reflect the different assumptions, views
and/or analytical methods of the advisors who prepared them, and MUFG Bank, Ltd. is under no obligation to ensure that such other
reports are brought to your attention.

MUFG Bank, Ltd. retains copyright to this report and no part of this report may be reproduced or re distributed without the written
permission of MUFG Bank, Ltd. expressly prohibits the distribution or re-distribution of this report to any parties, via the Internet or
otherwise and MUFG Bank, Ltd,, its head office, branches, subsidiaries or affiliates accepts no liability whatsoever to any third parties
resulting from such distribution or re-distribution.”

About MUFG: MUFG (Mitsubishi UF] Financial Group, Inc.) is one of the world's leading financial groups, with total assets of
approximately $2.7 trillion (USD) as of December, 2017. Headquartered in Tokyo and with approximately 350 years of history,
MUFG is a global network with more than 2,200 offices in nearly 50 countries. The Group has more than 150,000 employees and
about 300 entities, offering services including commercial banking, trust banking, securities, credit cards, consumer finance, asset
management, and leasing. The Group's operating companies include MUFG Bank, Ltd., Mitsubishi UF] Trust and Banking Corporation
(Japan’s leading trust bank), and Mitsubishi UF] Securities Holdings Co., Ltd., one of Japan's largest securities firms.



