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The risks for the Economic Agenda

v President Bolsonaro popularity worsened in the first year of his administration, but it started to

recover this year

v Fortunately, this low support to his administration did not impact the negotiation on the reforms
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The risks for the Economic Agenda

v Tight Calendar:

v’ After the mid-year recess in July, Congress focus might turn to the October local election

v’ After Election, Congress focus on bills like 2021 federal budget and also the beginning of the

campaign for the heads of both houses of the Congress, which election will take place in

February 2021, just after the yearend recess

v' The new heads of the Congress will be committed with the reforms as much as the curent

ones?
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Coronavirus
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GDP: 2020 revision

v Reasons for the revision:
v" Weaker-than-expected 4Q19
v' Still weak beginning of 2020

v Coronavirus
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GDP: 2020 revision

v" The impact of the coronavirus might be limited mainly in the 1Q20
v' Then, economic activity might resume its gradual recovery path

v But, recovery will take longer than expected

GDP (1995=100)
178 178

176 / 176

174 // 174

172 172
—old forecast

—new forecast
170 =170

168 . 168
1Q19 2Q19 3Q19 4Q19 1Q20 2Q20 3Q20 4Q20

Sources: IBGE; MUFG Brasil

8/16 Banco MUFG Brasil S.A.
A member of MUFG, a global financial group (.) M U FG



GDP

v" Drivers of GDP growth:
v' Stronger pace of household consumption driven by moderate inflation, average interest
rates at lower levels and gradual improvement of labor market conditions;
v' Gradual recovery of productive investments to reduce the idle capacity in an environment
of stronger demand and also benefitted by infrastructure investments.
v' The progress of the economic agenda in the Congress is essential to consolidate the
confidence of consumers and businessmen

v" Major risk relies on severe global economic slowdown.
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FX Rate

v' BRL impacted by the concerns of the coronavirus impact on the global economy like other EM
currencies

v' But, BRL has been underperforming its peers

EM CURRENCY'S SPOT RETURN (% Jan to Feb 19th)
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FX Rate

v" Lower Carry-Trade reduced the attractiveness of Brazilian market in comparison with its peers

v" And, there is no sign of improvement in the short-run
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FX Rate

v' For 2020, we expect that BRL might appreciate along the first half with the progress of the
economic reforms and depreciate in the second half as the result of political noise coming from

local election in Brazil and the presidential dispute in the US, ending the year at 4.10
v Any hurdle to progress on the reforms is a domestic risk

USDBRL - Exchange rate
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Inflation

v We revised down IPCA inflation forecast to 3.1% in 2020

v' The reasons for this change are:

v Lower-than-previously expected inflation figures for the 1Q20, mainly benefitted
by some deflation of meat prices
v Lower-than-previously expected inflation coming from monitored prices amid

the significant rainfall in the latest months and the low price of oil

v Reduction of economic growth MEAT PRICE (%)
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Inflation

v" We assume the maintenance of solid monetary policies, in which Central Bank

keeps its high credibility and ability to guide inflation expectation

IPCA - Inflation Rate (%)

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022
Source: Banco MUFG Brasil S.A., a member of MUFG
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Selic Policy Rate

v' Copom cut the Selic policy rate to 4.25% in February

v Revision down of 2020 GDP made us expect stability of the rate along 2020

v But, higher GDP growth pace in 2021 might trigger the withdrawal of monetary
stimuli in order to ensure that inflation expectation keep well-anchored to the

targets.
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Disclaimer

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. and/or MUFG Bank, Ltd. (herein jointly as “MUFG”) 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. MUFG
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 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 is under no
obligation to ensure that such other reports are brought to your attention. MUFG retains
copyright to this report and no part of this report may be reproduced or re distributed without the
written permission of MUFG expressly prohibits the distribution or re-distribution of this report to
any parties, via the Internet or otherwise and MUFG, its head office, branches, subsidiaries or
affiliates accepts no liability whatsoever to any third parties resulting from such distribution or
re-distribution.
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As informagdes contidas neste documento servem apenas para fins de informacéo e néo
devem ser usadas como ou consideradas oferta ou solicitagdo de oferta para vender ou
comprar ou contrair assinatura de instrumentos financeiros. Nenhuma comunicacgao elaborada
pelo Banco MUFG Brasil S.A. e/ou MUFG Bank, Ltd. (em conjunto doravante "MUFG”) é ou
deve ser interpretada como conselho de investimento, recomendacdo para entrar em uma
transacdo especifica ou seguir uma estratégia especifica, ou qualquer afirmacdo sobre a
probabilidade de essa transagéo ou estratégia especifica ser eficaz em vista de seus objetivos
de negocios ou operacdes. Antes de entrar em uma transacdo especifica, € recomendavel
obter assessoria independente financeira, legal, contabil ou de outra natureza, conforme
adequado as suas circunstancias. Toda e qualquer decisdo de entrar em uma transacéo sera
exclusivamente sua, ndo baseada em informagdo elaborada ou fornecida pelo MUFG. O
MUFG por meio desta se exonera de qualquer responsabilidade perante vocé envolvendo a
caracterizagdo ou identificacdo de termos, condi¢des, questdes legais, contabeis ou outras ou
riscos que podem surgir em conexdo com qualquer transacdo ou estratégia de negdcios
especifica. O MUFG pode ter distribuido ou pode distribuir no futuro relatérios inconsistentes
com ou que chegam a conclusdes diferentes da informagéo aqui apresentada. Esses outros
eventuais relatérios refletem diferentes hipéteses, visdes e/ou métodos analiticos dos
profissionais que os prepararam e o MUFG n&o tem obrigagdo de garantir que esses outros
relatorios cheguem até vocé. O MUFG tem direito autoral sobre este relatério e nenhum trecho
pode ser reproduzido ou redistribuido sem autorizagdo por escrito. O MUFG expressamente
proibe a distribuicdo ou redistribuicdo deste relatorio a terceiros via Internet ou outro meio. O
MUFG, sua sede, agéncias, subsidiarias e afiliadas ndo aceitam qualquer obrigacdo perante
terceiros resultantes de referida distribuicao ou redistribuigéo.

O Mitsubishi UFJ Financial Group, Inc. € um dos maiores grupos financeiros do mundo.
Sediado em Téquio (Japao), e com mais de 360 anos de histéria, 0 MUFG é uma rede global
com mais de 1.800 escritérios e esta presente em mais de 50 paises. O Grupo tem mais de
150.000 funcionérios e oferece servicos de banco comercial, banco de investimento, trust,
corretora, cartées de crédito, financiamento ao consumidor, gestdo de ativos e leasing.

Banco MUFG Brasil S.A.

Av. Paulista, 1.274

Sé&o Paulo - SP - Brasil

Ouvidoria DDG: 0800 770 4060

Email: ouvidoria@br.mufg.jp

© 2019 Banco MUFG Brasil S.A. Todos os direitos reservados. O nome e o logotipo MUFG
sdo marcas de servigo do Mitsubishi UFJ Financial Group, Inc., e séo usadas pelo Banco
MUFG Brasil S.A. com permissao.

MAURICIO NAKAHODO
Economist

mnakahodo@br.mufg.jp

(®) MUFG



