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Overview

Diagnosis: low growth and deteriorated fiscal accounts

A The two main structuralproblemsof the Brazilian
economy are low economic growth and the
deterioratiorof publicaccounts

0 GDP growth was closeto 2.0% per year on average
between 1980 and 2018, with most of this growth
coming from demographicfactors Labor productivity
grew by only 0.2% per year on averagein the same
period In recent years, the dynamicsof productivity
havebeenevenworse

0 Public accounts have been on a path of significant
deteriorationn recentyearsdueto the stronggrowthin
primaryexpenditures.especiallymandatoryones The
incomingadministrationvill needto implementa strong
fiscal adjustmentin order to stabilizegross debt as a
percentageof GDPin the mediumterm

Source:The Conference Board, National Treas@yeditSuisse
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Overview

A The incomingadministratiorwill have to focus on  Global competitiveness index for emerging markets

the fiscal consolidatiorprocessand the productivity oy {—— IR

agendato put the country back on the path of Crech Repubie — 51
sustainabledevelopment T e —
Indonesia= IIEEEEGENEGENNE 36
6 Productivityagenda The country's low productivityis <" Fopein® m——
explainedoy a combinatiorof factors Amongthe main Bugfﬁj — 4o
measuresin this area, we highlightthe tax reform, the Tirkoy & E———
opening of Brazilian economy to trade, the Dy —— 0
competitivenes®f the banking system, privatizations, Soéﬂﬁrﬁiﬁiﬁ T —
andeducatiorreform R et ) —————— >
Bre_lzil@
0 Fiscal consolidation Mandatoryspendingaccountsfor B o v oo
the majority of primary expenditures, with social U | ——— 11
security accountingfor most of these expenditures Vo P —————————— 17

Socialsecurityreformis necessaryput it will hardlybe
enoughto solvethe country'sentirefiscalproblem The
freezingof publicsectorwages,the reductionof fiscal
subsidies, and even increasingthe tax burden are
additionameasureghat couldbe addressed

Breakdown of primary expenditures of central government
(%, 2017)

B Social security (INSS) + continuous cash benefit program

W Personnel and social charges

10.3% 47.8%

B Mandatory, ex continuous cash benefit program (BCP)

M Discretionary expenditurésall branches

Source:National Treasury, World Economic Forum, Credit Suisse
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Overview

A Mostof the necessaryeformsrequiringapprovaby the BrazilianCongressin the comingyearsneedeithera
gualifiedmajorityor 60% of the membersof eachhouseof Congress

A Inthe generalelectionof 2018, the partyof the electedpresidentsucceededn becomingone of partieswith
the highestnumberof representatives the Chamberof Deputiesandwon four seatsin the Senate

A Congress has become more aligned with the president's ideology, with centrist and rightwing parties
increasingtheir representatiorat the expenseof leftist parties,which now hold about30% and 22% of the
seatsin the Chamberof Deputiesandthe Senate,respectively

A JairBolsonaro'sstrongperformancen boththe first roundandin the runoffandthe highinfluenceof his supportin
gubernatoriaglectionsndicatethat the presidentelectwillnot havelow popularityin the beginningof histerm

A Thefirst yearof a presidentiaterm is very productive Congresshas approvedon averagetwo constitutional
amendmentsauthored by the executivebranch in the first year of each presidentialterm since 1995.
Furthermore 45% of constitutionahmendmentsapprovedoccurredin the first yearof the president'sterm

A Congresshas been debatingsome major reforms (e.g., social security)in recent years, which makes the
prospectsof approvabf these measuresmorefavorable

A Themacroeconomiscenario(e.g., economicactivity,employmentand inflation)keepsimprovingand should
makea positivecontributionto the new president'spopularity

Source Credit Suisse
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Overview

A Our baselinescenarioassumesthat the incomingadministratiorwill be able to win approvalof some major
reforms, particularlythe social securityand tax reforms We also expect progressin the concessionsand
privatizatiomrograms,as wellas a reductionof trade barriers

Ve

A We areforecasting

0 Continuityof the economicrecovery We expectGDP growthof 3.0% in 2019 and 2.5% in 2020, drivenmostlyby the
maincomponentof domesticdemand particularhhouseholcconsumptiorandinvestments

0 Low and stableinflation Inflationshouldincreasefrom 3.7% in 2018 to 4.2% in 2019 and 2020. High idle capacitywill
allowinflationto remainlow for the comingquarters,andthe anchoringof expectationgegardingfiscal policyshouldkeep
the dynamicsf the exchangerate lessvolatile

0 Gradualnormalizatiof monetarypolicy The scenarioof low and stableinflationwill allowthe CentralBank of Brazilto
normalizehe interestrate more smoothlywith the Selicbasicinterestrate reaching8.0% at the end of 2019 and9.0% in
2020.

0 LowerfiscalimbalancesThe approvabf socialsecurityreformandthe use of non-recurringrevenuesshouldcontributeto
significanimprovemenin fiscalaccountsin the shortterm

0 Maintenanceof a strong externalposition High internationakeserves,low foreign debt, and foreign direct investment
inflowsfar outstrippinghe currentaccountdeficitcontinueto suggestlow vulnerabilitypf externalaccounts

Source Credit Suisse
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Overview

A Themainnegativerisksare

0 Approvalof a less robust social security reform, leadingto a de-anchoringof market expectationsregarding the
sustainabilityf fiscalaccounts

0 Fasterandstrongemmonetarytighteningcyclein UnitedStates
0 Lowerthanexpectedgrowthof the Chineseeconomy

0 Intensificatiorof the tradewar betweenthe UnitedStatesand China

A Themainpositiverisksare
0 Fasterapprovabftaxandproductivityeforms,leadingto renewedappreciationn domesticassetprices

0 Evenmoresignificantimonetarystimulus,leadingto a more substantiabhcceleratiorof economicactivityand a reductionof
the perceptiorof fiscalrisk

0 A largeragendaof privatizationsand concessionsthan that embeddedin our basecase scenario,which would foster
shorttermgrowthand productivity

Source Credit Suisse
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Fiscal agenda is main domestic risk for 2019 and 2020

Positive risks
A Fasterapprovabf fiscaland productivityeforms
A Evenmoresignificantmonetarystimulus
A A largeragendaof privatizationand concessions

Negative risks

A Approvabf a lessrobustsocialsecurityreform

Fasterand strongermonetarytighteningcyclein UnitedStates
Lowerthan-expectedgrowthof the Chineseeconomy
Intensificatiorof the tradewar betweenthe UnitedStatesand China
Furtherdeterioratiorof fiscalaccountsof statesand municipalities

Contagiondue to additionaldeteriorationof fundamentalsin some
emergingmarkets

Source: Credit Suisse
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Rise in global risk aversion would increase inflation

A We estimatedour versionof the central bank's DynamicStochasticGeneralEquilibriummodel (SAMBA)In
orderto understandhe impactof the externalriskson our base case scenario

A For example,assuminga sharp increasein risk aversion,measuredby the VIX reachingthe same level
observedduringthe globalfinancialcrisisof 2008, we wouldsee the following domesticrisk aversiorwould
increaseconsiderablyand the exchangerate would depreciatesharply As a result, yearon-year consumer
inflationwouldincreaseconsiderablyanticipatinghe monetarytighteningcycle

Impulse response function of each variable to shock in VIX external risk aversion

Domestic risk aversion Real exchange rate IPCA consumer inflation
(pointg (%) (pps, yeatonyear change)
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Source:Bloomberg, Central Bank of Brazil, Brazilian Statistics Bureau (IBGE), Suéstie
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Central bank would anticipate tightening cycle

A Despite the high idle capacityand the benign dynamicsof consumerinflationin recent months, potential
depreciationof the exchangerate in a scenarioof a sharpincreasein externalrisk aversionwould drive
consumernflationto levelsabovethe centerof the centralbank's targetand consequentlffeadthe monetary
authorityto anticipatethe tighteningcycle

A The recentrecoveryof economicactivitywould be interrupted,with householdconsumptionbeing the main
driverof a recession

Impulse response function of each variable to shock in VIX external risk aversion

Selic domestic interest rate GDP growth Growth in household consumption
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Source:Central Bank of Brazil, Brazilian Statistics Bureau (IBGE), GGaidise
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Monetary policy in USA is another important risk factor

A Anotherimportantrisk factor for 2019 and 2020 is the pace of monetarytighteningin the USA The effects
on economicactivityand inflationwould be similarto those observedin the alternativescenarioof a sharp
increasein the externalrisk aversion

A For example,an increaseof 100bps in the Fed funds rate is compatiblewith 8% depreciationof the real
exchangerate, causingyearon-yearinflationto increaseby 40bpsin the nextfew quarters

Impulse response function of each variable to shock in Fed funds rate

Real exchange rate IPCA consumer inflation
(%) (pps, yeaton-year change)
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Source:Central Bank of Brazil, Brazilian Statistics Bureau (IBGE), GGaidise
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Acceleration of economic activity would be reversed

A Thecentralbankwouldstart a tighteningcycleto combatthe inflationaryeffects of depreciatiorof exchange
rate andto keepinflationcloseto the centerof the target

A Thesubstantiatighteningof financialconditionsvouldreversethe recentresumptionof economicactivity The
negativeeffects on domesticdemandwoulddrivea declinein householdconsumptiorand, consequentlyjn
GDPinthe quartersahead

Impulse response function of each variable to shock in Fed funds rate

Selic basic interest rate GDP growth Growth in household consumption
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Incoming administration to approve economic reforms

A PresidentJair Bolsonarotook office on Januaryl. His administratiorwill likely approvea pensionreform,
sinceit willbenefitfrom

0 B o | s o highpopwastyat the beginningof histerm, as suggestedby the significanlnumberof votesfor himin the first
and secondroundsof the presidentiaklection,the stronginfluencehe had on both gubernatoriabnd legislativeelections
andbeginningof termopinionpools

0 Then, g r @ € e seerdntall previoudirst yearsof presidentiaterms

0 Twoyearsof debateregardingthe needfor congressionaapprovabf socialsecurityreformmakesthe environmenmore
favorablegor the nextadministration

0 Themajorityof the newCongresdavorssocialsecurityreform,as suggestedoy someopinionpolls

A The governmentshouldalso be able to win approvalof otherimportantreforms privatizatiorof state-owned
companies,bilateraltrade agreements,central bank autonomy,and microeconomianeasuresto enhance
laborproductivity

A However, there are risks to the implementatiorof these agendas The mainrisk is the lack of a political
coalition The fragmented Congress, the incominga d mi n i s tejectan df othre ytraditional way of
negotiating with political parties, and the need for widespreadsupport for approval of constitutional
amendmentdo enablethe reformsportenda challengingscenariofor the new administration

Source:Datafolha Credit Suisse
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Jair Bolsonaro won in 16 of 27 states

A Bolsonarowonin 16 of the 27 states, with strong  Election outcome by state

(2841 71.6)RR

performancein the South, Southeast,and Central
Westregions

A Of the sixmost populousstatesof the country(i.e., AM A | 25.9)
~ . . . . ) TO (49.7|50.3) / <
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. , . ¢ PE ( | )
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redemocratizationn 1985, Bo | s o margiroo§ s _ )
victoryover Haddad(countingvalidvotesonly)was ¢ !
PSL | M JairBolsonaro carriethe state
the fourth'largeSt ﬁ B FernandoHaddad carriedhe state
Runoff results since redemocratization
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Source:SuperiolElectoral Court (TSELredit Suisse
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Bol sonarolUs support was dec]

A Inthe 2018 electionsB o | s o paaty(RSE)svongovernorshipgor the first time. The partymanagedo win
in 3 of the 27 states

A Furthermore supportfor Bolsonarowas decisivein the maingubernatoriatacesin the country,namelyin the
three mostpopulousstates SaoPaulo,Riode Janeiro,and MinasGerais

A The PSDB remainedthe partywith the highestsupportamongthe ¢ o u n tegisyejedvoters,decliningfrom
36% in the previouselectionto 29% in thisone

Governorships, by party Percentage of total voters in states, by governor's party

m2018 m2014 m2010 m2006
m2002 ®m1998 m1994 = 1991

B PSDB <
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B DEM
m MDB S < o o .
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PCdoB 8 i
W PSL D)
B Novo L
m PT m
m PDT — ﬁ
B PHS

Source:Superior Electoral Court (TSE)redit Suisse
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New administration reducednumber of ministries

A President Jair Bolsonaro reduced

the number of ministriesfrom the
current29. The numberof ministries
had already been reduced by
PresidentTemer,from 39 underthe
previousadministration

New ministries will take on
responsibilitiescurrently borne by
other departmentswith the Ministry
of Economyand Ministryof Justice
being the main examplesof these
new structures The former will
aggregatethe Ministriesof Planning
and Industry, while the latter will
incorporate the Ministry of Public
Security

Source:Federal governmen€redit Suisse

Old government structure

Ministry of Justice

Ministry of Public Security

Ministry of National Integration

Ministry of Cities

Ministry of Finance

Ministry of Planning, Development, and Managem

Ministry of Social Development

Ministry of Culture

Ministry of Sports

Ministry of Transportation, Ports, and Civil Aviation
Office of the Presidential Staff

Office of Institutional Security

Secretariat of Government of the Executive Office of the Pre:
Office of the Secretareneral to the President of Brazil
Ministry of Defense

Ministry of Exterior Relations

Ministry of Education

Ministry of Health

Ministry of Agriculture and Food Supply

Ministry of Tourism

Office of the Federal Attorney General

Ministry of Transparency and Office of Federal Inspector Gel
Ministry of Science, Technology, Innovation, and Communic
Central Bank of Brazil

Ministry of the Environment

Ministry of Mines and Energy

Ministry of Human Rights

Ministry of Labor

Ministry of Industry, Foreign Trade, and Services

New government structure
(already announced)

Ministry of Justice

Ministry of Regional Development
Ministry of Economy

Ministry of Citizenship

Ministry of Infrastructure

Office of the Chief of Staff

Institutional Security Cabinet

Secretariat of Government of the Executive Office of the Pre:

Office of the SecretargGeneral to the President of Brazil
Ministry of Defense
Ministry of Exterior Relations

Ministry of Education

Ministry of Health

Ministry of Agriculture and Cattle Raising
Ministry of Tourism

Office of the Federal Attorney General
Office of Federal Inspector General

Ministry of Science and Technology
Central Bank of Brazil

Ministry of the Environment

Ministry of Mines and Energy

Ministry of Woman, Family and Human Rights
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Merging Camexwill likely facilitate trade deals

A Until now, the authoritythat negotiatedtrade dealsin Brazilwas the Chamberof ForeignTrade (Camey, a
branchof the now extinct Ministryof Industryheadedby a councilof ministers In recentyears,the lack of
consensusamong Camex members and the reduced efforts of past administrationsn furthering trade
opennesshinderednew internationahegotiations As a result, Brazilis consideredone of the most closed
economiedn the world

A B o | s o miaisteroy economyhas mergedthe Camexinto the Ministryof Economyin orderto facilitatethe
votingprocessand expeditethe openingup of the economy

Foreign Presidential

77/ affairs staff

‘% Post-negotiation enactment of a
trade deal can take several years

Congressional
approval by
Signing of deal by member -states of

Enactment into law

by president of
Brazil

heads of state Mercosur and
measures needed

by counterparty

Development,
Industry,

cy RSl Council of
Trade (MDIC) ..
Ministers

Transportation

Congressional

Mercosur agreements Signing approval in Brazil Enactment
of Camex ,
Economy Agriculture Mercosur & India 2004 2008 2009
[[[I:I SE Mercosur % SACU 2009 2015 2016
Secretary- Mercosur o Egypt 2010 2015 2017
general -
Mercosur = Israel 2007 2009 2010
Mercosur (¢} Peru 2016 2017
Q Mercosur e Palestine 2011
Source: Ministry obevelopmentindustry and-oreign Trade (MDICBrazilian Confederation of Manufacturers (CNI), Credit Suisse
CREDITSUISSED 25 February, 2019 22



Few political appointments on team of ministers

Summary

Ministry

Place of
birth

Education

Experience
in public
sector

Experience
in private
sector

background of Bol sonaroys ministers
. - Luiz
y Paulo Tereza ' Marcos ~ Onyx U Augusto Sérgio ﬂ Henrique
Guedes Cristina Pontes Lorenzoni . Heleno Moro Mandetta
. . age 69 age 64 " age 55 “ age 64 m age 46 ‘ . age 54
Economy Agrlculture and cattle raising Science and Technology Chief of Staff Institutional Security Justice Health
Cabinet
Rio de Janeiro Campo Grande Bauru Porto Alegre Curitiba Maringa Campo Grande
MS SP RS PR PR MS
AEconomics at UFMG AAgriculturabngineerat UFV ABachelor's in aeronautical AVeterinary medicine at | AMilitary Academy of Alawat State University of AMedicineat Gama Filho
AMaster's in economics at technology at Academy of the A UFSM Agulhas Negras Maringa University
EPGE/FGV Force Aofficer Training School |
APhD in economics at University ABachelor's in public administratic (EsAO) AMaster's degreén law at
Chicago at ACademy of the Air Force ASChOOI of Command and UFPR

AAeronautical engineering at
Aeronautics Institute of
Technology (ITA)

Joint Chiefs of Staff of the ADoctorate in law &t/FPR
Army (ECEME)

AMaster's in systems engineering

at Naval Postgraduate School,

California

APilot of Brazilian Air Force
AAstronaut at NASA

AFederal Deputy (DEM) for MS
(201402018)

ASecretary of Agricultural
Development, Production,
Industry, Commerce, and
Tourism (Seprotur) of the State
of Mato Grosso do Sul

AlLeader of the Agriculture Caucus
in the lower house

AParttime professor at PUC Rio ADirector of Federation of AUN Ambassador for Industrial
AParttime professor at IMPA Agriculture ang Cattlle If?eﬁ'sing of Development
5 . - . Mato Grosso do Sul, of the
AP rofessor s e Association of Seed Producers
ADirector, partner, and professor  of Mato Grosso do Sul, of the
~atIBMEC Association of Cattle Breeders
AFounding partner of Banco of Mato Grosso do Sul, and of
Pactual

the Farmers' Associations of
AFounder of Instituto Millenium

Sonora, Terenos, and Campo
AFounding partner of Bozano rande.
Investimentos

Source: Credit Suisse

Astate assembly member itACommander of the AFederal judge ASecretary of Health of the
RS (19952003) Preparatory School for | AFirstinstance judge for Municipality of Campo
AFederal deputy (2003 Army Cadets (ESPCEX) | cases related to Operatior Grande
2018) AMission Commander of th Car Wash AFederal Deputy (DEM) for
UN ]‘OI’ the Stabilization of AAss|stant to Justice Rosa. MS (201102018)
Haiti (2004/05) Weber for moneyor-votes
AHead of the Department 0 case known as "Mensaléc

Science and Technology (AAssociate professor at
the Armed Forces UFPR

AMilitary physician

AMember of finance
committee of Unimed
Campo Grande

APhysician of Santa Casa
de Campo Grande
hospital

APresident of Unimed
Campo Grande

CREDIT SUISSE\
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Few political appointments on team of ministers

Summary

background of Bol so
André Luiz P
de Almeida h Wagner Gustavo
Bebianno

age 54

Mendonca Rosério
“ age45 n\‘. age 43 "

naroys mini

sters

Ricardo Roberto
Ernesto Vélez ﬁ Campos
@ Aratjo

Rodriguez Neto
‘V. age 51 " age 75 m age49

‘ ~
! Fernando 3

Azevedo
age 64

Ministry Office of the Federal Attorney | Office of the Federal Office of the Secretary -General | Defense Exterior Relations Education Central Bank
General Inspector General to the President of Brazil
Place of Santos Juiz de Fora Rio de Janeiro Rio de Janeiro Porto Alegre Bogota
birth Sp RS Colombia
Education AlLawat Instituicio Toledo de EnsirAMilitary Academy of Agulhas | ALawat PUGRJ AMilitary Academy of AlLanguage and literaturt | AHumanities at Tihamer | AEconomicsat UCLA
APostgraduate specializationin | Negras ~Agulhas Negras _UNB _Toth Institute APostgraduate degreie
public law at UnB AOfficer Trainingschool(ESAO) AOfficer Training School | ARioBranco Institute ATheology at Seminario economicsat UCLA
AMaster's degree atniversitpf | APhysical educatioat Schoobf (EsAQ Conciliar de Bogota
_Salamanca Physical Education of the Army ASchool of Command and AMaster's in philosophy at
ADoctorateat University of APostgraduate specialization Joint Chiefs of Staff of the PUGRJ
Salamanca degree in exercise physiologly Army (ECEME) APh.D in philosophy at
GamaFilho University Universidade Gama Filho
AMaster's degret University of APost doctoral Centre de
Salamanca Recherches Politiques
Raymond Aron Paris
Experience | ADirector of the Department of | AMinister of the Ministryf APresident of PSL party AGeneral of Eastern AAdvisor in Mercosur
in public Public Property and Transparency and Office of Command division of ltamaraty
sector Administrative Probity of the ) Federal Inspector General AChief of Staff of the Army| ASecretary of the Brazilian
Office of the Chief Federal | ACaptain of the Brazilian Army ADeputy chief oftaffof the ~ Mission to the European
Prosecutor (2008) ffice of thePresident Union
AGeneral administrative officer of office oftherresices AFirstClass Minister of the
the Office of the Federal Attorne APr%sl|dent ﬁf the Olympic Department of the United
_General (2016) Public Authority States, Canada and Inter
AVicedirector of the Office of the American Affairs
Federal Attorney General (2018
Experience ALawyer AUniversity professorat | AChief of treasury and
in private regional and international
sector AProfessor Emeritus at | _markets (20162018)
EsAO AHeadof trading at
AVicepresident of _Santander (20062010)
postgraduate ATrader at Santander
specialization and (2003-2006)
research at University of
Medellin
Source: Credit Suisse
»
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Few political appointments on team of ministers

Summary

Ministry

Place of
birth

background of BolsonaroyCarlosmlnlsters

Tarcisio Marcelo &  Alberto Bento

Gomes Osmar Gustavo Alvaro ‘ Santos 0o Costa Damares Ricardo

de Freitas Terra Canuto Antdnio Cruz \" .. Limaleite Alves Salles
" age 43 " age 68 m age 40 age 44 age 66 | \/ age 60 N age54 age43
Ministry of Infrastructure | Ministry of Citizenship Ministry of Regional Tourism Secretariat of Mining and Energy Women, Family, and Environment

Development Government Human Rights

Cratels Porto Alegre Paranavai Belo Horizonte Rio Grande Rio de Janeiro Sé&o Paulo
CE RS PR MG RS RJ
AMilitary Academy of AMedicine at UFRJ AComputer engineering at | ACivil Engineering at ACivil engineering at PUC | APostgraduate specializatictALaw ALaw (Mackenzie

Education

Experience
in public
sector

Experience
in private
sector

AgulhasNegras

ASpecialization in perinatal, Unicamp University Center of Belo | Campinas
AEngineering at IME

care, education, and baby ALaw at Brasilia University ~Horizonte (not completed) AMmilitary Academy of from UNB

degree in political sciences

Presbyterian University)
APostgraduatespecialization

AOfficer Training School development at UNB Center UniCEUB AgulhasNegras AMBA in public managemer in law (University of
(EsAQ AOfficer Training School from FGV Coimbra and University of
APostgraduate specializatiol (EsAQ AMBA in international Lisbon) -
in project management at ASchool of Command and | management APostgraduatespecialization
FGV Staff of the Army (ECEME)ACommand and general sta in business administration

course

AHead of technical section (AMinister of Social and Aadvisor to the Office of the AFederal Deputy (M@SL) | ACommander of peace

(Getuliovargas Foundation
0FGV)

AChief of the General Staff, ACongressional advisor to | APrivate secretary to

the engineering of Agrarian Development Secretary of Civil Aviation't (2014-2018) mission in Haiti (20086 of the Army SenatorMagnoMalta Governor Geraldalckmin
pe'c_l_cekeep_ing mission in . (2016-2018) the President (20142014) ACIIy assembly member of 2009) AChief of Staff of the Office ALega] advisor to the (2013 6 2014)
Haiti (200552006) AFederal Deputy MDB | AChief of staff of the Office | Belo Horizonte (2013 | ACommander of peace of the Navy Commander | foliowing congressional | ASecretary of the
Alnfrastructure auditor and| (RS) (20032011l, 2015 of the Secretary of Civil | 2015) mission in Congo (2018 | AChief of the Naval Fleet groups: family and suppolt Environment of Sao Paulo
general coordinator of 2019) Aviation to the President | Apresident of PSL party in | 2015) AGeneral director of nuclear 1o life, antidrugs, and (2016 6 2017)
transportation auditing of | ASecretary of Health of Rio (2014-2016) MinasGerais ASpecial Advisor to Secretal and technical developmen €vangelical
the Office of the Federal | Grande dcul (2003- AChief of staff of the Ministry of Strategic Affairs of the Navy
Inspector General (20@8 | 2010) of National Integration ASecretary of Public Securit
2011) ) AMayor of Santa Rosa (RS) (2016-2018) (201762018)
AbDirector of the National (1993-1996)
Transportation Infrastructu
Department (201%2015)

ASecretary of project
coordination of the PPI

Asystems analysh IBM
(2004-2010)

Source: Credit Suisse

AFounder of ATINI
_Movement Voice for life
ASecretary of the National
_Anti-Abortion Movement

AAdvisor to the National
_AntiDrugs Movement
AAdvisor to the Institute

Steel Flowers

CREDIT SUISSE\

25 February, 2019 25



Economics team to follow a liberal agenda

Office of the
Secretary-General
of Privatization and

Demobilization

Position

Education A Business
administratioat
FUMEC

Professional A Chairman of board of

experience directors of Localiza

Source: Credit Suisse

7/
0O

Roberto Castello
Branco

Petrobras

A Doctorate in
economicsat
EPGE/FGV

A Postdoctorate in
economicsat
University of Chicago

A Professor at
EPGE/FGV

A President of IBMEC

A Governor of Central
Bank of Brazil

A Chief economist at
Vale

Joaquim
Levy

Brazilian
Development
Bank (BNDES)

A Master's degreén
economicsat
EPGE/FGV

A Doctorate in
economicsat
Universityf Chicago

A National treasury
secretary

A Superintendent
director of BRAM

A Finance minister

A Director of finance at
World Bank

Mansueto
de Almeida

Brazilian
Treasury

A Undergraduate
degree in economics
atUFC

A Master'sdegree in
economicsat USP

A Researcher at IPEA

A National treasury
secretary

h

Rubem
Novaes

Banco do Brasil

A Doctorate in
economicsat
Universitypf Chicago

A Professor at FGV

A President of SEBRAE

A Director at BNDES

Pedro
Guimaraes

Caixa Economica
Federal

A Doctorate in
economicst
University of
Rochester

A Partner at Brasil Plural
investment bank

A Research analyst in
financial sector
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Economics team to follow a liberal agenda

Position

Education

Professional
experience

Source: Credit Suisse

Marcos Cintra

Special Secretary of
Social Security and
the Brazilian Revenue
Service

-

Marcos Troyjo

Special Secretary of
Foreign Trade and
Foreign Affairs

N2

OO

Carlos von
Doellinger

Institute of Applied
Economic Research

(Ipea)

Carlos Alexandre
da Costa

Secretary of
Productivity

Waldery
Rodrigues Jr.

Secretary of Finance

Paulo Uebel

Secretary of Planning

ABachel orys ABrachel or ys AMa sptoelriytsi cian Beaccohneolnoircyss ABrachel or ys ABachel orys

economics at Harvard
i nA P&.B. i soociclogyas

AMasterys
at Harvard

A Ph.Din economics at
Harvard

A Professor at
EAESP/FGV

A President oFinep
A Federal Deputy

science at USP

international relations
at USP

A Director ofBRICLab
of University of
Columbia

A Researcher at
Sorbonne University

A Member of the
advisory board of the
World Economic
Forum

atUniversidade
Candiddviendes

A Former Secretary of
Finance of Rio de
Janeiro

A President of Banco do
Estado do Rio de
Janeiro Baner)

economics at UERJ
AMa s t eecofiosiics nAMast er ys

at UCLA

A Ph.D. ineconomics
at UCLA

A Director of BNDES

Engineering at ITA

Economics at
University of Michigan

A Ph.D. ineconomics at
unB

A General coordinator at
Secretariat of
Economic Policy

A Senior economist at
Ipea

UFRGS

i PAMaterys in

Administration at
Columbia University

A Secretary of
Administration of the
City of SaoPaulo

A Executive Director of
InstitutoMillenium

A Global CEO of LIDE
- Group of Business
Leaders
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PT and PSL are parties most represented in Chamber

A With 54 deputies,the PSL, the party of presidentelect Jair Bolsonarowill havethe secondhighestnumber
of representatives the Chamberof Deputies The PT will be the mainoppositionparty, with 54 deputies

A Thetwo othertraditionalparties,the PSDB and the MDB, saw a significantreductionin their representation
the numberof PSDB deputiesdeclinedfrom 54 to 30 andthe numberof MDB deputies,from 66 to 34.

Party representation at Chamber of Deputies

PSDC1

AVANTE PSDB 30
PTB 10 a8 8
SD13 0%%@% '...G.' PR33
PROSS ‘% %@O%@ .‘l..‘..‘. PRB30
0%%e 922350 $84888¢06
PPSE @YY ® D g@%@ .:a.:. 8 9¢ FENS
PHS6 9. 0. ® 9% 8805 8588585000 0
PSBE32 oY% % %%e S 8205 FYL R K
PPL1I @, 0a¥% %% 990 5508 888504 950 6 ©
9, 9 %% e ® .....“0
Q”.’.’g e® L ..0 ¢ PSC8
’0’:.:.29 i O % "0:' NOVO8
REDE1
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-..-l-l== deputies
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Source: SuperioElectoral Court (TSEEredit Suisse
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MDB will remain largest party in Senate

A Despite losing four seats, the MDB will remain the largest party in the Senate Presidentelect Jair
Bolsonaro'sPSL willbe representedoy four senators

A TheP T yepresentatiomeclinedirom 13 to 6 seats Althoughit is still the largestleftist partyin the Senate, it
is nowtrailedcloselyby both Redeandthe PDT.

Party representation in Senate

senators
No party affiliatiod

Source: SuperioElectoral Court (TSEEredit Suisse
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Twelve partieshave notmet barrier clause in 2018

A As of 2019, these partieswill no longerhaveaccessto publiclyfundedradioand TV advertisingime and the
Party Fund Sevenof the twelvepartiesare representedn Congress,with a total of 21 deputies Partiesmay
mergeto reachthe thresholdor representativegould defectto gain accessto funds and advertisingime in

otherparties

Simulation for the barrier clauses
for upcoming elections

i
—

Parties meeting the barrier clause in electoral cycle
based on 2018 results

Percentage of valid votes...

... distributed in at least nine of the federated
units of Brazil, with at least the following
percentage of valid votes

Minimum number of deputies, distributed
in at least nine of the federated units

2018 2022 2026 2030

Elections Elections Elections Elections
[ 1 == [ 1
[} m [ |

Source: Superior Electoral Court (TSE), Chamber of Deputies, Credit Suisse
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Representation of PSL in Chamber of Deputiesose to 10%

A Bo | s o paaty(RSk)sawa strongincreasein its representatiorin both housesof Congressandis nowthe
secondmostrepresentedoartyin the lowerchamber The PSL increasedts numberof seatsin the Chamber

of Deputiesfrom 1 in 2014 to 52 in 2018, andfrom O to 4 seatsin the Senate

A ThetraditionalPT, MDB, and PSDB were amongthe partieswith the highestdeclinein representatiorin the
lowerchamber

Change in total Lower House representatives per party between 2014 and 2018

51
I I S S s s
NIl B
-25 32
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Source: Superior Electoral Court (TSE), Credit Suisse
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Bolsonaroneedsto build a majority in Chamber

A Despitethe strongincreasein the representatiorof the PSL in the Chamberof Deputies,Bolsonarois the
presidentwith the lowest representationin the lower chambersince the redemocratizationHe will need
additionakupportfrom other centerright partiesin orderto havea majorityin the lowerchamber

A However,the partieson the left (e.g., PT, PDT, and PSB), whichwill probablyvote againsttheg o v e r n m
proposalsegardlessof the subjectmatter, willhold 27% of the seatsin the Chamberof Deputiesin 2019.

Distribution of parties in the Chamber (Seats) (_ President:
1994 1998 2002 2006 2010 2014 2018
Main rightwing parties
BSE psL 0 1 1 0 1 1 @
¥ PP 85 60 49 41 44 38 38
Mg DB 107 83 75 89 78 66 34
pPs¢ PsD 3 3 4 0 0 36 35
B rr 13 12 26 23 41 34 33
PRE®  PRB 0 0 0 1 8 21 30
psos.  PSDB S Qo 70 66 54 54 30
9 DEM 89 105 84 65 43 21 27
*s PTB 32 31 26 22 22 25 10
Main leftwing parties
¥ PT 50 59 CGo S D (oo 54
8 psB 15 18 22 27 35 34 32
2 pDT 34 25 21 24 27 19 28
Other
Other parties 22 17 44 72 74 95 108

Source: Superior Electoral Court (TSE), Credit Suisse
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Higher number of seats for rightwing parties in the Chamber

Ve

A P S Lstrengperformancdedto a rightwardsshift on the balanceof powerin the Chamber
A Coalitiorbuildingwith partiesaroundthe ideologicaimedianwill be importantfor the government Traditional
partiessuchas MDB and PSDB will representthe medianmemberof Congress

Distribution of parties in the lower chamber (% Chamber) Ml Neutral centerright Bl Bolsonaro coalition ¢ Meets barrier clause
M Neutral centedeft M Haddad coalion @Doesnyt meet b

11 PT @ _ :
Median legislator PSL @

10

9

PSOL
ppse PTB PSC @]
1 pcdos (9) PROS vante ) novo
REDE@ PPL@ PHS@ PV° PTC PMN @ATR' @PRP

Left Center DC Right

Note: Graph extracted from an article by professors Carlos Pereira and Frederico Bertholini for Folha de S. Paulo nev@spaiper 2018 Data from the election results
Source: Folha de S. Paulo, Credit Suisse
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Right-wing parties gained representation in Senate as well

A Rightwing partiesincreasedheir numberof seatsin the Senatefrom 11 in 2014 to 18 in 2018, whileleftist
partiessaw a reductionin the numberof seatsthey control,from 29 in 2014 to 21 in 2018. As a result,the
centristblock continuedto holdjust over50% of the total seatsin the Senate

A The compositionof both housesreinforcesthe view that Bolsonarowill need to negotiatewith the centrist
blockin orderto gathersufficientvotesto approvestructuralreforms

Composition of Chamber of Deputies, Composition of Senate,
by ideological alignment by ideological alignment
100% 100%

Cen_ter and 90% Center and
right

90%

right

80% 80%

70% 70%
60% 60%
50% 50%
40% 40%
30% 30%
20% 20%

10% 10%

0% 0%
1990 1994 1998 2002 2006 2010 2015 2018 1994 1998 2002 2006 2010 2014 2018

Data from the election results
Sources Superior Electoral Court (TSE), Congress, Kevin Lucas and David Samuels (2010), Credit Suisse
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PSLhasfewers enat or s t han f or mer

A The PSL only has four senators,fewer than those of former presidents'parties at the beginningof their
terms PresidentJair Bolsonaroshouldhavethe supportof some centerright and rightwingparties,such as
the PSD, DEM, and PP.

A Independentpartiessuch as the MDB and the PSDB play an importantrole in negotiationsfor approvalof
measuresn the Senate

Distribution of parties in Senate (Seats) (_ President:
1994 1998 2002 2006 2010 2014 2018
Main rightwing parties
Mg \IDB 20 25 25 19 19 17 13
pse. PSDB Qe Gs 13 15 1 9 8
psc PsD 0 0 0 0 1 2 9
w¥ PP 5 5 6
9 DEM 19 17 15 13 6 5 6
Boens PODE 0 0 0 0 0 3 8
PSL ps_ 0 0 0 0 0 <D
PR 5 5 2
Main leftwing parties
% pT & & @ & 6
& poT 5 4 6 4
"% psB 2 3 3 3 5 6

Other parties
Other parties 7 6 4 5 7 7 12

Source:Superior Electoral Court (TSE)redit Suisse
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Higher fragmentation in both houses of Congress

A Fragmentationhas increasedconsiderablyin Congressin recent years In 1999, 80% of deputieswere
membersof largeparties(representingnorethan 10% of the total), muchhigherthant o d 2Gfy s

A Mediumsizedpartiesgainedseats from more traditionalones, and more small partiesmanagedto elect at
leastone representativeThe barrierclauseis expectedto partiallyreversethis movement

Percentage of deputies in parties, by size range
100%

10% of total deputies or more
75%

50%
5 - 10% of total deputies

25%
3 - 5% of total deputies

0 - 3% of total deputies

0%
1990 1994 1998 2002 2006 2010 2014 2018

Percentage of senators in parties, by size range
100%

10% of total senators or more

75%

50%

5 - 10% of total senators
25%

3 - 5% of total senators

0% — A 3 aYaP=
1994 1998 2002 2006 2010 2014 2018

Data from the election results
Source Superior Electoral Court (TSE), Credit Suisse

Number of parties represented in each house

Amount of parties
in compliance with = @=x=sssxreees )
barrier clause

2006 2010 2014 2018 2018*

1994 1998 2002
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Lower number of parties required to reach a coalition

A Despitethe increasein fragmentatiorin the Chamberof Deputies,the minimumnumberof partiesneededto
form a coalitionof rightwing parties(led by the PSL) is lowerthan the minimumnumberrequiredto form a
left-wing coalition(led by the PT) at the beginningof the pastfour terms

A Basedon the classificatiorof partiesby ideology,we estimatethat the minimumsize of a coalitionrequiredto
approvea constitutionahmendmentn the lowerchamberis 13 partiesfor the rightandto 22 partiesfor the left.

Minimum number of parties needed to approve a PEC?

Leftwing coalition
Parties needed to approveREC | 22

Rightwing coalition
Partiesneeded to approve BEC | 13

PSOL  PSB PTB PMN MDB  PRB DEM
PCdoB PHS PTC PSD PMN PEN PRP
PT PPS PODE  PSDB
REDE PV PSDC PR PSD PP PSL
PDT PROS  AVANTE PSDB  PSC
PPL SD MDB PR NOVO
B S
NS Y PR
‘_,“‘ 0 \j a8 e a . T,
Leftwing el e Q%% 8 l..‘ 88, Rightwing
" a9 @8RG5 858884 6 Iy
coalion " .®®% $82735 ad85858 9, . coalition
<00 %% s 98858 208868485 ¢%0_ ™.
" oY% 00l B85a0 880888395599
0 0,00 0%0%, 2500 8855859070 0 ¢
T/ 0’990@, o2 0 Qoed ..l.. §9 969, 000
9.9 2. 9%° 09 .96 9.9
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1Counting from the rightor leftmost party, the amount of parties needed to get to a majority

1995 1999 2003 2007 2011 2015 2019
Rightwing coalition
Parties needed to approvea PEC 9 9 9 11 13 17 13
Pivotal party MDB MDB MDB PTB PTB PTB MDB
Leftwing coalition
Parties needed to approvea PEC 12 11 13 14 14 18 22
Pivotal party PSDB PSDB PSDB PSDB PSDB PSD PR
Excluding PSDB 13 14 14 14 14 18 21
Pivotal party excluding PSDB PP DEM PP PR PR PSD PR
Median party MDB PSD MDB MDB MDB MDB PSD

Source SuperiorElectoral Court (TSE), Credit Suisse
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Approval of PECs is a lengthy process

A To be enactedinto law, a bill for constitutionamendment(PEC) needs to be approvedby four special
committeesandin a floor vote by 60% of representatives eachhouse,in two roundsof voting

A For PECsdraftedby the executivebranch,the averagetime from submissiorto enactmentis 388 days The
fastestthis processhasevertakenis 183 daysandthe slowest, 1352 days

Step-by-step process for congressional approval of a PEC

Legal committee in
house of origin _ Interval of
(Chamber of Deputies five sessions

or Senate) | 4 -
° B .

.

First round ¢

of voting in

house of :

origin i

; 308 votes needed:
Comsrﬁﬁtcelgl in Chamber
Deadline of 40 49 vot?I? ggﬁg?g
plenary sessions
P ®

.

Second round
of voting in
house of
origin ;

308 votes needed:
in Chamber:

49 votes needed:
in Senate :

Legal
committee in
second house

(Chamber or Senate)

First round of
voting in
second house

49 votes needed
in Senate

308 votes needed
in Chamber

- ? Second round
i of voting in
Interval of . second house
five sessions | 49 votes needed
® i in Senate
i 308 votes needed
i in Chamber

i Five sessions of debate

If there are amendments, the PEC will
i return to the house of origin until the
i same text is approved by both houses

: of Congress

Average time for processing PECs drafted by executive branch: 388 days | standard deviation: 163 days

Source: Chamber of Deputies, Credit Suisse
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First draft of pension reform met opposition in Congress

A PresidentMichel T e m e ecgnsmicsteam drafted an austere pensionreformin 2016. Many membersof
Congresswere opposedto it, whichled to the proposalof a substitutebill

A The substitute,currentlyawaitinga floor vote at the Chamberof Deputies,has a much more limitedimpact

thanthe originaldraft

Main poi

t he

Fiscal impact

of the change

Minimum age

Transition rule

Calculation method

Retirement benefit
for farm workers

Survivor's pension

Continuous Cash
Benefits (BPC)

nts of Temerys social security reform and
Original draft Substitute

65 years 65 years for men, 62 for women

Rapid Gradual

51% of average salary plus 1% per year of contribution, 1 70% of average salary plus 1.5% per each year of contribut
to 100% Minimum of 1 MW from 25 to 30 years, or 2% per year, from 30 to 40 years

Equal retirement regimes for workers, with tough transitic Slight lower in minimum age for women. Benefit amount
rule. Change in calculation method established by law. established according to RGPS.

Cumulative pensions not allowed. Benefitamountwas  Cumulative payment of pension and retirement benefit allow
reduced. up to 2 MW. Benefit amount was reduced.

Increase in minimum age for benefit entitlement, de

indexation from MW Lesser increase in minimum age for benefit entitlement.

Source: Chamber of Deputies, Secretariat of Social Security, Credit Suisse

High

High

Low

High

High

Medium

CREDIT SUISSE“

25 February, 2019

39

C

~



Tax reform proposed by federal deputy Hauly is broad

A The two tax reformsunder consideratiorin the Chamberof Deputies(one proposedby federaldeputy Luiz
CarlosHauly (PSDB) and the other by Centrode CidadaniaFiscal)requirea constitutionaemendment,as
they make changesto multipletaxesand createnewones

Main points of the two tax reforms being debated at Chamber of Deputies

Creation of valuadded tax (VAT) to substitute the Tax on Industrialized Products (IPI), the Contribution to the SociginBeggram (P1S)/Social Security
Financing Contribution (Cofins) (both currently levied by the federal government), the State Tax on the Circulatiorantl@eoésovision of Services (ICMS)
(currently levied by the state of origin), and the Municipal Service Tax (ISS) (levied by municipalities).
Levied at destination.
States Double taxation prohibited.
Not levied on imported goods
Established at federal level to avoid tax war.
Rate reduced for medications and food.

Tax reform Selective tax on oil, fuels, and other products established by a supplemental law.
proposed by State Motor Vehicle Ownership Tax (IPVA) and Rural Property Tax (ITR) to be levied on municipal level.
Luiz Carlos Municipalities No exemptions allowed.
Hauly (PSDB) IPTU kept and estate tax may be kept.
Progressive income tax, with new rates established in bill of law. Incorporates the Social Contribution on Net Profit (CSLL).
Federal Regulatory taxes (such as Cide fuels tax) are kept.

government Tax on Financial Transactions (IOF) abolished.
Possible creation of a tax equivalent to the Provisional Contribution on Financial Transfers (CPMF).
Keeps total tax burden at 35% of GDP
Creation of new body combining all state tax authorities, under joint competence of states.
Broad sharing of income tax and VAT.
"Simples" regime and education allowance maintained.
VAT combining the following taxes: ICMS, PIS/Cofins, IPI, and ISS.
Levied at destination.

Tax refo(;n; States Double taxation prohibited.

il Established by states.

Centro de _ _
Cidadania Municipalities Tax on goods and services at point of sale.
Fiscal P Double taxation on VAT prohibited.

Regulatory taxes on federal level.
Transition period of 50 years.

Source: Chamber of Deputies, Center for Fiscal Citizenship, Credit Suisse
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First year of a new term is much more effective

A Thefirst yearof a new term is usuallymore active PECs authored by executive branch

and productive for debating and implementing

Proposed

Enacted by year Enacted by year

. . ) of proposition of enactment

reforms Benefitingfrom his n, h 0 n e ypneoroi no_d_garkey 1989 0 0 0

. . 1990 0 0 0

the new president will have more sway over .".‘. Collor 1091 6 0 0
Congressto win approvabf his measures - - : :

; _ o " Itamar Franco oo 0 0 0
A Ofthe 71 Billsfor ConstitutionaRmendmen{PEC) 1995 5 5 :
authored by the executive branch, 38 were ga FHC! gg? g ; i
submittedin the first year of the term Approvalof 1998 3 1 3

. . . 1999 4 1 2

PECs are even more concentratedin this period . 2000 3 5 1

13 of all 24 executiveoriginated PECs enacted = gggé g é ;
wereapprovedn the first year 2003 2 2 2
& Lula | 2004 4 0 0

Average PECs submitted and approved, by year of term ;882 S 8 8
3.8 mmmm Proposed PECs mmm Enacted PECs=O==Success rate 2007 5 2 2

Lula Il 2008 2 0 0

V) 2009 1 0 0

2010 0 0 0

2011 2 2 1

(] 2012 0 0 0

dh Rousseff | 2013 0 0 0

: 2014 0 0 1

] 0.2 Rousseff Il 2015 4 0 0

2016 2 1 1

First year Second year Third year Fourth year " Temer 2017 0 0 0
Source: Chamber of Deputies, Credit Suisse 2018 0 0 0
CREDIT SUlSSE\ 25 February, 2019 41



Most presidents won approval of atleast one PEC

A More PECswere drafted and enactedin former presidentFernandoHenriqueC a r d dwodeynss than in
those of all subsequenfpresidentscombined PresidentLula won approvabf constitutionabmendmentonly
in the first yearof both of histerms

A The averageapprovaltime is long due to the increasedrequirementsfor approvalof such legislation The
Temeradministratiormanagedthe fastestapprovalof a constitutionabmendment 183 daysfor approvalof
the New FiscalRegime

Overview of PECs drafted by executive branch, by administration

President Proposed Enacted during term Overall enacted Average time of approval Rate of approval
ga FHC 27 11 13 432 48%
ga FHCI 11 6 4 394 36%
o L o
ah Lval 8 2 2 233 25%
aa Lulal 8 2 2 188 25%
H

ah Rousseff | 2 2 2 546 100%
H

VY Rousseff Il 4 0 0 - 0%
FvY Temer 2 1 1 183 50%

Source: Chamber of Deputies, Credit Suisse
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FHC administration drove major constitutional reforms

Ve

A Inhiseightyearsin power,FHC spearheadeathangesinto manypartsof the Constitution

A Someof the mosteconomicallgignificantof thosereformswerethe relaxatiorof requirementgor investmentn the
energy,mining,andoil sectors,removabf earmarkingpf governmentevenuesandthe pensionreformof 1995.

Approved executive-drafted constitutional amendments during FHC administration (1994 02002)

Year Directly related Removes a .
proposed to economy right/privilege Explanation
2001 v v Extensionof CPMF tax
2000 )( )( Integration of military police from former Federal Territory of Ronddnia into body of federal employees
2000 v )( Exonerates export revenues from CIDE tax
1999 l/ )( Extension of removal of constitutional earmarking of federal revenues (DRU)
1998 X X Reorganization of the Ministry of Defense and the Joint Chiefs of Staff
1997 x x Granted Feder_al Appeals Court (STJ) power to adjudge petitions for habeas corpus under certain situations and estdilifdratigbeernment can
create smaltlaims courts by means of a federal law
1997 v X Extension of FEF and FSE
1996 X X Makes provision on the constitutional regime of military personnel
1995 )( )( Defines responsibilities of each level of government regarding education and creates development fund
1995 I/ l/ Established ceiling on compensation for pubdictor employees; created more flexible regime for some of them
1995 l/ )( Extension of Fiscal Stabilization Fund (FEF) and Social Emergency Fund (FSE), predecessors of the DRU
1995 l/ v Changed social security, increasing time of contribution and reducing amount of benefits
1995 Vv I/ Relaxed rules requiring predominance of Brazilian vessels for maritime trade
1995 v v Relaxation of oil monopoly
1995 l/ l/ Relaxation of telecommunications monopoly
1995 v v Relaxation of piped gas monopoly
1995 v v Makes Brazilian companies equivalent to Brazilian companies with national capital. Also allowed Brazilian comparigiscajitdbte

invest in mineral resources and hydropower

Source Chamber of Deputies, Credit Suisse
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Since 2002, the pace of reforms has been slower

A PresidentLula supporteda tax reformto make the overalltax systemless regressiveand a pensionreform
reducingexpenditureselatedto the socialsecurityreformfor publicsectoremployeeqRPPS)

A PresidentTemer approvedthe New Fiscal Regime,which imposesa spendinglimit on federal government
spendingfor the next10 years

Approved executive-drafted constitutional amendments since FHC administration (2002 62018)

President in Year Directly related Removes a .
. . L Explanation
office proposed to economy right/privilege
Temer 2016 V l/ Instituted New Fiscal Regime, which imposes a rule prohibiting real growth in federal government expendit

A4 the next ten years

] - .
dh Rousseff 2011 V x Extends for another 50 years the validity period of the Manaus Free Trade Zone

~ . I .
dh Rousseff 2011 V x Extension of removal of constitutional earmarking of federal revenues (DRU)
“ Lula 2007 V x Increased delivery of funds by federal government to Municipality Participation Fund (FPM)
“ Lula 2007 V x Extension of removal of constitutional earmarking of federal revenues (DRU)

Tax reform with intention to achieve neutrality by, among other things, simplifying the ICMS, exempting a ¢
Y Lula 2003 V V box of food staples from taxes, increasing the federalization of funds, and extending the Provisional Contri

Financial Transfers (CPMF) and the removal of constitutional earmarking of federal revenues (DRU)

Social security reform. Granted the Federal Supreme Court (STF) power to determine the salary of its judc

ah Lula 2003 V V will serve as the ceiling for publiector employees and public agents. Changed the Social Security Regime for

Source Chamber of Deputies, Credit Suisse

Public Sector Employees (RPPS), reducing benefit amounts
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Many unpopular measures approved in first year of new term

A Not onlyis the "honeymoonthe periodin whichap r e s i ldgslativeggendais the busiest,it is alsowhen
Congressis mostopento approvabf potentiallyunpopulameasures

A Most presidents have taken advantageof this period to submit bills for fighting inflation or for fiscal
consolidation

Unpopular measures approved in first year of presidential term?

President Measures Date submitted Date approved Deputies in favor Senators in favor
) Savings confiscated by federal
- Collor 15-Mar1990 13-Apr-1990 249 55
" government
Tax reform 30-Apr-2003 31-Dec-2003 346 55

“ Lula

Reform of Social Security Regime for

Public Sector Employees (RPPS) 30-Apr-2003 31-Dec-2003 357 >1
H Much lower adjustmetih minimum
‘. Rousseff 10-Feb-2011 25-Feb-2011 361 55
wagethan the usual
Temer Spending cap 15-Jun-2016 15-Dec-2016 359 53

Note: In 1990 there were 503 federal deputies and 72 senators, less than the current 513 federal deputies and 81 senators.
Source: Chamber of Deputies, Credit Suisse
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OHoneymoonU also I mpacts ap

A Billsof supplementalaw (PLP), whichcontainimplementingegulationgfor provisionof the Constitutionalso
havea highthresholdfor congressionahpproval requirings0% + 1 of votesin eachfull houseof Congress

A The averagesuccessrate of a PLP is significantlyhigherin the first term of a new administration This
n h o n e yadffiextasmbre mutedfor ProvisionaDecrees(MP) and billsof ordinarylaw (PL).

Average success rate of measures authored by executive branch

=O=MPs e P Ps e PECS ol

@ @ —~ 79%
~(r13—

D
)

First year Second year Third year Fourth year

®

w
L
>

Source: Chamber of Deputies, Credit Suisse
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Popularity has little impact on conversion of decrees into law

Legislative process of an MP A Much of a president's day-to-day governingis achievedthrough provisional
decrees(MPs),whichareissuedby the executivdoranch take effectimmediately,
h { andremainvalidfor up to 120 days If theirconversionnto lawis not approvedy

s [yl Congressheforethis period,theyexpireandare no longerenforceable

gxecutive branch A Thesuccessrate of MPsiis usuallywell above70%, no matterhow unpopular
the presidentis. One notable exceptionwas the 16% successrate of MPs
underthe Temer(MDB) administrationn 2018.

Valid for up to 120 days . . .
Success rate of MPs vs. president's approval rating

100%
2001 2004 ® 2003 2012 2009
90% o ® ® O
2006 @2 @ @85
80% 2002. 200 2013 .20
5 1 11
Voting by Congress 70% ® ® o 2010
2016
| | 60% ®
Approval by 50% 2014
Rejection simple majority @ 2017
in both houses 40%
v v 30%
20% ® e Lulall ® Rousseff |
EEE 10% 2018 elLulal ® FHC Il
Enacted as Rousseff Il ® Temer
Tabled ordinary law 0%
0% 10% 20% 30% 40% 50% 60% 70% 80% 90%
Source Chamber of Deputies, Credit Suisse
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New Congress favors some social security reform

A ThenewspapelO Estadode Sao Paulopolled510 of the newlyelectedfederaldeputieson their preferences
regardingpensionreform, minimumretirementage, and unificationof the public and privatesectorsystems

A Accordingto the poll, 227 of them favor some socialsecurityreform, while 179 were in favorof a minimum
retirementage Thesearethe highestlevelssincethe beginningof the pollin 2017.

A Althoughstill far from the constitutionamajorityof 308 votes,the percentageof Congressmembersin favor
to the reformreached68% amongdeputieswho havemadea decisionregardingsocialsecurityreform

Stance of elected federal deputies on pension reform in latest poll

Some pension reform

Minimum age requiremen

Unification of the public and private pension progra

m Favourable m Contrary m Undecided m Didn't answer ® Wasn't located

Source: Estado de S. Paulo, Credit Suisse
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Various measures could be approved in short term

A In additionto the social securityand tax reforms, the incomingadministratiorwill need to win congressional
approvabf additionameasuredo limitincreasesn publicspendingandto boostthe productivityof the economy

A Someof thesemeasuresare alreadybeingdiscussedoy the executivebranchor are alreadybeingdebatedin
Congressand will likely be approvedwithinthe next months For example,the regulatoryagencyact, central
bank autonomy,and enhancementdo positivecredit reportingare all proposalsdefendedby the executive
branchwith high chancesof approvakarlyin the nextpresidentiaterm

Fiscal adjustments and improvement of business environment being debated by executive branch or Congress

Fiscal adjustments and improvement of business environment Type of legislation
Change in rules for unemployment insurance Bill of law

Review of unemployment benefits for artisanal fishermen Decree or directive
New Fund for Support and Development el Education (Fundeb) with conditions for efficient use of funds Bill for Constitutional Amendment (PE
Review of rules for determining, regionalizing, and adjusting for inflation starting salaries for teachers Bill of law

Reform of National Employment System (Sine) to provide incentives for private intermediation Bill of law

Regulatory Agency Act Bill of law
Enhancement of positive credit reporting Bill of law

Regulatory framewaork for telecommunications Bill of law

Privatization of Eletrobras Bill of law

Central bank autonomy Bill of supplemental law

Source: Ministry of Planning, Credit Suisse
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Privatization agenda very likely to advance in next years

A The governmenthas been advocatinga broad agendaof privatizationsAlthoughthe privatizatiorof some
importantassets(e.g., Petrobras, BNDES)is unlikely,the governmenmaysucceedin privatizingptherassets
(e.g., airports,BR Distribuidora)Not only wouldthe privatizationamprovethe shortterm dynamicsof public
accounts,they couldalsoincreasethe longterm efficiencyof the economy

Governmentys mai nowaesleneftpssesand st at e

Sector Asset Probability of approval
Infrastructure Various airports BD High
Communications Telebras B High
Communications Postal service D High
Infrastructure North-South railroad (FNS B High
Infrastructure Grains railroa¢Ferrogréo) BD High
Other LOTEX BED High
Qil BR Distribuidora E® High
Infrastructure Port authorities of various states (MA, SP, ES, RN, BA) BD High
Infrastructure Various toll road_s (Novawtra, E:R 116/ RJ - CRT, BR- 040/MG/RJ - CONCER , BR153 GO/TO , BR364/365/MG/GO , BR 364/RO/MT, BR = High
101 SC, Rodovia de Integrac¢éo do Sul (RIS} BIR/290/386/448/RS)
Infrastructure Sale of Infraero's stake in concessionaigdBrasilia, Confins, Galedo, and Guarulhos airports | Medium
Communications Empresa ConstrutorBrasilo ECB . Medium
Infrastructure Eletrobras . Medium
Infrastructure WesbEast Integration Railroad (FIOL) | Medium
Finance BNDES Participacfes L Medium
Finance Brazilian Mint - Medium
(o]] Petrobras refineries | Medium
Infrastructure Furnas (| Low
Infrastructure Transnordestina - Low
Finance Caixa = Low
Finance Banco do Brasil = Low
Finance BNDES aa Low
Finance Regional banks (Banco do Nordeste, Banco da Amazénia) (| Low
Mining Various mineral deposits (Carvdo de Candid®®, Mirirt PE/PB, Bom Jardim- GO , Palmeirépolis TO) (| Low
Qil Petrobras = Low
Source: Credit Suisse
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Currentaccount deficit to increase to USD25bn in 2019

A Resumptiorof domesticdemandis expectedto lower the trade balanceand increaseremittancesof profits
and dividendsin the comingyears As a result, the currentaccountdeficit would increasefrom USDO.9bn
(0.8% of GDP)in 2018 to USD25bn (1.2% of GDP)in 2019 andUSD37bn (1.7% of GDP)in 2020.

Breakdown of current -account deficit
(USD billion)

2 Transfers

49 w Trade balance
lg Other services and income
-19 i?:_-_ Equipment rentals

% Interest

Transportation

-D_E Profits and dividends

Bl 3 Travel

1996 1998 2000 2002 2004 2006 2008 2010 2012 2014 2016 2018 2020e

Source: Central Bank of Brazil, Credit Suisse
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IDI to continue to finance currentaccount deficit

A Despite the higher currentaccount deficit expectedfor the next years, inward direct investment(IDI) will

remainsufficientlyhighto financeit.

A IDlis characterizeds a less volatiletype of investmeniand more closelyassociatedwvith the fundamentalof
the economy The privatizatiomnd infrastructureagendaof the incomingadministratiortouldboostIDI in the
comingyears We expectIDIto increasefrom USD83bnin 2018 to USDA0bn in 2019 and 2020.

Balance of inward direct investment and current account
(USD billion,% of GDP)

-1.6

mmm [nward Direct Investment (% of GDP)
mmm Current account (% of GDP)
=O==Balance (% of GDP)

4.4
> 4.1 @@@ 41
T e S @ 46 @
3.4

1.

OoM® o L.
e |- “EE

e -2.9 o 32 -3.0

1996 1998 2000 2002 2004 2006

Source: Central Bank of Brazil, Credit Suisse
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Imports should keep increasing in 2019

A Thetradebalancedeclinedto USD61bn in 2018, after three consecutiveyearsof markedincreases The 18%
yoy increasein importsin the period more than offset the more modest growth of 10% yoy in exports
Resumptiorof economicactivitywasthe maindriverbehindthe morerobustgrowthin importsthis year

A Importswill likely continueto grow at high ratesin 2019 and 2020 despitethe more depreciatedBRL, as a
result of an accelerationn GDP growthin the next few years On the other hand, exportsare expectedto
increasebecauseof the moredepreciatedevelof the localcurrency

Ve

A Ourscenariodoes not assumea significantimpactfrom the government'sagendaof greatertrade openness
in 2019 and 2020. More meaningfuimpactswouldoccurin the mediumandlongterms

Trade balance and growth in exports and imports (USD billion, % yeaon-year change)
= E xports (%)
= |mports (%)
=O=Trade balance (USD billion)

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019e 2020e

Source: Ministry of Development, Industry, and Commerce (MDIC), Credit Suisse
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Exports to increase to USD256bn in 2019

A Exportsgrew for the secondstraightyear, totalingUSD238bn in 2018. The higherexportsin the yearwere
drivenby basic and manufacturedyoods, the formerinfluencedby the dynamicsof pricesand volumesand

the latter, by higherprices

A We expecthighergrowthin exportsof manufacturedand basicgoodsin 2019 and 2020, due to the more
depreciatedBRL and despite the lower GDP growth in Brazil's main trading partners Total exports are

expectedto rise from USD238bn in 2018 to USD256bn in 2019 and USD267bn in 2020.
|__|;I Total exports, by product (USD billion)
3

36
33 31 29 31
28 -
20
122 113 113

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019e 2020e

m Basic Products m Semi-manufactured Manufactured m Others

Source: Ministry of Development, Industry, and Commerce (MDIC), FUNCEX, Credit Suisse
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Exports strongly influenced by higher fuel prices

A Thegrowthin total exportsof 9% in 2018 was explainedoy anincreasein both volumesand prices,the same
dynamicsobservedin 2017. The growth of 5.2% yoy in export prices was significantlydriven by an

accelerationn fuel pricesin 2018 (25.2% yoy).

A Volumeincrease,on the otherhand, wasdrivenby the expansionn capitalgoodsexports(21.8%).

Growth in export prices and volumes
(% yearon-year change)

| bl
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Source: Ministry of Development, Industry, and Commerce (MDIC), FUNCEX, Credit Suisse

Growth in export prices and volumes in 2018, by class of

goods (% yearto-datechange)
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Imports to increase by 12% in 2019

A Importspostedstrong growth of 18% in 2018. The positiveperformanceof importswas widespreacdamong
allmainfive classesof goods

A The accelerationof economicactivityshould continueto boostimportsin the coming quarters,despitethe
more depreciatedocal currency We expectimportsto increasefrom USD178bn in 2018 to USD199bn in
2019 and USD215bn in 2020. We expectthe good performanceto be widespreadamongall main groups,

the onlyexceptionbeingfuelsin 2019.
128
120
106
22
21 20
o5 29 31

|__|'Z Total imports, by class of goods (USD billion)

132 127
41 o 85
KK 29 12
18
1o MM 20 BN 2. M 23 | _

17
2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019e 2020e
m Non-durable consumer goods Durable consumer goods m Capital goods m Fuels B Intermediate goods

Source: Ministry of Development, Industry, and Commerce (MDIC), Credit Suisse
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Domestic demand boosted import volumes in 2018

A The growth of 11.9% yoy in importvolumeswas the strongestsince 2010. Despitethe more depreciated
exchangerate, resumptionof domesticdemandboosted purchasesof goods abroad Capitaland durable
consumptiorgoodspostedthe highestgrowthin volumein 2018. Pricesshowedan accelerationn the year,
mostlydue to the higherpricesof fuel.

A We expectfurtherincreasesn importsin 2019 and 2020, dueto strongergrowthin domesticdemand

Growth in import prices and volumes? Growth in import prices and volumes in 2018, by class of
(% yearon-year change) goods (% yearto-datechange)
o m Price mVolume m Price m Volumes
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© Capital 3 54
m apital Goods 68.1
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lYearto-datechange for 2018
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Commodities represent 67% of all exports

A Theshareof commaoditiesn total exportsincreased
from 52.3% in 2000 to 67.7% in 2018. Three of
the main commoditiegsoybeansoil, andiron ore)

Breakdown of exports (USD billion, % of total)

Year

& Commodities

USD bn

% of total

2000 2005 2010 2018

2000 2005 2010 2018
28.8 69.3 135.8 162.3 52.3| 584 67.3 67.7

totaled38.7% of a||exportsin 2018. ¢ Main commodities 225 57.0 121.2 147.4 409 480 60.1 615
«’ Soy complex 42 9.4 17.1 409 76 80 85 171

A : H'H H §3 Oiland distillates 1.9 91 230 317 34 76 114 13.2
A The increaseof the share of commoditiesin total # iron ore 50 73 289 a0 55 61 143 o4
exports IS explained partly by the |lower ‘&' Steeland metal products 59 126 131 159 107 106 65 66
.. . W Paper and pulp 25 34 6.8 104 46 29 33 43
competitivenes®f the economy The low growthin 4 sugar 12 39 128 65 22 33 63 27
productivitycomparedto other economiesreduced . o P S T A
Brazil's capacity to compete in global trade, « Coffee 18 29 57 49 32 24 28 20

. . . L. . B Nonferrous metals 02 07 19 34 04 06 10 14
especiallywith emergingeconomiesn Asia ™= Pork 02 11 12 11 03 09 06 04

6.3 123 145 14.9
243 46.0 56.6 65.0
21.3 399 487 52.9

114 103 7.2 6.2

441 38.8 28.1 27.1

38.7 336 241 220

& Other commodities
& Non-commodities
€ Main non commodities

Exports (USD billion)

256 242 242 295 240 Total A Chemicals 39 70 122 13.0 70 59 61 54

202 218 fe® Autoparts 34 6.6 84 122 61 56 41 51
96 191 185 =72 Heavy machinery 31 7.0 82 91 56 59 41 38

98 §103 94 o 96 l[! Other @ Automobiles and motorcycles 1.8 4.7 4.6 53 33 39 23 22

82 a1 87 ll a5 s Transportation vehicles 10 36 36 42 18 31 18 17
a1 22 e A E A] Ol and distillates - Aircraft 34 32 40 35 62 27 20 15

64 1 1 W 17§13 0 30 f 21 8 Metal commodities £} Electrical anq electronics 28 53 48 32 52 45 24 13

46 _ iy i 32 | 29 - @ Pharmaceuticals 02 05 13 1.2 04 04 06 05

3 > ) ~ 6 S A @\ Footwear 1.6 20 16 1.1 29 17 08 05
56 | 54 | 57 | 55 B B @ rorcutural commocites PRI

2010 2011 2012 2013 2014 2015 2016 2017 2018

commodities
i Total

55.0 118.7 201.8 239.9

Source: Central Bank of Brazil, Credit Suisse
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China accounts for27%o0f Br azi | Us expor

A Chinais B r a maintrgdéngpartner,accountingfor 27% of its exportsand 20% of its imports Tradewith the
Asian country has been increasingsteadilysince 2000. The United States, Argentina,and the European
Unionare alsoimportanttradingpartners

Total exports, by partner (%) Total imports, by partner (%)
slala 4 040 404N RS ES 3 laoo
433%%3%%3 =1e1415 707070 7)6ls6
5556644655556767787 gl anAake
Aol EREREN L 98;8777
15 16
1ofrofr2fio Y I I S I P
25 19418]16)14
23)21
24 1616] 18 20
24 sl 15) 71700 1424415 1718
40616
70
acla0 51440050 520545354 5140050 4850 62165464 68 6506106465
2000 2003 2006 2009 2012 2015 2018 2000 2003 2006 2009 2012 2015 2018

@ Others e China % United States o Argentina e Netherlands @ Japan e Germany

Source MDIC, Credit Suisse
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IDI was more widespread among sectors and volumes

A IDI in 2018 was widespreadamongsectors The highest
share of IDI went to oil and natural gas (USD6.3bn),
followed by motor vehicles (USD4.5bn) and financial
serviceqUSDR.7bn).

A At the sametime, IDI was also more dilutedin terms of
sizeof operations Operationsworth more than USD1.0bn
totaled only USD2.1bn between Januaryand November
2018, muchlowerthanthe USD13.4bn in the sameperiod
last year Less concentratedIDI both in terms of volume
andsectorssuggestsa lessvolatileflow of investments

Inward direct investment, by transaction volume
(USD million% of total)

mmm Jan-Nov 2017
mmm Jan-Nov 2018
=O=) of total 2017
=== of total 2018

0-10 10-20 20-50 50-100 100-500 500-1000 1000-

Source: Central Bank of Brazil, Credit Suisse

Inward direct investments, by sector

(USD billion, %of total)

USD bn % of total

2016 2017 2018 2016 2017 2018
U] Agriculture, cattle raising, and mineral extraction 8.7 5.9 8.5 16.3 9.7 18.4
Oil and natural gas 4.3 3.7 5.3 8.0 6.2 114
Extraction of metallic minerals 2.5 1.0 1.2 4.6 1.6 2.6
Agriculture 0.9 0.6 0.2 17 0.9 0.4
Other agriculture 11 0.6 1.8 2.0 1.0 4.0
%y Industry 20.2 186 16.7 379 309 36.2
Chemicals 2.2 3.1 2.4 4.1 5.2 5.1
Food products 1.3 2.6 1.6 2.4 4.3 35
Motorvehicles andlatbeds 6.6 4.0 4.5 12.3 6.5 9.8
Information technology, electronic products, and optica 0.6 0.5 0.4 1.0 0.8 0.8
Machinery and equipment 1.6 0.8 0.8 2.9 13 1.8
Machinery, devices, and electrical material 11 0.5 0.4 2.0 0.8 0.9
Rubber and plastic products 0.4 0.4 0.6 0.8 0.6 1.2
Metallurgy 14 3.2 0.9 2.7 5.3 2.0
Pharmaceuticals 0.8 0.6 0.6 15 1.0 1.2
Pulpand paper 0.3 0.6 2.0 0.6 1.0 4.3
Non-metallic minerals 1.3 0.6 1.1 2.4 0.9 2.3
Other industries 2.8 1.8 1.4 5.3 2.9 3.1
& Services 242 357 208 454 59.1 451
Telecommunications 0.6 0.3 0.2 1.2 0.5 0.3
Commerce, except vehicles 5.7 5.5 31 10.7 9.1 6.8
Real estate activities 19 15 1.0 3.6 2.4 2.2
Electricity and gas 3.0 126 25 56 209 5.4
Financial services 2.0 1.6 3.5 3.8 2.7 7.6
Insurance, retiremengnd healthcare plans 0.5 0.4 0.8 0.9 0.6 1.7
IT services 0.5 0.7 1.9 1.0 1.2 4.1
Infrastructurevorks 0.4 0.1 0.4 0.8 0.1 0.8
Financial services 0.8 0.3 0.8 15 0.6 1.8
Transportation 0.3 4.2 1.1 0.6 7.0 2.3
Storage and transportation activities 15 2.5 1.6 29 4.1 35
Advertising and market research 0.6 0.4 0.2 11 0.7 0.3
Building construction 0.5 0.5 0.7 0.9 0.8 15
Nonreal estate rents 0.6 0.2 0.2 1.1 0.3 0.4
Architecture and engineering 0.3 0.4 0.3 0.5 0.6 0.6
Vehicletrade and repairs 0.6 0.4 0.2 1.1 0.7 0.3
Otherservices 4.3 4.1 2.6 8.0 6.9 5.5
A Purchase and sale of real estate 0.0 0.0 0.0 0.0 0.0 0.0
Total 53.3 60.3 46.2 100 100 100
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Higher number of companies using IDI roundripping

A DI statisticsin Braziloverestimatdoreigninvestmentamadein the countrybecauseBraziliancompaniesuse
subsidiarieslocated abroad (in countrieswith a lower tax burden)to make IDI in Brazil, using financial
transactionknownas roundtripping,whichresultin lowertax paymentsby the companies Accordingto the
CentralBank of Brazil,roundtrippingof IDI totaled USD16bn in 2015 (or 4% of total IDI), lower than the
USD46bnin 2010 (8% of total) Despitethe lowerlevel,more companiesengagedin roundtrippingin 2015
(1506) thanin 2010 (732).

A Foreigncompaniesalso use third countriesto investin Brazil For example,the stock of IDI made by the
NetherlanddotaledUSD90bn in 2015, muchhigherthanthe stock of IDI madeby a final controlledocatedin
the Netherlandsof USD13bn.

Stock of inward direct investment and round-tripping Stock of inward direct investment
(USDhbillion) (USDhillion)
2010 2015
mmm D] IDI round-tripping Immediate Final Immediate Final
investor controller investor controller
= Netherlands 163 15 90 13
“ {} Belgium 4 50 4 40
724.8 C_‘ Luxembourg 30 13 27 11
£ United States 108 110 69 77
@ China 1 8 1 9
() ltaly 5 18 4 11
& United Kingdomr 16 42 16 22
@ Germany 14 30 8 12
© Switzerland 10 13 11 15
i} France 29 31 18 21
@ Bermuda 8 9 3 5
& Chile 7 4 7 5
2010 2011 2012 2013 2014 2015 £ Spain 72 85 39 37
Source: Central Bank of Brazil, Credit Suisse
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Portfolio investments now concentrated in equities

A The sharpdeterioratiorof economicfundamentalsn recentyears,leadingto the loss of investmentgradein
December2015, triggereda strongoutflowof bondinvestmentsn Brazilandlowerbondinvestmentsabroad
As a result,in recentyearsportfolioinvestmentdhavebecomemore concentratedn equities,whichrepresent
59% of the totalin 2018.

Stock of external liabilities, portfolio investments! (% of total)

20 21 19 @ Bonds abroad
31
44 4
, 17 25 ’ Bonds in Brazil
2 41
24 @ Equities abroad
36
32
’ Equities in Brazil
- 34 37
22

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

lYearto-date value for 2018.
Source Central Bank of Brazil, Credit Suisse
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Less volatile investments In total external liabilities

A The heavy outflow of portfolio investmentsin recent years and the resilient high level of inward direct
investmentshas made the positionin externalliabilitiesmore concentratedin less volatileinvestments For
example|Dlrepresentecb0% of externalliabilitiedn 2018, muchhigherthanthe 39% in 2009. Onthe other
hand, portfolioinvestmentgepresentust 30% of all externalliabilities

Total stock of external liabilities* (% of total)

Inward direct
investments

Portfolio
investments

@] Loans
4t Corporate loans
@ and advances

9%
| 30n M 4%

2001 2002 2003 2004 2007 2008 2009 2010

lYearto-date value for 2018.
Source Central Bank of Brazil, Credit Suisse
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Government's external debt remained stable in 2018

A Brazil'stotal externaldebt remainedrelativelystableat USD538bn  Composition of external debt, by holder
from 2017 to 2018. While the government's external debt (% oftotal)

remainedrelativelystable,the compositiorof privateexternaldebt
changedsignificantly & Srzgli?ercial
r'“

A Co mp a ndelat sincreased from USD336bn in 2017 to (@)
USD369bn in 2018, while b a n kliabjlities declined from Hoans
USD133bn to USD97bn in the period

A Overall,governmenexternaldebt remainsrelativeljow comparedto

the FX reservesandtotal privateexternaldebtdeclinedn the period

Debt
allf instruments

Total external debt (USD billion) 7 = Debt
561 540 549 . instruments
Loans
55 % 70 @
416 General government
352 137 ﬁ Banks
263 278 m Companies General government
115 ”
63 Monetary authority
- feN) Debt
222 ®) | De
62 it instruments
65 =) Intercompany loans Loans

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

Source: Central Bank of Brazil, Credit Suisse
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Short-term external debt represents just 11% of total

A Totalexternaldebtremainedhighlyconcentratedn longterm debtandintercompanyoans Both components
totaled89% of total externaldebt Shortterm debttotaledUSD59bnin 2018.

A Contraryto the early2000s, the prospectsfor externalaccountsremainfavorable Total externaldebt, which
reached600% of FX reservesin 2002, representsonly 142% of FX reservesin 2018: 16% is shortterm,

63% longterm, and 62% intercompanyoans

Ve

A Thehighlevelof FX reservessignificantlyreducesthe country'sexternalvulnerability

Total external debt by time to maturity?

USD billion
® Intercompany loans
H Short term

561 540 549 545 53g

487
B long term 455
416 2080, 060222k008 -
352 128|174
106
278 58
263 95 33133 S1]s6
228 235 55 241 40 S 59

O PREERY 65 79 ] 57

9 269]29°]280)29>)284]270)266|,,,

187195183 99

1
151)152154)162)167

2002 2004 2006

lYearto-date value for 2018.
Source Central Bank of Brazil, Credit Suisse
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FX reserves strongly reduce external vulnerability

A Thelevelof FX reservesaccumulatedn previousyearsmakethe countrymuchlessvulnerableo balanceof-
paymentcrisesand capitaloutflows

Ve

A The IMF's indicatorof the adequatelevel of internationalreserves(AssessingReserveAdequacyo ARA)
pointsto a morethansufficientlevelof FX reservesin Brazil The ARAmetricevaluates (i) exports,to reflect
the potentialloss from a reductionin externaldemandandtermsof trade (ii) expandedoaymentsolutions,to
capturethe capitalflight risk of residentsthroughliquidationof domesticassets (iii) shortterm externaldebt,
to considerthe risk of rollingoverthis liability and (iv) other obligationsto captureother channelsof capital
loss, especiallyinvestmentsn securitiesand equitiesof non-residentinvestors

Reserves compared with Assessing Reserve Adequacy (ARA)index in 2018 (%)
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ARA intervals from 1.0 to 1.5 point to adequate international reserves according to the IMF

Source: IMF, Credit Suisse
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Rating agencies likely to upgrade Brazil in 2019

A Of the main credit rating agencies,S&P and Fitch rate Brazil three notches below investmentgrade and
Mo o d tw§. fhtheirreports,the agencieshavebeenemphasizinghe needfor approvabf structuralreforms
to solvethe unsustainablgath of the publicdebt

A Approvalbf socialsecurityreformin 2019 would probablylead S&P and Fitchto increaseB r a zatingfjom
BB- to BB.

Brazi l y S soverei gn credit ratin g Outlooks: @ Positive @ Stable @ Negative
Q BBB+
& BBB o @
< % BBB- alnvestmentgrade i O e e @@ ...
% © BB+ ~ Speculative grade ]
» Baa2 () .—‘ﬂ
. Baa3 alnvestmentgrade O UL T
A Bal ~ Speculative grade [ J
O Ba2 @l =00 @
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Central bank more discretionary in use of swaps

A The Central Bank of Brazil activelyengagedin FX swaps from 2011 to 2016, claimingthat this could
smoothenthe path of FX andinterestrates The centralbank's currentpolicy, however,advocatesstronger
but more discretionaryFX interventions For example,after six months of negligibleinterventionsbetween
November2017 and April 2018, the central bank injected USD7bn in May and USD37bn in June, the
strongestinterventionn history

A Despitethe heavyinterventionn 2018, the volumeof swapsof USD69bn in Octoberis lowerthan the peak
of USD115bn in March2015, a periodof activemanagemenbf FX swaps

BRL/USD exchange rate and change in central bank's position in swaps (BRL/USD, USD billionp
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Sharp rise in USD exposure of domestic investors

A At the beginningof the year, domesticinvestors(banks and domesticinstitutionalinvestors)reducedtheir
USD exposureto USD2bn in May, the lowestlevelobservedsince August2012. The strongdeterioratiorof
the financialconditionscausedby the truckers' strike reversedthis trend, and domesticinvestorsincreased
their USD positionto USD31bnin October

A Alsoin October,foreigninvestorsincreasedtheir USD exposurein the periodto its highestlevelsince July
USD position, by type of investor (USDbillion)

2015: USD37bn.
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Domestic USD exposure concentrated in swaps

A The strong deterioration of financial conditions USD position of domestic investors

causedby the truckers' strike led the centralbank (USDbillion)
to increaseits stock of swaps by USD44bn to 120
USD69bn from May to September The higher 50
supply of the FX derivativewas absorbed by ‘m ’m |””"
domesticinvestors o illly,... ""'!"'"!"!!!III | |!!!!!!!”!!mmm|
A Foreign investors increased their USD exposure -30 l L ll"“"
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Exchange rate of BRL3.60/USD in 2019

The exchangerate depreciationfrom BRL3.29/USD at yearend 2017 to BRL3.78/USD in Novemberis
explainedmostly by externalfactors, such as higherinterestrates in the USA and higher risk aversionin
emergingmarkets In 2019, we expectthe benigneffects of domesticfactorsto offset any negativeeffects
on the externalside The agendaof reformsto be approvedoy Congress(e.g., socialsecurityandtax reform)

wouldimprovethe prospectsof the domesticeconomyin the comingyears

Nominal real effective BRL/USD exchange rate and real rate in relation to
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Average 2003 2005 2007 2009 2011 2013 2015 2017 2018
REER 4.73 3.80 3.15 3.04 2.58 3.09 3.83 3.29 3.78
RER-USD 5.10 3.76 2.95 2.83 2.22 2.64 3.58 3.15 3.61
Nominal 3.06 241 1.93 1.99 1.67 2.17 3.39 3.20 3.64
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1 Real effective exchange rate: real exchange rate weighted by share of various countries in Brazil's total exports.
2RealBRL/USD exchange rate: exchange rate less the difference between inflation in Brazil and in the USA.
3 Yearto date through October 31.

Source: Central Bank of Brazil, Credit Suisse
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Few periods of strong inflows of portfolio investments

A The countrysaw three periodsof stronginflowsof portfolioinvestmentsMay-07 to Sep-08, Oct-09 to Sep-
11, and March13 to Aug-15. The two first periodswere characterizedy strong economicgrowth, healthy
publicaccounts,and a historicallyhigh sovereigncreditrating Approvalof importantstructuralreforms(e.g.,
socialsecurityreformsin 1998 and 2003) were not sufficientto triggerinflows despite being necessaryto
improvethe fundamentalf the economyandthec o u n ¢trediyratisg

Inflow of portfolio investments and Brazil's credit rating (USD billion, cumulative 12 months)
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1 Periodof strong inflows into fixed income and equities, totaling more than USD20bn.
Source: Credit Suisse
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Weak correlation of inflows to Brazil and to peers

Thereis a weak correlationbetweeninflows of portfolio investmentsto Braziland inflows to other emerging
markets For example,in two of the three episodesof stronginflowsof portfolioinvestmentgo Brazil,inflows of
investmentso emergingnarketsdecelerateqMay2007 to September2008 andMarch2013 to August2015).

A Furthermore,periodsof high liquidityin emergingeconomiesdo not necessarilyguaranteeinflows to the
country For example, while fixedincome investmentsin emerging markets excluding Brazil reached
USD145bn in the 12 monthsthrough October2018, fixedincomeinvestmentsn Brazilsaw an outflow of
USD4bn in the sameperiod

Equities inflows to Brazil and to other emerging Fixed-income inflows to Brazil and to other emerging

economies (USD billion, cum. 12 months) economies (USD billion, cum. 12 months)

80 250 60
60 200 Fixed income to
20 100
0 50
-20 0
Equity to emerging Equity to Brazil (RHS)
-40 economies ex Brazil -10 -50
-60 -20 -100 -45
Dec-00 Jun-04 Jan-08 Aug-11 Mar-15 Oct-18 Dec-00 Jun-04 Jan-08 Aug-11 Mar-15 Oct-18

1Here weconsidered the following emerging markets: China, India, Indonesia, Malaysia, Philippines, Taiwan, Vietnam, Chile |§4gaic6z8ch Republic, Hungary, Poland, Turkey, Ukraine, Lebanon, South Africa.
Source: Institute of International Finance, Credit Suisse
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Brazil has high debt and low growth compared to peers

A ThelMFexpectsB r a grosksdelstas a percentageof GDP to increasellppsto 97% in 2022, the second
highestfor countrieswith ratingsfrom one notchhigherto onelowerthanB r a £BB-). y s

A Thel M Fexmectationfor Brazil'sGDP growthin the comingyearsis alsoless positivethan the forecastfor
its peers Brazilhas the lowestforecastfor GDP growthin four years (2.2%) among countrieswith a BB-
rating, the secondlowestamongcountriesrated B+, and the lowestamongthose rated BB+. The reformist
agendaof the new administratiortouldmake a positivechangein the dynamicsfor both grossdebtand GDP
growthin the nextfew years

Gross debt in 2018 and 2022 for countries rated B+, GDP growth in 2018 and 2022 for countries rated B+,
BB-, or BB+ by S&P (% of GDP) BB-, or BB+ by S&P (%)
B+ BB- BB+ B+ BB- BB+
2018 2022 2018 2022 2018 2022 2018 2022 2018 2022 2018 2022
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Fundamentals of external sector are solid

A Despitethe expectedunfavorableathfor grossdebtand GDP growthin the comingyears,the fundamentals
of the externalsectorof the economyare solid Brazilis expectedto havelow currentaccountdeficitsin 2018
and2022 both comparedwith its peersandfrom a historicalperspective

A Its internationafteservesas a percentageof externaldebtis the third highestfor a countryrated B+, BB-, or
BB+. The highlevelof reservessubstantiallyeducesthe risk of the governmeniot beingableto pay off its
liabilitiesan hardcurrency

Current account balance in 2018 and 2022 for countries International reserves to external debt ratio in 2018 for
rated B+, BB-, or BB+ by S&P (% of GDP) countries rated B+, BB -, or BB+ by S&P (%)
B+ BB- BB+
2018 2022 2018 2022 2018 2022 B+ BB- BB+
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Source: S&P, World Bank, IMF, Credit Suisse
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Inflation and GDP per capita close to those of peers

A The lowerinflationin Brazilin previousyearsand the prospectsfor this levelto be maintainedoverthe next
few yearshasimprovedhe country'sstandingamongpeersin termsof inflation

A The country's GDP per capitais close to the medianof countrieswith a BB- rating and higher than the
medianof countriesrated B+ or BB+.

A Overall,approvalof the reforms proposedby the governmentwould reducethe structuralweaknessof the
economy(e.g., publicaccounts,low growth)and consolidaterecentimprovementge.g., stableinflation)

Inflation in 2018 and 2022 for countries rated B+, BB -, GDP per capita in 2018 and 2022 for countries rated B+,
or BB+ by S&P (%) BB-, or BB+ by S&P (USD thousands PPP)
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Changes in a country's rating are highly persistent

A Whena countryhasbeendowngradedthereis a 61% chanceit willbe downgradedagainanda 38% chance
of a thirddowngrade

A Followinga downgradethe chancesof a ¢ o u n tatingbgisgupgradedare low Thishas happenedn only
25% of all episodes

A Oddsare slightlylowerfor consecutiveupgrades after an upgrade,the countryhas 56% and 33% chances
of receivingone or two additionalupgrades

Consecutives downgrade and upgrades Percentage of changes after a downgrade
(amount of consecutive changes) (%)

m Consecutive increases
m Consecutive decreases

Downgrade Stable

Upgrade

Source: Standard and Poorys (S&P), Credit Suisse
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Time Is not driver of recovery of investment grade

Ve

A In a broadset of dataon 142 countries,29 economieslost investmentgrade Of these, 45% managedto
regainit. Thetime to regainthe investmengradevariesgreatly,with countriessuch as SouthKorearegaining
it in just one yearandtwo months,but countriessuchas Indonesiaakingmoretime (19 years)

A Venezuelaand Turkeyare the countriesthat lost investmenigradethe longesttime ago withoutrecoveringt.
Brazillost its investmentgrade three years and two months ago. Althoughsix countrieshad alreadywon
investmenigradein this period,we expectit to take moretime for Brazilto regaininvestmenigrade

Time to regain investment grade (days)
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Share of countries rated junk has increased since 1996

A S&P has rated countriesmore negativelythan positivelysince 1996. The share of countriesrated as junk
increasedromits lowestlevelof 34% in 1996 to the peakof 51% in 2016.

A In 2018, the proportionremainedrelativelystable,with half of the countriesbeingratedinvestmengrade

Share of countries with and without investment grade?! (%)
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lYearto-date value for 2018.
Source Central Bank of Brazil, Credit Suisse
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Triple-A ratings on the decline since 2005

A After peakingin 2005, the shareof countrieswith the highestscore (AAA)has plunged In the sameyear, no
countrywasratedin the defaultcategory Now, more countriesthan everare rated default

A This more negativeview of countrieswas partiallyoffset by the slightly higher share of countrieswith the
lowestratingwithininvestmengrade(i.e., BBB-).

Share of countries rated AAA, BBB-, and default (%)
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Distribution of ratings has become more disperse

A Since 1994, countriesr at i havg lsegome more  Share of countries with rates between A- and BB- (%)
disperse The proportionof countrieswith mid-scale 5%
ratingshas declined,whilethe numberwith extreme
ratings(e.g., defaultrates)hasincreased

50%

45%
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This can be seen by the diminishingproportionof
countriesrated betweenA- and BB-. In 2018, the 409

figuredeclinedto its lowestlevelever 30%.
35%
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For instance, the median rating of the countries

declinedfrom BBB+ in 1997 to BB+ in 2018. 30%
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Low external vulnerability in corporate sector

A Brazil'snonfinanciatorporatedebt totaled43% of GDP in 2Q18, lowerthanthe medianof emergingmarkets
debtof 49% of GDP

A The shareof the debt denominatedn foreign currencytotaled 16% of GDP, in line with the medianobservedn
emergingmarketsbut muchlowerthanin someeconomiesuchas Hong Kong, Mexico,Argentinaand Singapore

A Householddebtin foreigncurrencyin Brazilis negligible

Total nonfinancial corporate debt, by currency, in Nonfinancial corporate debt denominated in foreign
emerging economies (% of GDP, 2Q18) currency in emerging markets * (% of GDP, 2Q18)
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Source Institute of International Finance, Credit Suisse
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IDI of USDO0bn in 2019 and 2020

2010 2011 2012 2013 2014 2015 2016 2017 2018e 2019 2020e

Current account -79.0 -76.3 -83.8 -79.8 -101.4 541 -232 -5.5 -14.5 -25.3 -36.7
Trade balance 18.5 27.6 17.4 0.4 -6.6 17.7 45.0 64.0 53.6 54.1 49.1
Travel -10.7 -14.7 -15.7 -18.6 -18.7 -11.5 -8.5 -13.2 -12.3 -14.5 -15.5
Transportation -6.1 -8.0 -8.4 -94 -8.7 -5.7 -3.7 -5.0 -6.2 -6.4 -6.7
Equipment rentals -13.7 -16.7 -18.7 -19.1 -226 -215 -195 -16.8 -150 -17.3 -19.0
Profits and dividends -58.8 -55.8 -478 -18.7 -284 -155 -189 -158 -16.9 -225 -24.5
Interest payments -120 -144 -166 -193 -21.4 -225 -221 -228 -20.0 -19.0 -19.5
Others 3.8 5.7 6.0 4.8 5.0 4.9 4.5 4.1 2.3 0.3 -0.6
Capital and financial account 69.7 80.3 82.8 78.3 96.3 50.3 9.1 -1.7 8.9 25.3 36.7
Investments (liabilities) 30.7 37.0 38.8 38.0 40.0 33.8 33.3 72.7 823 100.3 115.7
Inward direct investment 82.4 1024 92.6 75.2 87.7 59.9 72.5 68.5 88.3 90.0 90.0
Total equities 37.7 7.2 5.6 11.1 115 9.8 11.0 5.7 -5.6 12.0 15.0
Securities in Brazil 17.5 5.3 11.4 31.0 27.1 16.7 -26.7 -5.1 -4.3 -4.0 9.0
Medium and longterm loans and securities abroad 30.1 47.7 18.7 2.5 21.6 -3.6  -15.7 -5.7 -7.4 -2.4 -10.0
Inflows 60.6 82.1 56.3 60.5 71.2 72.9 55.2 58.7 63.6 62.5 61.0
Amortizations -306 -345 -376 -580 -496 -765 -70.9 -643 -709 -64.9 -71.0
Shortterm loans and securities abroad 27.4 -3.9 -4.1 -0.1 24.9 -6.3 4.4 -5.3 0.6 -4.5 0.0
Other Brazilian liabilities -164.4 -1216 -853 -81.6 -132.7 -428 -12.3 14.6 10.7 9.2 11.7
Investments (assets) -71.8 -35.0 -333 -629 -741 -435 473 -682 -67.3 -700 -75.0
Outward direct investment -26.8 -16.1 -21  -156 -20.6 -3.1  -147 -194 -141 -19.0 -20.0
Other Brazilian assets -451 -189 -31.2 473 -535 -404 -326 -489 -53.3 -51.0 -55.0
Derivatives 0.1 0.0 0.0 -0.1 1.6 3.4 -1.0 0.7 2.8 0.0 0.0
Errors and omissions 3.6 4.4 4.3 4.6 4.4 2.8 13.5 6.4 4.8 0.0 0.0
Reserve assets -49.1 -58.6 -18.9 59 -10.8 -1.6 -9.2 -5.1 -2.9 -5.0 -4.0

Source: Central Bank of Brazil, Credit Suisse
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IPCA inflation of 4.2% in 2019

A IPCAinflationis expectedto increasefrom 3.7% in 2018 to 4.2% in 2019 and 2020. The lowerinflationof

administeredricesin the comingyearwill be offset by the higherinflationin marketprices

IPCA inflation and central bank's inflation target (%, yearon-yearchange)
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IPCA inflation to remain low throughout 2019

A The low inflationof 0.4% in 4Q18 will havea strongbase effect through2019. Inflationin 2Q19 and 3Q19
willremainfar belowthe inflationtargetof 4.25%.

A Inflationshouldincreasemoderatelyto closeto the centerof the targetonlyin the last quarterof 2019, when
the baseeffect willbe eliminated

IPCA inflation (%, yearonyear change and quarten-quarter change)
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Source:Brazilian Statistics Bureau (IBGE), Cr&iitsse
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Market prices to increase in 2019 and 2020

A Inflationin market prices was much lower than its historicalaveragein 2017 and 2018. Severalfactors
explainedhis dynamic (i) low food inflationdue to the increasein the supplyof food items (ii) a reductionin
demandpressureon servicesand industrialpricesdue to the deeprecession (iii) exchangerate appreciation
in 2017; and(iv) lowinertiadue to the low IPCAinflationin 2017.

A Forthe comingyears,most of these factorswill either contributeless to lowerinflationor evenhavethe opposite
effect The depreciatiorof the BRL/USD ratein 2018 willlikelyput pressureon costsin 2019, economicslackwill
be lessfavorablethanit has beenin recentyears,and food supplyis not likelyto increase As a result,we expect
inflationin marketpricesto increasefrom 2.9% in 2018 to 3.9% in 2019 and4.1% in 2020.

Inflation in market prices and in administered prices
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Source: Brazilian Statistics Bureau (IBGE), Credit Suisse

Breakdown of IPCA inflation by market prices and
administered prices (%, yearon-year change)
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Market prices inflation to remain below monitored inflation

A Administeredoricescontinuedto pressureinflationin 2018 due to supplyconstraints (i) inefficientand high
cost powerproduction (ii) higherhealthcarecosts and (iii) lowerglobalsupplyof oil, puttingupwardpressure
on gasolinepricesfor most of the year Exceptfor the last supplyconstraint,all other factors shouldkeep
pressuringnflationin the shortterm

A We expectinflationin administeredpricesto remainhigherthanin marketpricesin 2019 and 2020, which
wouldfurtherwidenthe price differentialin both groups We forecastinflationin administeredricesof 5.2%
in 2019 and 4.5% in 2020.

Inflation in market prices and in administered prices (index number)
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Services inflation to rise to 4.2% in 2019

A Servicesinflationis expectedto increasefrom 3.3% in 2018 to 4.2% in 2019. The higherinflationin the group
would be explainedoy more pronouncednflationin food awayfrom home, domesticworkers,and rents These
componentsshouldbe pressuredby the higheradjustmentof the minimumwage in 2019, higher past inflation
(e.g., costslinkedto IGPinflationwillaccelerate)andthe lowercontributiorfromthe slacknessof the economy

Inflation in services (%, yearon-year change)
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Services inflation reached its lowest level in 17 years in 2018

A Servicesinflationreachedits lowestlevel (3.0% yoy) in more than 17 yearsin October2018. This benign
dynamicsof servicesinflation has been in place since early 2016. The decreasein servicesinflationis
widespreadamongits componentswith all subgroupsshowingverylow inflation

A The high inertia of the group and its high weight in the IPCA index suggest that consumerinflation will

increaseonly graduallyin the comingmonths

Dynamics of services, underlying services, and services ex
food and minimum wage increase (%, yearonyear change)
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Source: Brazilian Statistics Bureau (IBGE), Credit Suisse

Breakdown of the decline in services inflation
(%, percentage points)
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Inflation in industrial goods to rise to 3.2% in 2019

Ve

A Inflationof industrialgoodsshouldincreasefrom 1.1% in 2018 to 3.2% in 20109.

A Theincreasein inflationin industrialgoodswouldbe explainedy the more depreciatecexchangerate andthe
resumptionof economicactivity

Inflation in industrial goods (%, yearon-year change)
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Source: Brazilian Statistics Bureau (IBGE), Credit Suisse
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Widespread deflation in industrial goods in 2018

A In recentyears,the industrialgroup observedsome of the most benigndynamicssince 2000. The share of
items posting positiveinflationreachedits lowestlevelin November2017 (61%) and remainedat this level
throughoutthe first quarterof 2018.

A We expectindustriaiinflationto graduallyincreaseto 3.2% in 2019, as the proportionof items with deflation
shoulddeclineas a resultof the more depreciatecexchangerate and higherdomesticdemand

Inflation in industrial goods and proportion of items with year -on-year inflation (%, yearonyear change)
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Inflation in administered prices to drop to 5.2% in 2019

Ve

A We projecta declinein inflationin administeregrices,from 6.2% in 2018 to 5.2% in 2019. Lowerinflationin
electricityand gasolinewouldbe the maindriversof this movement

Inflation in administered prices (%, yearonyear change)
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Distribution of food inflation now less extreme

A Fooditems showeda distributiorwith heavytailsin 2017, with manyitems postingeitherlow inflation(e.g.,
lower than -7.5%) or high inflation(e.g., higherthan 7.5%). In 2018, this dispersionwas reverted,with a

highershareof itemsconcentratedn intermediatevalues
A For example the numberof itemswith inflationbetween-5% and 5% increasedrom 41% in October2017
to 57% in October2018.

Distribution of food inflation in 2017 and 2018 (%, yearon-year change)
22.2 m Oct-18 m Oct-17
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<-7.5% -71.5%<X<-5%  -5%<X<-2.5%  -2.5%<X<0% 0%<X<2.5% 2.5%<X<5% 5%<X<7.5% x>7.5%

Source:Brazilian Statistics Bureau (IBGE), Cr&iitsse
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Balance of risks for inflation in 2019

%

A reduction of nostariff barriers
and import tariffs would increase
the competitiveness of the
economy and reduce inflationary
pressures.

©

Slowerthanexpected
tightening of financial
conditions in the USA and
other developed markets
would lead to an
appreciation of Brazilian

W

Given the low inflation in
several items, inertia could be
more benign than we
assumed in our scenario.

—
—_~
—-—
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Fiscal reforms
could contribute to

a more
appreciated local
currency, resulting
in a favorable

currency.

Exchange Rate
\ 4

Deterioration in financial
conditions (triggered by absence
of reforms or fastethan

expected tightening in developed
markets) could depreciate the
Brazilian currency.

Source:Brazilian Statistics Bureau (IBGE), Cr&iitsse

US market

@]] Inertia

Lower supply of oil products
(e.g., sanctions on main
exporters or cuts in oil
production by them) could
raise oil prices from their
currently low level.

By

passthrough to
domestic prices.

Weather Fiscal reform

Bad weather could trigger two negative
impacts on prices: (i) food products,

due to shortages; and (ii) higher
electricity rates (hydropower plants have
been operating at peak capacity.
Therefore, less rain would trigger the
use of more expensive sources, namely
thermal power).

O
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Stable share of items with inflation within target range

A The shareof itemswith yearon-yearinflationinsideof the centralb a n targetinflationrange (between3%
and6%) remainedstableat 28% in October2018 comparedwith December2017.

A Onthe otherhand, the numberof itemswith deflationdeclinedto 23% in October,after reachingthe highest
levelin the data seriesin April2018 of 40%. The lower proportionof items with deflationwas offset by the
highershareof itemswith low inflation(i.e., yearon-yearinflationbetween0% and 3%).

Percentage of items by level of year-on-year inflation (%)
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Source:Brazilian Statistics Bureau (IBGE), Cr&iitsse
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Inflation In food at home 0f4.3%in 2019

A Inflation in food at home will likely to remain
relativelystableat 4.3% between2018 and 2019.
This low level food inflationin historicalterms will
contributeto a gradualincreasein IPCAinflation

A The main risk to our scenariois a worse than
expectedweatherconditionat the beginningof the
yeardueto a strongEIl Niflo phenomenon

Breakdown of food inflation (%)
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Lower proportion of food items with deflation in 2018

A The high share of items posting deflationin 2017 was concentratedin food and industrialitems, with the
formerbeingstronglyaffectedby the sharpincreasein the supplyof food itemsandthe latterby the recession

and FX appreciationin 2018, the percentageof items posting deflationdeclinedin all groups, exceptthe
servicesgroup,whichis veryinertial

A Despitethe lower proportionof items with deflationin 2018, the share of items with high inflationdid not
increase Itemswithinflationhigherthan 6% declinedfrom 20% in October2017 to 17% in October2018.

Percentage of items with year -on-year deflation Percentage of items with year-on-year inflation
in each group (%) higher than 6% in each group (%)
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Source: Brazilian Statistics Bureau (IBGE), Credit Suisse
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Inflation expectations remain anchored for coming years

A Inflationexpectationsin Focus Market Readoutare 4.06% for yearend 2019, 4.0% for yearend 2020, and
3.78% for yearend 2021, in linewiththe centerof the inflationtargetsof 4.25%, 4.0%, and 3.75%, respectively
However,nflationexpectationsinderestimatéP CAinflationone yearahead,with exceptionsn 2017 and2018.

Market Readout expectations for inflation (%)

@ PCA
11

10 Lines ending at a level higher than they
started at indicate that agents have
underestimated IPCA inflation for the year.
The inverse indicates overestimation.

9
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IMarket Readout of Novemba®.
Source: Brazilian Association of Financial and Capital Market Eitieisnd, Market Readout, Credit Suisse
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Long-term inflation expectations highly de-anchored

A Inflation expectationscan be measuredby the implicitinflation embeddedin the governmentbonds (i.e.,
breakeverninflation) Oneyearbreakeveninflationforecastsinflationof 4.4% in October2019, slightlyhigher
thanthe centralb a n kfjatontargetof 4.25% for the nextyear

A On the other hand, the five-yearforwardinflation(5Y5Y breakeverinflation)predictsinflationof 6.1% yoyin
the longrun, muchhigherthanthe centralbank'slongestinflationtargetof 3.75% for 2021.

IPCA inflation and one-year forward breakeven inflation! Average IPCA inflation over five years and five-year forward

(%, yearon-year change) breakeven 5y5y inflation? (%, yearon-year change)
12 10
10 9
Breakeven 1y 8
8 IPCA by Breakeven 5y5y
7
6
6
4 5
IPCA
2 4
Sep-10 Jun-12 Apr-14 Feb-16 Dec-17 Oct19 Sep-14 Jun-16 Apr-18 Feb-20 Dec-21 Oct-23

1 We shifted to one and five years ahead the forward breakeven inflation and breakeven 5y5y rates, respectively.
2 Forwardbreakeven inflation is calculated as the forward rate of inflation implied batixé@RE) and inflatiimked bonds (NTMB), and the breakeven 5y5y is calculated as theyfear forward inflation rate implied by the PRE versus theBITN

Source: Brazilian Statistics Bureau (IB@¥ational Treasurgredit Suisse.
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Robust measures for output gap

A Themaindrawbackof statisticalfiltersto estimatethe potentialoutputof an economyis the high sensitivityof
such estimatesto final observationsTo minimizethis problem,we used a methodologyto estimatepotential
GDP by incorporatingorecastsfor the unemploymentate andthe CapacityUtilizatiorRate (CUR)

The relationship of GDP to the change in the unemployment rate and the CUR from 1QO00 to 2Q18 was
estimated using a Vector Autoregressive (VAR) model. This model was adopted to project three scenarios for
the paths of GDP growth, the unemployment rate, and the CUR, based on the median forecast and the
minimum and maximum confidence interval for projecting each variable!2.

Based on these three scenarios, the CUR and the equilibrium unemployment rate are estimated using a
model that applies a Kalman filter3, which produces three estimates for the equilibrium CUR and three
estimates for the equilibrium unemployment rate.

Three different specifications of the production function are used to estimate potential GDP, resulting
in nine estimates of potential GDP for the economy.

L ¢ pdd (P P2 L ¢ e d ( P L ¢ =9¢E )7

In addition,three other estimatesare calculatedfor potential GDP using a Hodrick Prescottfilter for the path
of GDP growthbasedon the scenariosof phasel.

1 The VAR estimation considers only one lag in variables, due to the low number of snapshots and the fact that this ammEdenprealitocorrelate@rrors. A dummy variable was also used to capture crisis periods.

2 The median scenario estimated by the VAR model does not represent our baseline scenario. Recovery in activity acésrdodetasimuch quicker than in our baseline scenario, since the VAR model does not consider
interactions of GDP with other variables (e.g., credit). Despite the simplicity of the VAR, its use in the current cahized ponsistent and nearbitrary paths for the GDP, CUR, and unemployment rate.

SAreosa M. (20 0 8 HodrickFCroemshd sntitngFi | t ering with a Production Function Appr od®hSouree: CediBuissmat e Out put Gap.
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Output gap expected to close in 2019

Ve

A The economyhas beenworkingwith highidle capacitysince 2015. The medianof the outputgap estimates
usingseveraldifferentmodelsreached-3.3% in 4Q16 and has beenclosingsincethen The slacknessof the
economycontributedto a reductionin demandpressureson inflationin the period

-

A Ourmodelssuggestthat the outputgap will closein 3Q19. As a result,the favorableeffect of the demandon
inflationwill be muchsmallerin 2019.

Median, maximum, and minimum of 13 estimates for output gap ! (%)
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1 We estimated potential GDP using three production functions arkdbithéck Prescott filter. To reduce dependence on the last observations (i.e., forecasts), we considered three different stesalios:sgenario, a negative scenario (based
on the lowest 95 intervals of a VAR forecast of GDP, capacity utilization, and unemployment), and a positive scernanithéohisgeest 95 intervals of a VAR forecast of GDP, capacity utilization, and unemployment). For more details on the
filtering procedure, seeAreosa M. (2 0 0 8HodrickR,Cesnbonhi nBi | t ering with a Production Function Appdr2oach to Estimate Output

Source: Central Bank of Brazil, Brazilian Statistics Bureau (IBGE), Staste
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Labor market indicates more favorable inflation dynamics

A Anothermeasureof slacknessin the economyis calculatedas the differencebetweenthe nonaccelerating
inflationrate of unemploymen{NAIRU)and the unemploymentate We use the same methodologyas the
outputgapto estimatea rangeof gapsfor the unemploymentate

A Theestimatespointto higherslacknessn labormarketconditionsthanin capitalconditions Thisis a resultof
the sharpincreasein the unemploymentate anda muchmoregradualrecoveryin employment

A The medianestimateof the gapin the unemploymentate was-0.9% in 2Q18 and suggeststhat the gap will
not closeuntilin 2Q20.

Median, maximum, and minimum of six estimates for gap of unemployment rate! (%)
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Source:CentralBank of BrazilBraziliarStatistics Bureau (IBGELredit Suisse
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Failure to meet target presupposes sharp FX depreciation

A We builtsomemodelsto calculatethe impactof FX depreciatioron IPCAinflation

0 ThebenchmarkPhillipscurveestimatesa passthroughof 6.9%;

0 ThePhillipscurve,whichconsiderghe slacknessof the economyyields4.4% whenidle capacityis highand 7.8% whenit is low

A The modelssuggestthat the centralbank wouldneedto see sharpFX depreciatiorbeforefailingto meetthe
inflationtarget Consideringour forecastof 4.2% for 2019, the FX rate would needto depreciatefurther by
20%035% for inflationto reachthe upperlimitof 5.75% in 2019.

Simulation of dynamics of IPCA inflation after BRL
depreciation of 10% (%, yearon-year)
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The GMM specificatioris basedon Blachard Olivierand JordiGali(2007): rRealwagerigiditiesand the newKeynesiamm o d &durhalof Moneyand Banking,35066. A GMMmodelwas builtwith restrictedcoefficients(inertiaand expectations
totalingthe unit)with instrumentsprovidedoy lagsin the endogenouwariablesThe secondestimateconsiderghe samespecificatioras that presentedpreviouslybut with the coefficientsdependenbn the thresholdvariablg(in this case, the output
gap) Themethodologyisesthe sameinstrumentsandthe previousqualityconstraint For moredetails,see Carner Mehmetand Bruce Hansen(2004) rinstrumentabariableestimatiorof a thresholdno d &donometricTheory 20.

Source BraziliarStatisticsBureau(IBGE),CentralBank of Brazil,CreditSuisse

CREDIT SUISSF_\

25 February, 2019 105



Core inflation measures have low predictive power

A The medianof all the centralb a n koyesndicatorshas been showinga much more favorabledynamicfor
inflationthan the headlineindicatorin the shortterm Statisticaltests show that core indicatorsdo not have
good predictivepowerto forecastiPCAinflationone yearahead On the other hand, IPCAinflationhas good
predictivepowerto forecastthe core measures

A Theseresultsreinforceour viewthat IPCAinflationwill remaincloseto the centralb a n targetsfor 2019 and
2020 andwillnot convergeto the medianof all core indicatorsof 3.1%.

Median, minimum, and maximum of core inflation Predictive accuracy of core measures to forecast one -year
measures and IPCA inflation?® (%, yearonyear change) forward IPCA and mean square of forecast error?
18 Predictive accuracy test Prediction error ratio
16
s IPCA EXfood 0.22 1.33
12 IPCA EXO 0.24 1.06
10 IPCA EX1 0.12 1.00

8 IPCA EX2 0.29 1.71

6 IPCA EX3 0.26 1.48

4

, M Vedian IPCA DP 0.29 1.39

IPCA MS 0.36 1.21

0 Py

Aug-00 Mar-03 Oct-05 May-08 Dec-10 Jul-13 Feb-16 Sep-18 Random Walk N.A. 1.00
1Core measur es b Reldtdriolranestral ddisflacéioi th e@e ntnrraln, Bank of Brazil, June 2018.

2 The predictive accuracy of each core measure to forecast IPCA inflation is calculated twathe pf the Diebold Mariano testalues higher than the significance level of 10% suggest that the core has lower forecasting
power than the random walk forecast. The MSE of each core measure is hormalized by the MSE calculated using the randid.walk m
Source BraziliarStatisticsBureau (IBGE), Cred8uisse
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Models point to long-term of 4.1% to 5.2% in 2019

A Inflationin 2017 and 2018 was muchmorebenignthanin previousyears The dynamicsof inflationin theseyears
was mostlyattributedto the strongsupplyof food itemsandthe high levelof slacknessin the economy As these
factorsdid not changethe economicfundamentalsit is reasonableo expectno changein longterminflation

A We built three modelsused in economicliteratureto assesslongterm inflation (the trend inflationmeasureof
BeveridgeNelson}: the unobservablecomponents(UC) model, the unobservablecomponents model with
stochasticvolatilitf UCSV),and the autoregressiveectormodelwith coefficientsthat varyovertime (TVVAR)

A Estimatedfor trendinflationvarybetween4.1% and5.2%, abovecoreinflationandinflationfor 2018.2

A Approvabf the reformsproposedby the governmerit could fundamentallhangethe longterm levelof inflation
in the country,makingconvergencef inflationto a lowerlevelmore sustainablen the longrun

Estimate of average, maximum, and minimum trend inflation (%, yearon-year change)

9
ucC
8
7
5 TVVARp=2
UCsv
5
4 ——wvv ‘A__ B e
3 TVVAR p=1
Dec-99 Aug-01 May-03 Jan-05 Oct-06 Jun-08 Mar-10 Nov-11 Aug-13 Apr-15 Jan-17 Sep-18
1The BeveridgeNelsoninflationmeasureis calculatedas: “ * io EO “ .2 Such measureshave better predictivepower than the usual core measures for more detailssee Outlookfor 2018 and 2019 better but still

uncertain,December2017. 3 The mainreformsthat couldchangethe levelof inflationin the comingyearsare socialsecurityreform,increaseof opennessof the economy,agendaof productivityautonomyof the CentralBank
of Brazil,de-indexatiorof the economy and privatizatiotf state-ownedcompanies

Source BraziliarStatisticsBureau(IBGE),CreditSuisse
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Brazi |l Us 1 nflation target ¢

A The centralbank had reducedthe inflationtarget from 4.5% in 2018 to 4.25% in 2019, 4.0% in 2020,
3.75% in 2021. The lower center of the inflationtarget range is compatiblewith the averagemidpointof
inflationtargetrangesobservedn emergingeconomieg4.0%) andrepresentsa structuralimprovementor a
countrywith a historyof highinflation

A The main risk to meeting the new targets is nhonadvancementof the fiscal consolidationprocess The
maintenanceof high fiscal deficits would eventuallylead the country to fiscal dominance,preventingthe
monetaryauthorityfrom meetingthe lowerinflationtargets

Inflation targets of countries over time ! (%) — Trajectory @ Current
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1 Blue line represents the path of inflation target center of each central bank of each irélegieting over time
Source Central Banks, Credit Suisse
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Selic rate to increase to 8.0% and 9.0% by YE19 and YE20

A Thecentralbankis expectedto initiatea gradualtighteningcyclein 3Q19 to keepinflationbelowthe centerof
the targetrangein 2019 and 2020.

A The closingof the outputgap in 3Q19, the low differentialbetweendomesticand foreigninterestrates, and
the lowerinflationtargetsin 2019, 2020, and 2021 wouldrequirethe centralbankto removethe expansionist
effect of its monetarypolicy We expectthe centralbankto implementa gradualapproach with increasesof
50 basispointsat eachmeeting,startingin September

Selic interest rate, real Selic rate, and IPCA inflation (%, p.a.)
20
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Source: Central Bank of Brazil, Credit Suisse

16
14
1

N

1

o

SO N b~ O 0

CREDIT Smssg“ 25 February, 2019 110



Current monetary easing cycle will be longest since 2000

A Thecentralbank startedthe currenteasingcycleon October2016 with a 25bps cut. The cumulativechange
in the Selicrate reached775pps on March2018, the third highestsince2000.

A Basedon our forecastfor the Selicratein 2019, the currenteasingcyclewill be the longestsince2000. The
numberof monthswouldtotal 35 after the first cut in the Selicrate, three monthsmorethanthe easingcycle
initiatedin September2005. The currenteasingcyclewas alsoone of the mostgradual Thefinallevelof the
policyratein the currentcyclewasachievedonly 18 monthsafter the first cut.

Cumulative change in Selic interest rate in easing cycles
(percentagepointy

February 2002 to September 2002 (Fraga)

-2
March 2000 to March 2001 (Fraga)
-4
January 2009 to July 2009 (Meirelles)
August 2011 to October 2012 (Tombini)
-6
October 2016 to September 2019 (Goldfajn and Campos)
-8
September 2005 to September 2007 (Meirelles)
-10
June 2003 to August 2004 (Meirelles)
-12

T T+5 T+10 T+15 T+20 T+25 T+30 T+35

Source: Central Bank of Brazil, Credit Suisse
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Effect of easing cycle to be one of the strongest

A Theexpansioniseffect of monetarypolicy(calculatecas the differencebetweenthe real Selicrate and natural
interestrate) reached-3.7 and -3.4pps in Septemberand October,the secondstrongestof easingcycles
since2003.1

A Consideringoest internationapractices,the normalizatiorof the monetarypolicyto a non-expansionistevel
shouldbe gradual,whichsuggeststhat the expansioniseffect will last long For example,a tighteningcycle
with 50bps hikesstartingin 3Q19 wouldnot eliminatethe monetaryeasingeffect until 3Q20.

Difference between the real Selic rate and the natural Summary of previous monetary easing cycles?
interest rate (percentage points) . Median ~ Maximum
. Duration . . . .
Easing Cycles Start End differential  differential
6 (Days)
(PR) (PR)
4 @ 18-Jun-2003 15-Sep-2004 455 -0.3 -4.9
2
@ 14-Sep2005 16-Apr2008 945 1.1 -1.3
0
-2 @ 21-Jan2009 28-Apr2010 462 -0.9 2.1
@ 31-Aug-2011 17-Apr2013 595 -0.7 -3.4
-6
| Easing Cycles
8 @ 19-Oct2016 18-Sep2019 1064 0.1 -3.7

Aug-03 Feb-06 Aug-08 Feb-11 Aug-13 Feb-16 Oct-18

1 Period in which our estimates of natural interest ratast?2 To calculate median and maximum differential we used the values for October 2018.
Source Bloomberg, Brazilian Association of Financial and Capital Market Entities (Anbima), US Federal Reserve, IpeaDatan€ehBeh#| B3, Credit Suisse
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Monetary easing cycle to continue to fuel economy in 2019

A The low Selic rate will continueto stimulatethe economythroughout2019. Our model® StructuralVector

AutoregressivéSVAR)modelsand one Vector AutoregressivéVAR)modelfor BrazitO indicatethat cuts in
the Selicrate had a strongimpacton the subsequeniguarters The cumulativeeffect of keepingthe rate low
for a prolongedperiodwilllikelyacceleratethe economyin the comingquarters

inflation,takinginto accountits laggedeffect

Response of output gap to 100bps rise in Selic rate (pps)
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A At same time, monetarypolicy normalizatiorshould start before the emergenceof demandpressureson

Response of domestic absorption gap to 100bps rise in
Selic rate (pps)
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absorption gap, inflation, interest rate, and real effective exchange rate, and two exogenous variables to captune witkr utiglobal economy (i.e., global trade gap and Fed funds rate). The output gap and domestic absorption measures w
obtained using the Beveriddéelson decomposition and were based on AR (4) models and a time horizon of 12 quarters fevftsarapte forecast. Domestic absorption is composed of consumption and investments.

Source: Central Bank of Brazil, Brazilian Statistics Bureau (IBGE), Credit Suisse
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Interest rate differential reached the lowest level ever

A The strongmonetaryeasingcycleimplementedsince 2016 drovethe differentialof domesticinterestrate and
foreigninterestrate to the lowestlevelever The differencebetweenthe Selicinterestrate and the fed fund
rate reducedfrom 13.9pp in September2016 to 4.6pp in September2018. For the 10 year maturity,the
differencedeclinedfrom 9.6pp to 7.2pp in the sameperiod

A Thesamehappenedwithrealrates The differentialof the 10 yearrealinterestratesreachedthe lowestlevel
of 4.0pp in September2018 while shortterm differentialreduced by 8.5pp since December2016. The
expectedcontinuatiorof the tighteningcyclein US throughout2019 suggestthat the stabilityof the Selicrate
at the currentlevelis unsustainablén the mediumterm

Difference between domestic and foreign nominal Difference between domestic and foreign real interest
interest rate * (%, p.a.) rate 1 (%, p.a.)
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Nominal 10 year interest rate yield difference Real interest rate 10 year yield difference
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Nominal spot interest rate difference
20 4
10 2

Real spot interest rate difference
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1 Real Fed funds and Selic interest rates are obtained by subtracting the nominal rate by the current inflation. The ngeainaki® obtained by the term structure of interest rate of each country, and the real 10 year rates
are the TIPS and NTNB interest rates for US and Brazil, respectively.

Source FRED, National Treasury, Credit Suisse
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Interest differential is low in comparison to emerging markets

A Thereductionof the differentialof Selicand Fed fundsrateswas strongevenwhencomparedo the dynamics
of interestrate differentialsn emergingmarkets For the first time since 2005, the interestrate differentialin
Brazilis lowerthanthe one observedfor emergingeconomies

A The dynamicfor the interestrate differentialin real termswas also similar The differentialfor Brazilstrongly
declinedfrom 12.2pp in December2016 to 1.9pp in September2018, same level observedin emerging
economiesin the month Thelow levelof the interestratesreducesthe attractivenesof foreigninvestments
andincreasecapitaloutflowsto economieswith higherreturns

Difference between domestic policy rate and Fed funds Difference between real domestic policy rate and real
in Brazil and emerging economies? (pp, p.a.) Fed funds in Brazil and emerging economies?(pp, p.a.)
20 18
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Emerging Markets 0
0 -2 ---Emerging Markets Emerging Markets ex-China
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1 In emerging economies, Brazil was inotuded? Real interests rate obtained by subtracting the nominal rate by current inflation of each country. Developed and ezresgimgearehiculated using the current GDPs of the countries.
Source IMF, Credit Suisse
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Attractiveness of carry trade in Brazil has declined

A Formanyyears,Brazil'shighinterestrateshad attractedforeigninvestorswith low cost of fundingto investin
long-term securities(knownas carrytrade) One of the mainrisks embeddedn this type of transactions FX
depreciationAs a result,investorscomparethe yieldwith anylong-termimbalancen the FX rate!

A Thedeclinein the basicinterestrate in Braziland the higherratesin other countries,despitethe expectation
of a less depreciatedBRL, have made the carrytrade less attractivesince 2016. The countrynow has the
fourth-highestFX-adjustedcarrytradewithina sampleof 29 countries(vs secondhighestin 2016).

Differential of 10 -year US and domestic rates and between real exchange rate and historical average
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* We used the difference between the real exchange rate and its historical average as therfomgbalance of a currency. Talculate the uncovered carry trade, we calculated the difference between the yieleyefien
public securities in the USA vs. other countries. The countries used were Colombia, India, Austria, Belgium, CanaagadS@ititeriGermany, Spain, France, the United Kingdom, Israel, Italy, Japan, Korea, Mexico,
Netherlands, Russia, South Africa, Brazil, Argentina, Australia, Bulgaria, China, Iceland, Ireland, New Zealand, Pegapang Si

Source: © Datastream International Limited. All rights reserved, Bank for International Settlement§uisselit
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Brazilian public debt to continue to pressure interest rate

A The high gross debt of the governmentand its expectedupwardtrajectorymake investmentsindexedby
domesticinterestratesevenlessattractive The grossdebtincreasedrom an averageof 63% between2011
and 2015 to 80.1% between2016 and 2018, revertingthe strong performanceof the fiscal accounts
between2001 and2015.

A Thestrongdemandfor privatesavingscausedby the highfiscaldeficitswill continueto pressureinterestrates
in the comingyears Additionaldeterioratiorregardingthe dynamicsof fiscalaccountswouldtriggera strong
exchangerate depreciatiorforcingthe CentralBankto starta tighteningcycleearlierthan our expectation

Gross debt and real interest rate of selected countries®.2.3)
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1 Real interests ratevere obtained by subtractiige nominal ratérom curreninflation of each country. Developed and Emerging indexes were calculated using the current GDPs of the countriesps dsengrigint in the index.
nEmer gi ngt dBoaeils The data foripublicldebtthe from the IMF, whose methodology is different from that of the Central Bank of Brazil.

Source: IMF, CredBuisse
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Central bank has become more sensitive to inflation

A To capturechangesin the reactionfunctionof the CentralBank of Brazil,we useda time-varyingTaylorrule
for the Selicinterestrate The monetarypolicyrate set by the centralbankis a functionof the neutralinterest
rate, the deviatiorof inflationto its target, and the outputgapg-2.

A Theresultsof the estimatessuggestthat the centralbank has becomemore sensitiveto inflationovertime
andlesssensitiveto the outputgap.

1

“+1(S,08)* Y(#- #) + y (GDP),

where S Iis the Selic rate, S* | s the neutr al Il nteres
Coefficient of differential between Coefficient of deviation Coefficient of
past Selic rate and natural rate of inflation to target output gap
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1 The GDP gap and the neutral interest rate were calculated using the Hdtheskott filter. For more details, see Areosa, R1.Q 0 8 ) : n, C o mraéscoft Filtgring-dtidar Produktion Function Approach to Estimate
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Expansionistcycle driven by both inflation and slackness

Ve

A The difference between the Selic rate and the natural interest rate measures how expansionistor
contractionisimonetarypolicyis. A breakdownof this differenceshowsthat the centralbank's decisionwas
basedon the low rate of inflationand negativeoutput gap of the economy This combinationof a negative
outputgap andinflationbelowtargetwas observedn onlytwo periods 4Q0301Q04 and 3Q1703Q18.

-

A A reductionof the outputgap in the comingquarters,the currentlevelof inflationcloseto the centralbank's
targetfor 2019, andthe centralbank's lowerinflationtargetsfor 2021 and 2022 wouldleaveless room for
the monetarypolicyto remainexpansionist

Breakdown of difference between Selic rate and natural interest rate (percentage points)
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Source: Brazilian Statistics Bureau (IBGE), Credit Suisse
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Taylor rule projects Selic interest rate at 9.4% in 2020

A Underour base case scenariofor inflationand output gap, the TaylorRule equationprescribesthe current
levelof Selicinterestrate at 7.3%, and an increaseto 9.4% in the yearend 2020. The closingof the output
gap in the end of 3Q19 and inflationclose to the CentralB a n kayget throughout2019 shouldtrigger a
tighteningcyclein the comingquarters Accordingto the Taylorrule, the policyrate shouldincreaseto:

0 7.8% in 2020, in analternativescenarian whichinflationdeclinesto 3.8% and GDP growthremainscloseto 2.0%.
0 10.7% in 2020, assumingnflationreachingd.75% and GDP growthof 3.5%.

Scenarios for the Selic interest rate implied by the Taylor rule (%, p.a.)
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1 Potential GDP calculated using a Hodrleiescott filter, with expansion of our GDP growth forecast until 2023 to minimizisktef overestimation attals.or mor e det ai l s, see Ar e-®Presaqgit M.
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Source: Central Bank of Brazil (BCB), Cr&liisse
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Term premium remained low in recent years

A Thetreasuryinterestratescan be decomposedn marketforecastfor the future path of shorttermyieldanda
premiumfor the uncertaintyregardingthis forecast(term premium) We replicatedthe F e dnyethodologyto
decomposehe 10 yearyieldof the Braziliartreasuries.

A The dynamicsfor the modelbased market expectationsand term premiumhas changedsignificantlyover the
years Before 2004, investorsrequireda highterm premiumgiventhe morevolatilemonetarypolicyrate In recent
years,the term premiumand marketforecastfor interestrateshavedeclinedsignificantlyEvenin periodsof strong
financiaktress,asin 2015, the marketforecastremainedcloseto 14% andthe term premiumat 3%.

Breakdown of ten -year yield in model-based market expectation and term premium? (%, p.a.)
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1 The methodology decomposes the interest rate in the risk neutral measure assuming an affine representation of therfeicesdétails see: Adrian, T., Richard Crump, Emanuel Moench:
nPricing the term structure with |inear regressi on snstedthbuoghctolei2018f Fi nanci al Economics, Volume 110
Source: B3,Credit Suisse
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Term premium model projects Selic rate of 8.0% In ten years

A The modelbasedmarketexpectationdor the Selicrate in ten yearshas declinedsharplysince reachingthe
peakof 13.7% in December2015. In October2018, theywereat 8.0%, closeto the medianexpectationof
8.0% in the MarketReadoutsurveyfor the Selicrate in two years

A On the other hand, the term premiumsaw an increasebetweenMarch 2017 and August 2018, when it
reachedthe peak of 4.4%. After that, it declinedsharplyto 2.7% in October,in line with the less uncertain
politicalscenario

Breakdown of ten -year treasury yield in market expectations and term premium (%, p.a.)
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Source:B3, Credit Suisse
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Tightening cycles of 2004 and 2008 were predicted by FRAS

A Marketexpectationgegardingmonetarypolicycan alsobe inferredfrom forwardrates (FRA)for yearsahead
For example,the tighteningcyclesin 2004 and 2008 were predictedby the FRA at the beginningof each
cycle One week beforethe tighteningcycle of 2004, the forwardrates for one and two yearswere 13.8%
and 13.3%, respectivelycloseto the Selicrate of 13.75% at the end of the tighteningcycle In 2008, FRAs
of one andtwo yearswere only45 and 43 basispointshigherthanthe endlevelSelicrate one week before
the start of the tighteningcycle

Selic, FRA 1x2 interest rates (%, p.a.) Selic, FRA2x3 interest rates (%, p.a.)
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Source:B3, Central Bank of BraziCreditSuisse
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Tightening cycle of 2013 was not predicted by markets

A Thetighteningcyclein 2010 was alsoanticipatedby FRAs,but the cyclein 2013 cyclewasnot In 2010, the
FRAsof one and two yearswere pricingin a Selicrate of 13.0% and 12.9%, in line with the terminalSelic
rate of 12.5%. On the other hand, FRAs did not predictthe 2013 tighteningcycle, the differencesbeing
493bps and453bps Theforecastsin the FocusMarketReadoutdid not accuratelyforecasteithertightening

cycles,the forecastsbeing150bps and 700bps lowerthanthe terminalSelicrate

Selic, FRA 1x2 interest rates (%, p.a.)
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Market survey forecasts point to more gradual tightening

A The medianexpectationin the Focus Market Readoutsurveyprojectsthe Selic rate at 7.75% at yearend
2019 and8.0% at yearend 2020, lowerthan our forecastof 8.0% and9.0% andthe FRA1x2 of 9.1% and
FRA2x3 of 10.6% for the period

A Interestinglythe FRA interestrates remainedhigher than the Market Readoutexpectationthroughoutthe
year The market's expectationsof 8.0% for the Selic rate and 4.0% for inflationfor next yearssuggesta
medianmarketforecastfor the naturalinterestrate of 4.0%, muchlowerthan our estimates

Selic, FRA 1x2, FRA 2x3 interest rates(%, p.a.)
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Source:B3, Central Bank of BraziGredit Suisse.
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Monetary tightening cycles in Brazil are strong and fast

A Previousmonetarytighteningcycles in Brazilwerecharacterizedby sharpincreasesn interestrates In five of
the pastsixtighteningcycles,the Selicrate increasedoy morethan 350 basispoints

A All tighteningcycles lasted no more than 16 months, with the exceptionof the cycle from April 2013 to
October2016.

A Of all tighteningcyclessince 2000, two started with a 25bps increase(2004 and 2013), two with 50bps
(2001 and 2008), one with 75bps (2010), and one with 300bps (2002).

Cumulative change in Selic interest rate in tightening cycles

(percentagepointy
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1A monetary tightening cycle is defined as the starting on the month of the first hike and ending on the month befstegtiediion in interest rate. Source: Central Bank of Brazil, Credit Suisse
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Prolonged easing cycles require anchored expectations

A The highidle capacityis not a sufficientconditionfor the centralbank to keep interestrates at low levelsfor a
prolongedperiodof time Fiscalandexternalvulnerabilitieaeedto be solvedto sustaina policyrate at lowlevels

A Since 2000, there were eight episodesof emergingmarketspostingstrongrecessions. As expected,these
countriesimplementedstrongeasingcyclesand, in certaincases,for a prolongedperiodof time. Despitethe
highidle capacity,some countries(Argentina,Russia,Turkey,Hungary)hadto anticipatethe tighteningcycle,
mostof whomhad strongfiscalvulnerabilities

Monetary interest rate before and after episodes of strong recessions (%, p.a.)
Policy rate
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recession contraction easing easing (m ontr?s)
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1 We did not consider Argentina in 2001 because the scale of the figure. We used 23 emerging market econom@&mead/strong recessias episodes of twaonsecutive contractiors quarterly GDP growth and wittotal GDP
contractono? %, i n | ine with the $&dm2Qldtp 4@16. mthe taecepisodesdéep recesSionalmenting wdhigh id¢alvulnerability and defaulted on its sovereigbt in 2001. The CentraBank of

Hungarystatedthat he nunor t h o dncxeaskdnflatioraandhat threehiies waulé start December 2000. Turkey hdsistoricalyhigh deficits, combined with IMF loaA®ue to the use of the general definition of recession in
this exercise, the start of the recession in Brazil was in 4Q14, not in 2Q14.

Source BIS, Credit Suisse
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Broader reforms could reduce size of tightening cycle

A One upside risk to our scenario of a 250bps
increasein the Selic rate in coming years s the
possiblereductionin the naturalinterestrate due to
the approvabf broadstructuralreforms

Gross debt in emerging markets in 20181 (% of GDP)
~

87.3

67.4
68.9

A Severalfactors explainthe high naturalinterestin
Brazil (i) high gross debt (ii) high primary and
nominaldeficits (iii) low levelof privatesavings (iv)
low level of opennessof the economy (v) past
history of defaults and (vi) high inflation Hence,
addressingsome of these factors couldreducethe
naturalrate

A Overall, both the micro reforms and the fiscal
consolidationprocess would reduce the natural
interestrate, diminishingthe size of the tightening
cycle necessaryto reachthe inflationtargetin the
comingyears
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Formal autonomy of central bank could be approved

A Congresshas been discussingsupplementabill of law No. 32/ 03, which establishedixed mandatesfor the
governorsand the chairmanof the CentralBank of Brazilthat do not coincidewiththe Pr e s i mhanaate y
The bill would reduce uncertaintyregardingthe new governorsduring the transitionto a new administration
and contributeto reducepoliticalpressureson the monetaryauthorityto spurshortterm returns(e.g., higher
growth)to the detrimentof long-term benefits(e.g., lowerinflation,highergrowth) The new administrations

in favorof the proposaland couldput its proposalforwardin the comingquarters

Benefits of granting formal autonomy to Central Bank of Brazil

Robust
monetary policy

Formal autonomy of the
monetary authority would
make monetary policy more
robust and, consequently,
would increase the society's
weltbeing.

Source: Credit Suisse

Anchoring of inflation Fiscal adjustment
expectations stimulus

Formal autonomy would reduce uncertainty Formal autonomy of the
regarding the perception that certain monetary authority would
monetary policy decisions were influenced bynake it difficult for the
the federal government in recent decades. government to finance
Even if this has never been the case, such public debt via
uncertainty would hinder inflation control.
Such autonomy would anchor inflation
expectations more solidly around the center
of the target range and increase the power
of monetary policy.

seigniorage.
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Conditions for credit expansion arefavorable

A The continuityof morefavorablefinancialconditions Dynamics of delinquency in non -earmarked bank loans

owing to the postponemenbf the monetarypolicy (% of stock of credit)

normalizationprocess will likely result in more EeeE 6
significant expansion of nonearmarked bank
lending in the next few quarters The current
startingpointfor the creditcycleis favorable
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recession period, the delinquency rate in non
earmarked bank loans to both individuals and
corporationsis at its lowest level of the past few
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Total bank lending to rise 8.8% in 2019 and 2020

A Maintenanceof the Selic basicinterestrate belowits neutrallevelshouldkeep growthin banklendingon a
positivetrendin the comingquarters

A Growthin total lendingshouldincreasefrom 5.5% in 2018 to 8.8% in 2019 and 8.9% 2020, a movement
that shouldbe drivenby non-earmarkedending,whichis moreresponsiveo the effects of monetarypolicy

A Earmarkedendingshouldresume,althoughat a more moderatepace, after three consecutivecontractions
between2016 and2018.

Growth in bank lending (%, p.a.)
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Source: Central Bank of Brazil, Credit Suisse
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Non-earmarked lending should continue to recover

A The maindriverof the accelerationin bank lendingwill be the non-earmarkedportfolio,for both households
andbusinesses

A Our basecase scenarioassumesthat the more favorablefinancialconditionsseen in recent monthsshould
continueto contributeto a resumptionn nonearmarkedendingin the nexttwo years

Ve

A Thisenvironmentvill favoran increasein privateinstitutions'shareof the creditmarketin the nextfew years

Growth in non-earmarked lending (%, p.a.)
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Private banks' share in credit market to continue rising

A After manyyearsin which publiesector banksdrovethe dynamicsof bank lending,the lasttwo yearssaw a
reversalof this process,with privatebanksincreasingheir sharein total lending,from the low of 43% of the
totalin mid-2006 to nearly48% in September2018.

A The shrinking of the share of public banks is explainedby the repaymentsof loans from the Brazilian
DevelopmenBank (BNDES)to the NationalTreasuryand the changein the methodologyfor calculatingthe
long-terminterestrate (TLP), whichmadesubsidizedoansless attractiveto the corporatesegmentby making
the TLP higherandcloserto the monetarypolicyrate (Selic)

Ve

A The incomingadministratiorhas promisedto maintainthe current restructuringpolicy, which would boost
privatebanks' shareof total lendingin the nextfew years

Share of public and private banks in total bank lending (%)
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Public banks preventing resumption of lending

A The central bank has implementedfive monetaryeasing cycles since 2002: cycle 1 from June 2003 to
August2004 (1000 basispoints),cycle2 from September2005 to September2007 (850bps), cycle3 from
January2009 to July 2009 (500bps), cycle 4 from August2011 to October2012 (525bps), and cycle 5
from October2016 to March2018 (775bps)

A Despitethe strong declinein the policyrate in the currentcycle, recoveryin bank lendinghas been slower
thanin othercycles,especiallyfor lendingby publicsectorbanks

Dynamics of real total bank lending in  Dynamics of real private bank lending Dynamics of real public bank lending
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Decline in lending rates for individuals has been small

A Despite being one of the strongestmonetaryeasingcyclesin recent past, the currentcycle has not been
completelptransmittedto the lendingrateschargedon nonearmarkedoansto individuals

A Comparinghe currentcyclewith the last four easingcycles,the passthroughof the declinein the Selicrate

to interest rates charged by banks on the portfolio of individualswas the lowest when we weight each
transactiorby its sharein total lending

A The passthroughwas much higherin other cycles, reachinga ratio of 4.20 in the cycle implementedrom
January2009 to July 2009, for example

Pass-through of Selic cuts to lending rates for Pass-through of Selic cuts to lending rates for
non-earmarked loans to individuals? non-earmarked loans to individuals?
(simpleaverage) (weightedaverage by share of each segment)

Cycle 1

S

3.4

Cycle2

Cycle3

Cycle4d

Cycle5

=
o]

1 We divided the magnitude of the decline of interest rate during the easing cycle by the magnitude of the decline raféntbeegied on the portfolio of nesarmarked loans to individuals. For eammarked lending to individuals, the
series are reported for the following transactions: overdraft loans (2.9% of the balancesafrmamked loans to businessgsgrsonal credit (48.8%), auto loans (1%6J.

Source Central Bank of Brazil, Credit Suisse
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Pass through in the corporate lines equal to other cycles

A Despitethe lower passthrough from the declinein the policy rate to operationsfor individualsthe pass
throughto corporatesegmentshasbeenverycloseto the one observedduringothermonetaryeasingcycles

A For example weightingthe declinein interestrate of each operationby its sharein the total non-earmarked
lendingfor corporates,the passthroughwas 89% of the declinein the policyrate, not very differentfrom
whathappenedduringthe fourth, the secondandthe first cyclesanalyzed

Pass-through of Selic cuts to interest rates Pass-through of Selic cuts to interest rates
in non-earmarked lending for corporates? in non-earmarked lending for corporates?
(simpleaverage) (averageweighted by share of each segment)

0.91

Cycle 1 0.88

Cycle2 _ 1.07 0.92

1 We divided the magnitude of the decline of interest rate during the easing cycle by the magnitude of the decline rafentbeeged on the portfolio of nerarmarked loans to individué#®rthe portfolicof nonrearmarked loans to
businesses, the following transactions are reported: discount of receivables (7.6% of the balaneeavfmarked loans to busses), working capital (40.7%), vendor (0.5%), ACC (8.0%), and externaithessgh (4.2%).

Source: Central Bank of Brazil, CreSlitisse
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Interest rates remain high in some segments of credit

A Despitethe recentdeclinein interestrateschargedin ~ Dynamics of interest rates in some credit lines (%, p.a.)
the main segmentsof the nonearmarkedportfolio, 350
there is still much room for additionaldeclinesin
other segments,especiallythe portfolioof loansto

o 300 Overdraft loans
individuals
A For example,the lendingrate chargedon overdraft ,
loans remainshigher than 300% p.a., the highest >0
levelin the data series Consideringthat the policy

rate is at its lowest historicallevel, there is much 200
roomfor this lendingrate to convergeto lowerlevels
in the comingquarters Many other segmentsof the
nonearmarked portfolio have followed the strong
declinein the Selicrate in the lastquarters
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M
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A The reduction in risk aversion and the benign
dynamics of delinquencyrates also suggest that
lendingrates for non-earmarkedoansto individuals
shouldremainon a downwardtrend in the quarters
ahead

Source: Central Bank of Brazil, Credit Suisse
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Credit origination was low at start of current cycle

A Despitethe acceleratiorof creditoriginationsn recentmonths,the impactof the improvemenin banklending
conditionson the realeconomyhas beenlowerthanin other monetaryeasingcycles

A Thisis explainedoy the fact that the sizeof creditoriginationsn the economyat the start of the currenteasing
cyclewas muchlowerthanat the start of previousmonetaryeasingcycles

A For example,credit originationsas percentageof GDP were 2.8% at the start of the currentcycle, much
lowerthanthe 5.3% observedn the secondcycle,implementedrom September2005 to September2007.

Ratio of originations of reference loans to GDP at start of  Ratio of origination of reference loans to total lending at
monetary easing cycles start of monetary easing cycles
(%, three month moving average) (%, three month moving average)

8.6

4.9

Cycle 1

Cycle 2 5.3 9.8
Cycle 3

Cycle 4

Cycle 5

Source: Central Bank of Brazil, Credit Suisse
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Credit originations have started to resume

A As a resultof the low base of credit originationsthe impactof the improvemenin credit conditionsshould
take moretimethanin previousperiodsof monetaryeasing

A Maintenanceof the Selic rate at the currentlevel of 6.5% p.a. for a prolongedperiod shouldkeep credit
originationsas percentageof GDP on an upwardtrend, reversingthe strong declinein this ratio observed
duringthe recessionfrom 2Q14 to 4Q16.

A Monetaryeasing should be one of the main driversof the resumptionof economicactivityin the coming
quarters

Dynamics of ratio of originations of reference loans to Dynamics of ratio of originations of reference loans to
GDP (%) total stock of loans (%)
6 11
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Truckers'strike reversed positive momentum of indicators

A Afterthe end of recessionin 4Q16, the maineconomicactivityindicators(i.e., industriajproductionproadreal
retailsales,and corerealretailsales)startedan upwardtrend, showingrobustacceleratioruntil 1Q18.

A However, the tighteningof financialconditionsdue to the high uncertaintyregardingthe outcome of the
electionsandthe truckers'strikereversedhe trend of industrialroductionn 2Q18 and 3Q18. Despitethese
events,realretailsalescontinuedto see positivemomentum

Dynamics of industrial production
(Index number, seasonabyljusted, De€l6=100)
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Source: Brazilian Statistics Bureau (IBGE), Credit Suisse

Dynamics of retail sales and real revenues from services
(Index number, seasonalyljusted, De€l6=100)
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Positive dynamics of economic activity in 2019 and 2020

- . /
More robust Some constraints Main riskis the Increase in longterm
economic prevent greater implementation of growth requires
recovery acceleration in fiscal consolidation reforms in coming
demand process years
The more robust recovery A few restrictions prevent The main risks are: The necessary
of economic activity willbe  greater acceleration in Almplementation of fiscagenda ~ adjustments are:
driven by: demand: with Social security reformas Al ncrease in ecor
AGreater impact of monetary ALower government consumption primary item on agenda openness
easing cycle on economy than in the past APath of interest rates in main AMeasures that improve the
Almprovement in balance sheet of ALower expansion in exports than developececonomies business environment in the
households and businesses, due in period of strong growth of ADynamics of GDP growth of country
to strong deleveraging cycle main trading partners Brazilys main tAfdplolemeéntifcudlitydfer s
ALower uncertainty regarding (e.g., China) institutions
governmentys fiscal agenda ATax reform
AMore favorable labor market APrivatization of statewned
conditions enterprises
Source: CrediSuisse
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Carryover 0of0.8%for GDP growth in 2019

A Assumingour forecastof 0.5% qoq for GDP growthin 4Q18, the carryoverfor GDP growthin 2019 will be
0.8%. In otherwords,if GDP remainsstableduringall quartersof 2019, GDP growthin 2019 will be 0.8%.

A GDP growthin 2019 willbe muchhigherthanin 2018 in the absenceof negativeshocks Assumingthe post
recessionsaveragequarterlyGDP growth, GDP growthwouldreach3.3% in 2019. Consideringhe historical
average(1Q96-3Q18) paceof growth, GDP growthwouldbe 2.3% in 2019.

Carryover for GDP growth in 2019 conditioned on GDP growth in 4Q18 (%) Alternative scenarios for GDP growth
in 2019 (%, p.a.)
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Household consumption to explain higher GDP growth in 2019

A HigherGDP growthin 2019 wouldbe explainedmainlyby greaterexpansiorin householdcconsumptiorandin
investmentsA sharpimprovementn financialconditionsdrivenby an anchoringof expectationgegardingthe
fiscalconsolidatiorprocessshouldmaintainthe positiveoutlookfor the creditmarket Labormarketconditions
should also continueto improvein 2019. As a result, domestic demand should lead to accelerationin

economicactivityin the comingquarters

GDP growth on demand side (%, p.a.)
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Domestic demand to lead acceleration in GDP growth in 2019

A Domesticdemandshould prompt accelerationin economicactivityin 2019 and 2020. Despite the lower
contributiorexpectedfrom governmentonsumptionsolidhouseholcconsumptiorgrowthand an acceleration
in investmentshouldprompta highercontributiorfrom domesticdemand

A Thisenvironments compatiblewith an accelerationin imports,whichwouldweighon the positivemomentum
comingfrom domesticdemand Exportsshouldcontinueto grow at a reasonablgpace but probablynot fast
enoughto ensurea high contributionrfrom the externalsectorto GDP growthin 2019 and 2020.

Breakdown of GDP growth by domestic demand and external sector (%, pps, p.a.)
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Household consumption to accelerate in comingguarters

A Our expectationof an accelerationin householdconsumptionin 2019 and 2020 is due to the following
factors

0 Risein consumerconfidencein a scenarioof lowerdomesticaversionto risk in light of expectationof implementatiorof
fiscalconsolidatioragenda

0 Greaterexpansionn banklending,dueto postponemendf monetarytighteningcycle

0 Highergrowthin wagebillas a resultof fasterjob creation

Response of growth in household consumption to one percentage point change in its drivers 1 (%)

Consumer confidence Real wage bill Real interest rate Credit
1.25 4 2 8
Upper bound Upper bound | Upper bound
1.00 3 6
0
0.75 : 2 4
Median Median 1 Vv\ .
5 Median
0.50 1 Median 2
-3
0.25 0 0
4 bound
Lower bound Lower bound Lower boun
0.00 -1 -5 -2
0 5 10 0 5 10 0 5 10 0 5 10
Quarters Quarters Quarters Quarters

1 Theimpulseresponseunctions presented are calculated usinmadel that ceintegrates householdonsumption, consumer confidence, real expanded viBigjeeal interestate, and total credit as a proportion of GDP.

Source: Brazilian Statistics Bureau (IBGE), Getulio Vargas Foundation (FGV), Central Bank of Brazil, Credit Suisse
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Deleveraging of households and companies 112016-2018

A Sharpdeclinein interestratesfrom 2016 to 2018 favoreda processof householdand corporatedeleveraging
in the period

A Thedebtserviceratio of householdgleclinedfrom a levelcloseto 23% at the end of 2015 to below20% in
August2018. In the case of the nonfinancialprivatesector, whichincludescompaniesand householdsthe
movementwas similar,with a sharpdeclinein the debtserviceratioin recentquarters

A Maintenanceof the interestrate at a low levelfor a prolongedperiodwill tend to keep the debtserviceratio of
companiesand householdsat a moderatelevel

Debt-service ratio of households with amortization and Debt-service ratio of non -financial private sector
interest on debt (% of total wage bill) (% of GDP)
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Balance sheet of householdswill spura rise in lending

p>

The deleveragingprocessof companiesand householdsn recentquarterswill allowfor a swifter expansiorof non
earmarkedendingoverthe nextfew years
Based on our forecast for the Selic interest rate and the extendedwage bill, even with strong growth in non-
earmarkedendingto individualsthe debtserviceratio of householdds expectedto remainbelowthe levelsseenin
recentyears
Accordinglythereis roomfor growthin householdconsumptiorin 2019 and 2020 to be drivenby an acceleratiorof
lending
Assumptions used in Household debt -service ratio Increase in debt-service ratio
) P (% of expanded wage bill) (BRL million)
simulation :
25
V Growth in nominal wage bill 83% in Growth in non-earmarked lending (%) 27,447
2019. ” =10 =15 e=20 =25 =30 23878
V We assumed that growth in nen 20.341
earmarked lending in each of the 23 ’
scenarios was uniform for each segment 16,937
of nonearmarked lending to individuals 13,565
that is part of the calculation of the debt 22
service ratio.
V Selicinterest rate 08.0%, compatible 21
with our baseline scenario.
V Theinterest rates for each lending segment 20
were projected using an econometric model 0 15 20 e 20
that used the Selic interest rate and its lags 14

as explicative variables Dec1l Decl13 Decl1l5 Decl? Dec19 Growth innonrearmarked lending (%)

Source:Central Bank of BraziCredit Suisse
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Unemployment rate to continue to decline in 2019 and 2020

A Labormarketconditionswill likelycontinueto improvein 2019 and 2020. The unemploymentate is expected
to declinefrom 12.3% in 2018 to 11.3% in 2019 and 10.6% in 2020. Thisdownwardrendwouldbe driven
by the resumptionof economicactivity,whichwouldacceleratejob creationin the formalsector Realwages
are expectedto acceleratein 2019, after deceleratiorfrom 2017 to 2018. The greaterincreasein realwages
andin the workingpopulatiorwill contributeto expansiorof the realwagebill The realwagebillis expected
to growfrom 2.0% in 2018 t0 4.1% in 2019 and 4.0% in 2020.

Projections of main variables of labor market (%, p.a.)

Unemployment rate Employed population Labor force Real wages Real wage bill
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Higher real wage bill driven by the rise in working population

A Thelow inflationrate continuedto contributeto the growthin realwagesin 1H18. However,the deceleration
in nominalwagesdrovethe lowergrowthin realwagesduringthis period

A Themorepositiveoutlookfor the dynamicsof the unemploymentate in the comingquartersshouldcontribute
to an acceleratiorof nominalwages

Real habitual earnings (%, yearonyear change, percentage points)
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Investments to increase in upcoming quarters

A Investmentswill also be an importantdriverof the acceleratiorof economicactivityin 2019 and 2020. The
followingdriversof investmentsuggesta morefavorablescenarioin this period

0 Animprovemenin creditconditionswith a likelyexpansionn non-earmarkedendingto businesses

0 Anincreasein businessconfidencein a scenarioof loweruncertaintyregardingthe sustainabilityf publicdebt due to the
implementationf a fiscalconsolidatioprocess

0 A moreappreciatedevelof localcurrencywhichreducethe priceof importedcapitalgoods

Response of investments to 1 percentage point change in its drivers! (%)

Real interest rate Business confidence Real exchange rate
3 1.5 0.4
Upper bound Upper bound
0.2
1 1.0
0 0.0
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Median Median
2 -0.4
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A -0.6
Lower bound Lower bound
-5 -0.5 -0.8
0 5 10 0 5 10 0 5 10
Quarters Quarters Quarters

1 Theimpulseresponseunctions presented are calculated usinmadel that ceintegrates investments, real interest rate, business confidence, and real exchange rate.
Source: Brazilian Statistics Bureau (IBGE), Getulio Vargas Foundation (FGV), Central Bank of Brazil, Credit Suisse
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Sharp decline in domestic savings in recent years

A The sharpincreasein governmentsize, with a spike in the nominaldeficit from 2012 to 2016, changedthe
financialbalanceof corporationsand householdswhichthen hadto financesuchdeficit The corporatesector,
whichposteddeficitsfrom 2010 to 2013 dueto anincreasein investmentshavepostedsurplusessincethen
to financethe expansiorof publicexpenditures

A Thehighdissavingsf the publicsectorin recentyearsreducedthe total savingsof the Brazilianeconomyas
a percentageof GDP to an alttime low If the fiscaldeficitis not reversedn the nextfew years,anyincrease
in investmentswillneedto be financedby a highercurrentaccountdeficit(e.g., externalsavings)

Financial balance (financial capacity/net financial needs) Breakdown of savings, by institutional sector (% of GDP)
institutional sectors (% of GDP)
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Source: Brazilian Statistics Bureau (IBGE), Credit Suisse
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Government consumption should prevent higher GDP growth

A Governmentconsumptionhas been an importantcomponentof domesticdemand since 1996. Average
growth in governmentconsumptionwas 2.6% from 1997 to 2017 and 3.4% in the period before the
recessionof 2Q1404Q16.

A The need to approvea fiscal consolidationprocesswill likely preventa strong contributionof government
consumptionto GDP growthin 2019. However,the fiscal adjustmentis not necessarilycontractionistas it
helpsto anchora g e rexpsciationgegardingthe sustainabilityf publicdebt and allowsfinancialconditions
to remainin expansionisterritory

Dynamics of each component of Dynamics of GDP and financial Dynamics of financial conditions
domestic demand conditions indicator indicator (%, yearon-year change,
(Index number, 100=1Q96) (%, yearon-year change, standardized) standardized)
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Source: Brazilian Statistics Bureau (IBGE), Central Bank of Brazil, Credit Suisse
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Acceleration of industrial production in 2019 and 2020

A On the supplyside of the economy,the sectorsthat shouldbenefitthe most from accelerationin domestic
demandare the industrialand servicessectors Of the industrialsectors, manufacturingshould lead this
accelerationn production In the servicessector,the mostcyclicalsegments(e.g., commerce transportation,
andfinancialintermediation¥(houldpost the highestoutputgrowthin the period

GDP growth on supply side (%, p.a.)

Weights Components 2010 2011 2012 2013 2014 2015 2016 2017 2018e 2019 2020e
14 & Nettax on products 10.8 5.3 3.7 3.7 0.8 -6.0 -5.6 15 19 4.0 3.0
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4 = Construction 131 8.2 3.2 4.5 -2.1 -9.0 -10.0 -7.5 -2.0 1.8 3.0
2 ¥ Production of electricitgas and water 6.3 5.6 0.7 1.6 -1.9 -04 6.5 1.0 15 3.2 2.5
Industry
11 T Commerce 11.1 2.3 2.4 3.4 0.6 -7.3 -6.7 2.1 2.9 4.4 3.1
4 W Transportationstorage and mail 11.2 4.3 2.0 2.6 15 -4.3 -5.6 1.2 2.5 4.0 3.1
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15 48 Other services 3.3 4.6 3.6 1.6 1.9 -3.7 -1.4 0.7 1.0 2.8 2.1
7 B Financial intermediation 9.3 6.2 15 1.8 -0.6 -1.2 -34 -1.6 0.9 2.8 3.5
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Source: Brazilian Statistics Bureau (IBGE), Credit Suisse
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Current recovery is the slowest of recent decades

A The Brazilianeconomyentered a recessionon nine occasionssince the early 1980s: (i) 1Q8101Q83, (ii)
3Q87040Q88, (iii) 3Q8901Q92, (iv) 2Q9503Q95, (v) 1Q9801Q99, (vi) 2Q0104Q01, (vii) 1Q0362Q03, (viii)
40Q0801Q09, and (ix) 2Q1404Q16.

A The current processof resumptionof activityhas been one of the slowestsince 1980. The only recovery

processthat was slower was that of 3Q8704Q88, since the economyentered anotherrecessionin the
followingquarters

A The high uncertaintyregardingthe adjustmentof the public accounts and the gradual deleveragingof
companiesand householdsxplainthe slow pace of economicrecovery

GDP dynamics in episodes of resumption of activity
(indexnumber = 100 at end of recession)
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Stronger recovery only in agricultural sector

A Of the mainsectorsof economicactivity(i.e., agriculture jndustry,and services) the recoveryin productionin
the currentprocessof resumptiorhas occurredsatisfactorilyonlyin the agriculturakector

A The recoveryin economicactivityin industryand serviceshas been much slowerin the currentepisodeof
resumptiorthanin the otherepisodesanalyzed

GDP dynamics in episodes of resumption of activity
(index number = 100 at end of recession)
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Very slow resumption of construction activity

A Of the sectorsof the economy,industrystandsout for its weak performancesincethe end of the recession

A Constructiorhas performedmore unfavorablysincethe end of the recessionin 4Q16. MineralextractionGDP
has remainedrelativelystable since the end of the recessionof 2Q1404Q16. Althoughthe manufacturing
industryposteda more substantiaresumptiorof activityat the beginningof the recoveryprocess,therewasa
partialreversaldueto the impactof thet r u c strikain2@18.

GDP dynamics in episodes of resumption of activity
(index number = 100 at end of recession)

Extraction @ Manufacturing @ Construction A
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Source:Brazilian Statistics Bureau (IBGEYyedit Suisse
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Dynamics of industry hinder rise in cyclical services

A An importantpart of the dynamicsof activityin the servicessector (i.e., commerce,transportation,and
financialintermediationjs sensitiveto the behaviorof industrialproduction

A The activitiesof commerceand transportationdeclinedin 2Q18 with the negativeimpact of the truckers'
strike, after a relativelystrongrecoverythroughout2017.

A The GDP of financialintermediatiorserviceshas remainedrelativelystablesincethe beginningof the recovery
process,due to the gradualresumptiorof lendingin this period

GDP dynamics in episodes of resumption of activity
(indexnumber = 100 at end of recession)

Commerce Transportation Financial intermediation
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Weak recovery in production in public administration

A The recoveryof economicactivity in servicesless sensitiveto the economiccycle (i.e., informationand

communicationpther services,and publicadministrationhealth,and education)has also been slowerin the
currentresumptionprocessthan previously

A Theneedfor a strongadjustmentn publicaccountsboth on the federalleveland on the state and municipal

levelssuggeststhat the dynamicsof productionof publicadministratiorservices whichhavea weightof 15%
in GDP, willhindera moresubstantiarecoveryof the Braziliareconomy

GDP dynamics in episodes of resumption of activity
(indexnumber = 100 at end of recession)
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GDP growth near 2.0% In recent years

A Brazil'seconomicgrowth has declinedsignificantlyover the past few decades GDP growth averaged6.6%
from 1950 to 1980, makingthe countryone of the fastestgrowingeconomiedn the period

A Asof 1981, howeverthe Braziliareconomyinitiateda path of slowgrowth AverageGDP growthdecelerated
to around2.0% from 1981 to 2018. This periodwas markedby nine recessionsthe mostrecentone, from
2014 to 4Q16, broughtsharpcontractionin economicactivity

Breakdown of GDP growth from 1950 to 2018
(%, pps, p.a.)
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Source: The Conference Board, Credit Suisse
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Demographics have driven GDP growth since 1980

A GDP growthcan be brokendowninto growthin laborproductivitygrowthin the rate of employmen{working
populationdividedby the total population) and populatiorgrowth

A Brazil'seconomicgrowthfrom 1950 to 1980 was explainedby both stronggrowthin laborproductivityand by
an expansiorof demographics

A Howevernearlyall GDP growthsince 1981 is explainedby demographicsGrowthin productivityvas closeto
zeroin this period

Breakdown of GDP growth Breakdown of GDP growth, by period

Labor : (%1 PPs, p-a-)
I Demographic factors
productivity g
: T - : : Demographics ® Productivity

Rate of employment Population

Growth in Population
employment rate

- ):)
1950-1980 1981-2018 2001-2018

Source: The Conference Board, Credit Suissg
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Productivity expanded little for an emerging economy

A Labor productivityis normallymeasuredby two metrics (i) the ratio of GDP to the total numberof employed
workers and (ii) the ratioof GDP to the total numberof hoursworkedby the workers

A By both measures,the productivityof Brazilianworkersfrom 1980 to 2018 has been veryweak compared
with that of other emergingeconomies For example,growthin productivityof Brazilianworkersin this period
exceededonlythat of countriessuchas South Africaand Venezuela

GDP per worker in emerging economies from 1980 to 2018

GDP per hour worked in emerging economies from 1980

(1980 = 100) to 2018 (1980 = 100)
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@ Russia *> South Africa == Thailand @ Turkey “% Ukraine @ Venezuela ( } Romania
Source: The Conference Board, Credit Suisse
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Rate of employment is high in Brazill

A Brazilis unlikelyto maintainthe currentpace of growth of approximately®.0% basedsolelyon the dynamics
of the demographidactors In additionto the expectedreductionin populatiorgrowthoverthe nextfew years,
the rate of employments alreadyat a highlevel,both by internationatomparisorand historically

A Therecentrisein unemploymensuggeststhat thereis someroomfor anincreasein the rate of employment
in the nearterm However,it is not verylikelythat this measurewill rise in the comingyearsat a pace similar
to that of the pastfew decades Factorssuch as the inclusionof womenin the workplace,for example,will
probablycontributelessoverthe nextfew years

Ratio of working population to total population in Ratio of working population to total population in Brazil
emerging economies in 2018 (%) from 1950 to 2018 (%)
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Growth of 3.0% requires sharp rise in productivity

A For annualgrowth higherthan 2.5% in the next few years, Brazilwill need to see a sharprise in labor
productivity

A Basedon the forecastof the BrazilianStatisticsBureau (IBGE)for populationgrowth and the return of the
rate of employmento its historicalpeak, growthin productivitywill needto increasefromthe 0.2% seenfrom
1981 to 2018 to 1.5% peryearin the nextten yearsto keep GDP growthat closeto 2.5% in this period To
sustaingrowthof 4.0% p.a., laborproductivitywillneedto growat the paceseenfrom 1950 to 1980.

Simulations for GDP growth under different scenarios for growth in productivity
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Poor allocation of inputs explains low productivity in Brazil

A If we comparea Brazilianworkerwith the samelevelof educationand the sameamountfor investmentas an
Americanworker,the Brazilianvorkerwouldstill delivedess production Thisdifferenceoccursdueto the lower
capacityof the Brazilianworkerto use productionnputs,a measureknownas total factor productivity TFP)

A Aninternationatomparisorof productivityshowsthat the paceof improvementsn physicalkcapitaland human
capitalin Brazilhas not been much differentfrom that of the majorityof emergingand developedeconomies
Onthe otherhand,the paceof growthin TFP in Brazilhasbeenmuchlower

Stock of capital! Human capital Total factor productivity
(USD trillionPPP of 2011) (indey (PPP of 2011, USA=1)
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1950 1958 1966 1974 1982 1990 1998 2006 2014 1950 1958 1966 1974 1982 1990 1998 2006 2014 1950 1958 1966 1974 1982 1990 1998 2006 2014
Argentina @ Bangladesh @ Brazil @ Bulgaria & Chile w Colombia - Hungary < India
“% Indonesia & Malaysia {(*) Mexico © Pakistan ) Peru 2 Philippines « Poland @ China
@ Russia ¥~ South Africa == Thailand @ Turkey “% Ukraine @ Venezuela ( } Romania
1China was excluded from the stock of capital exhibit to avoid distorting the exhibitys scale..

Source: Penn World Table, Credit Suisse
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Inefficiency in Brazil has many causes

A TFP is understoodas the representationof many dimensionsof an economy, from trade opennessto
institutionakoundness Brazilhas weak pointsin all thesedimensions

Drivers of total factor productivity

Ease of doing business

A Ease of starting a business

A Obtaining construction licenses
A Registration of property

A Access to credit

A Freedom of trade

A Level of flexibility of labor market
A Freedom to invest

A Financial freedom

A Level of competition in
domestic market

A Efficiency of financial market
A Financial reliability

-

Adoption of technology

A Availability of scientists and engineers

A Availability of recent technologies

A Capacity for innovation

A Capacity of the country to attract talent

A Capacity of the country to retain talent

A Absorption of technology at corporate level
A Cooperation between universities and business in R&D
A Level of inward direct investment

A Total patents

A Training to adopt technology

CREDIT SUISSE

Regulation and judiciary
A Protection of minority investors
A Performance of agreements
A Resolution of insolvency

A Property rights

A Government integrity

A Judicial efficiency

A Ethics and corruption

A Level of undue influence

A Security

A Corporate ethics

A Accounting transparency

Size and efficiency of the state

A Government spending

A Fiscal health

A Level of independence of monetary policy
A Government efficiency

A Level of taxation

Quality of education
A Quality of education
A Workforce training

Trade openness

A Exports and imports of goods and services as
share of global trade @DP

i
T
A

Source: World Bank, Heritage Foundation, Global Competitiveness Report, WIPO, UNCTAD, Penn World Table, Credit Suisse



Trade openness is one of the causes of the differences in TFP

A The weight of variousfactors in the dynamicsof TFP was calculatedbased on panel estimationswith
informationon 56 countries,from 1995 to 2014, basedon the joint estimatioA, backwardselectiod, and
forward selectiod methods The variableswith the highest statistical significance and weight in the
specificationsare trade opennessand governmenintegrity

Explanatory variables of TFP for each of the methods adopted

Joint estimation Backward selection Forward selection
Imports and exports of goods and services in global trade *kk Fokkk Fokkok
Government integrity 2.0.0.0.0.9 2.0.0.0.9.9 2.0.0.0.0.¢
Flexibility of labor market 2.0.0.8.0.¢ 2.0.8. 0.9
Resolution of insolvency okkk 2.0.0.0.0.¢
Registration of property Yk
Property rights * 20,8,
Access to credit *
Investment in training to adopt technology Yk
Ease of starting a business 2. 2.0.8.¢
Total patents 2.0.0.9
Government efficiency *
Workforce training *

Significance Fokkkk O Fkkk 0.1% *okk 1% *k 5% * 10%

1 Joint estimation: The model is estimated with all variables together; variables that have statistically significaris@reffttie sign in conformity with that suggested by literature are chosen. The model considers a fixed effect fo
country and yeaf. Backward selection: Based on the complete estimation, the variables without statistical significance and with the sigfio dpptosiggested by the theory were removed one by one, according to the probability
value (pvalue). The lower the value, the higher the probability that the coefficient of a given variable will be diffezerd.fidre chosen model is that in which only variables with statistically significant coefficients and the sign in
conformity with that suggested by literature are ¥eforward selection: This methodology consisted of building the models based on all possible combinations of the vaaiabtes aispecific groups. The following restrictions
were imposed: (i) one variable per group; and (i) sign of the coefficients in line with that indicated by literatuestéithmedel was the one with the highest adherence to the data for all specifications

Source World Bank, Heritage Foundation, Global Competitiveness Report, WIPO, UNCTAD, Penn World Table, Credit Suisse
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Brazilian economy not very open to trade

A Oneof the factorsthat explainsthe low efficiencyof the Brazilianeconomyis the low levelof trade openness,
whichlargelysheltersthe domesticmarketfrom globalcompetition Brazilhas continuedto advanceverylittle
in this areaoverthe pastfew yearsand evensawa reductionin its opennessfrom 2008 to 2014.

A Brazil also producesfew patents, consideringits current level of efficiency However, aside from a few

emerging and developed economies with high production of patents (e.g., China), there is a high
concentratiorin lowerlevelsof the analyzedatentindicator

Relationship between average changes from 2008 to Relationship between average TFP from 2008 to 2014
2014 in relative TFP and trade openness and patents indicator
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Country needs to make labor market more flexible

A The Temeradministratiorapprovedthe labor reformin 2017, which will likely increasethe flexibilityof the
Braziliarlabormarketoverthe nextfew years However,the countryneedsto makeadditionaheadwayin this
regard,in lightof its positionfar belowthat of countrieswith greaterflexibility

A Strengtheningthe judiciaryand other oversightbodieswith the objectiveof raisingthe level of government
integritywilllikelycontributeto a rise in laborproductivityin Brazil

Relationship between average TFP from 2008 to 2014 Relationship between average TFP from 2008 to 2014
and labor market flexibility and government integrity indicator
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Improvement in business environment would raise efficiency

A The Brazilianeconomyalso stands out negativelywith regardto the World Bank's businessenvironment

indicators For example,the country has a low score in the resolutionof insolvencyand registrationof
properties

A An agendaof microeconomiceformsthat reducesbureaucracyandimproveshe businessenvironmentvould
havea substantiaimpacton growthin laborproductivityoverthe nextfew decades

Relationship between average TFP from 2008 to 2014 Relationship between average TFP from 2008 to 2014
and insolvency resolution indicator and registering property indicator
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Qualification of labor would increase productivity

A Brazilianaborqualificatiorindicatorsalso suggestthat the countryneedsto advancesignificantlyin this area
to reducethe differencesin per capitaincomecomparedwith developedeconomies

A Brazilianworkers are less able to use availabletop-notch technologiesbecausethey are less qualifiedfor

these tasks The increasein qualificationcourses for these professionalswould contributeto a rise in
productivityin the comingyears

Relationship between average relative TFP from 2008 to Relationship between average relative TFP from 2008 to
2014 and training of labor 2014 and qualification of labor
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Agenda of reforms to accelerate rise in productivity

A The implementationof a wide range of microeconomiceformsis essentialto reversethe downtrendin
productivityin recentyearsand reduceincomedisparityin Brazilcomparedwith developedeconomies

A Therangeof measuresmeedsto be wide enoughto accommodateéhe high numberof factorsthat explainthe
country'slow efficiency The measureswith the greatestimpacton laborproductivityaint to increasethe level
of trade openness,to rise the qualificationof labor, to strengtheninstitutions,and to improvethe business
environmentn the country

Simulations of labor productivity in relation to the United States (%)
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We assumed in all scenarios that the indicators used as variables to explain TFP converge to the levels of emergingadbathenbiest classification in each of the indicators: (i) flexibility of the labor m&udeiaria; (i) trade openneés
Sloveniafiii) government integriéySlovenia; (iv) resolvirmgsolvency) Colombia; (Wegisteringoropertyd Peru; (vi) training of labdrSouth Africa; (vii) qualification of lalddBouth Africa; (viipatentso India
Source World Bank, Heritage Foundation, Global Competitiveness Report, WIPO, UNCTAD, Penn World Table, Credit Suisse

CREDIT Smssg\ 25 February, 2019 173



Page left intentionally blank.



Fiscal policy

»

CREDIT SUISSE



Most fiscal rules will be met in 2019

Contrary to recent past, the discussionabout public accounts will be more focused on mediumterm

sustainabilitghan on shortterm dynamicsof the fiscalresult

The socialsecurityreformis an essentialconditionfor the fiscal consolidatiorprocessand, consequentlythe

anchoringof agents' expectationgegardingthe sustainabilityf publicaccounts

Withrespectto the threefiscalrulesin effect in Brazil,we expectthat, in 2019, the governmenwill not meet

the goldenrule only Accordinglythe governmentwill needto secure Congressapprovalof an extraordinary
creditto avoidthe consequence®f failingto meetsuchrule

Expectations for fiscal rules in Brazil

2018 2019 2020

Golden rule
States that total lending cannot exceed capital
expenditures

v X X

Spending cap rule

Establishes that primary expenditures cannot post
real growth over the next 10 years except as
provided by law.

Target for primary balance, difference between
primary revenues and expenditures established by
Budgetary Directives Act (LDO)

v v Vv

V \/ \/ EPostponement of oil

Main negative risks to fiscal accounts in 2019

l% Approved social security reform not sufficient to stabilize social security deficit in
medium term

Fiscal measures needed in addition to social security reform to reduce the deficit (e.g.,
adjustment of minimum wage, wage bonus) do not advance

Lawsuits with a negative impact on public accounts (e.g., exclusion of ICMS from
calculation base for PIS and Cofins taxes)

auctions fFom tra

Qil prices continue to see sharp decreases, which not only lowers the royalty and
special participation payments but also contributes to a reduction in the proceeds
received in the oil auctions from the transfer of rights

Fiscal situation of states becomes unsustainable, and federal government grants
new aid package without requiring significant fiscal adjustment in exchange

1 Congresss discussing the sale of approximately 13bn barrels of oil found in theafirarea, which was awarded for Petrobras to exgplmder theransfer of rightsegime.

Source: Credit Suisse
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Fiscal impact of certain processes may be high

A Althoughour base case scenarioassumesthat the primarydeficit targetwill be fulfilledin 2019 and 2020, a
few processescouldhindersuchscenario

Main processes with negative impact on public accounts

Deduction of input
credits from the taxable
base of PIS and Cofins

Exclusion of ICMS levied
from taxable base of PIS
and Cofins

Application of fines for
denial of benefit at

administrative level

-—

Reinstatement of IPI
bonus credit for
exporters

Questioning of non -
cumulative payment of

P

IS and Cofins

contributions

A Analysis of the concept A Discussion about the A No application of finesto A A tax incentive to A Theprinciple of non
of input for purpose of multiple charging of taxpayers requesting tax exporters via IPI cumulative payment of
deduction of credit from ICMS included in the reimbursement, return, deductions remained in taxes deals with the
the PI1S/Cofins payable price of the good or or setoff in bad faith effect from 1969 to government's power to
under the non service on the taxable i . 1979. The incentive levy taxes by giving a tax
. : A Total impact of BRL32bn ) :
cumulative system base of PIS/Cofins P ceased to be applied and credit based on the
A Proceeding to be A Awaiting decision by Its relntsltatt)er_nent 1S amdount Zpent on mdp?ts
analyzed by the Federal Federal Supreme Court 89”‘3” yd €ing an Igoo S acquired for
Appeals Court (STJ) (STF) IScussed. resale.
A Impact of BRL58bn in A Impact of BRL45.8bn in GRLECE R L A gquisf up to
first year first year ninone year.
Source: Office of the Federal Attorney General (AGU), Credit Suisse
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Nominal deficit of 6.5% of GDP in 2019

A Thereductionin the primarydeficitas a percentageof GDP, from 1.7% in 2018 to 1.0% in 2019 and 0.8%

in 2020, will contributeto a declinein the nominaldeficit, from 7.1% of GDP in 2018 to 6.5% of GDP in
2019 and 6.6% of GDPin 2020.

A Continuityof low interestrates by historicalstandardswould also contributeto keep the nominaldeficit at a
more moderatelevel However,Brazilshouldcontinueto implementausterefiscal measuresfor interestrates
to convergefrom the currentlevelsto the magnitudeof otheremergingmarketeconomies

Interest rate payments and primary and nominal deficits (% of GDP)

0.2

-8.4

Nominal

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019e 2020e

mmm Central government = States and municipalities = Governmenbwned companies = Payment of interest

Source: Central Bank of Brazil, Credit Suisse
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Deterioration in fiscal accounts in recent years

A The primarybalanceof the central governmentinitiateda steep downtrendin recent years, with a steady
reductionin net revenuesand continuedexpansionn primaryexpenditures

A The primarybalance whichposteda surplusgreaterthan2.0% of GDP untilmid-2012, declinedsignificantly
untilreachinga deficitof 2.6% of GDP in December2016.

A Despitethe expectationof economicrecovery,whichwouldraise primaryrevenues the fiscal adjustmentwill
needto be implementedrimarilythroughcuts in primaryexpenditures

Net revenues and total primary expenditures of central government
(% of GDP)

21
20

19

1

Net revenues
18

17
16

The combination of continued expansion i
public expenditures and tax breaks reversed the
generation of primary surpluses. Recessign

aggravated the situation of public accounts.

15

T Total expenditures
14 L

13
Dec-97 Nov-99 Oct-01 Sep-03 Aug-05 Jul-07 Jun-09 May-11 Apr-13 Mar-15 Feb-17 Jan-19 Dec-20

Source: Brazilian Treasury, Credit Suisse

CREDIT Su|ss|=_\ 25 February, 2019 179



Centralgovernment primary deficit of BRL79bnin 2019

A We expectthe centralgovernmento meetthe
targetsof BRL139bn in 2019 and BRL110bn
in 2020.

Breakdown of the primary result (BRL billion)

2015 2016 2017

2018 2019e 2020e

|. TOTAL REVENUES

1,248 1,315 1,383

1505 1,627 1,691

L, I.1. Revenue administered by Brazilian Revenue Service (RFB) 765 820 836 918 973 1,049
A Ourforecastis compatiblewith the continuityof 12 Fiscal incentives o o 4 0 o o
strong contributions from nonrecurring 1.3. Net collections for RGPS (ex intrabudgetary amounts) 350 358 375 396 425 454
revenuesin the next two years For examp|e’ .4. Revenues not administered by RFB 132 137 174 190 229 187
we expect revenues of BRL66bn from :ji EF’_”;’eSZ‘O”Sda“d permits 12 22 32 23 62 2:

. . . .4.2. Dividends and equity interests
concessionsn 2019 and BRL23bn In 2020 1.4.3. Contribution to S?)ciZI Security Plan of PuBlctor 12 12 14 14 15 16

For2019, we are assuminghat the transferof Employees _ _
. . . . 1.4.4. Share of financial compensations 29 23 36 60 58 61
_OII rlghtS (OnerOUS aSS|gnment)W||| ha_ve ak 1.4.5. Own revenues (sources 50, 81, and 82) 5 14 13 15 16 17
ImpaCt Of BRI—60bn on flscal revenuesin the 1.4.6. Contribution to education allowance 19 20 20 22 23 25
year (Iét;blilrfgrl](teg?el_gﬁl Npg);rg/%r{[) to Severance Pay Fund (FGTS) 5 6 5 5 5 6
A On the expendlturglde’ approvabf a pens|on 1.4.8. Transactions involving assets 0 1 1 1 0 0
reform would contributeto a decelerationin 49, Other revenes v s ar 2 % d
. . ] . Il. Transfers to states and municipalities 205 227 228 260 269 286
expendlturesn 2020 We are aISO ConSIderlng lll. NET REVENUE (6 II) 1,043 1,088 1,155 1,244 1,358 1,405
that the next administratiorshouldtake other  , tora. expenpimures 1,164 1,249 1279 1,370 1,438 1469
austeremeasuressuchasthe endof thewage .. social security benefits 43 508 557 594 644 698
bonusin 2020. IV.2. Personnel and social charges 238 258 284 302 318 331
IV.3. Other mandatory expenditures 237 200 185 190 201 170
IV.4. Discretionary expenditures, all branches 253 284 253 282 274 270
V. Sovereign Wealth Fund of Brazil 1 0 0 4 0 0
Source: Brazilian Treasury, Credit Suisse VI. PRIMARY BALANCE OF CENTRAL GOVERNMENT-(M +V) -121 -161 -124 -121 -79 -64
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We expect real acceleration in tax revenues in 2019

A We expect strong real growth of 6.3% in primary Real growth in primary revenues (% p.a.)

revenuesin 2019, after growth of 2.6% in 2018. Net Revenues
We expectthe followingbreakdownof revenues

0 Administeredrevenues real growth of 3.3% in 2019
and 3.7% in 2020. Thisgroupof revenuess the most

sensitiveto economicactivityand wouldbenefitfrom a

scenarioof moresignificaneconomiogrowth Revenues
administered by the

0 Net revenuesfor RGPS We expect real growth of  BEESENE
4.5% in 2019. The sharper recovery of the labor
market, boosted by an increase in the creation of
formal jobs, will be the main driverof such significant
acceleration

Net revenue for RGPS
(ex intra-branch
expenditures)

0 Nonadministeredevenuesgrowthof 16.7% in 2019.
Our expectationis basedon the impactof the auction és
of surplusoil barrelsunderonerousassignmenton tax
revenues

Revenues not 22.1 16.7

administered by the 4.3
Brazilian Revenue e — -
Service —

4.4

2016 2017 2018 2019e 2020e

Source: Brazilian Treasury, Credit Suisse
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Primary expenditures to increase 2.3% in real terms 12019

Ve

termsin 2019, after real growth of 2.0% in 2018.
The governmentwill be able to meet the spending

limitrulein 20191,

A The primary expendituresfor social security will
acceleratein real terms due to a higherincreasein
the minimumwagein 2019 and stilkhigh vegetative
growthin such expenditures Approvalof the social
security reform and prospectsof a changein the
rule for minimumwage increasewould limit a more
substantiajrowthin these expendituresn 2020.

A Discretionaryexpenditureswill continueto declinein
real terms, in view of the need to fulfill the cap on
spending This group of expendituresis less
dependenton the approvalof laws and, therefore,
moresusceptibleto shortterm fiscaladjustments

1 Excluding the expenditures not considered in the calculation of the spending cap,
growth in primary expenditures would be negative in real terms.

Source: Brazilian Treasury, Credit Suisse

A Primary expenditureswill increase 2.3% in real Realgrowthin primary expenditures (% p.a.)

Total Expenditures

2.0 2.3
mm N
J —
=l -1.7
Social security benefits 56
' 4.2
N N
1 [
Personnel and social 6.5
charges 1.2 2.6 0.2
- — '
’J?L‘ -0.5
AA
Other mandatory
expenditures 2.8
I - -
105 2.0
21.4 : -18.5
Discretionary 2.8 6.7
expenditures, all — I
branches - I
-5.1 -5.4
-14.0
2016 2017 2018 2019e 2020e
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Rigidity of primary expenditures is very high

A The new administratiorwill need to implementa fiscal adjustmentthat combinesan increasein revenues
eitherby raisingtaxesor reducingsubsidies,and a reductionin primaryexpenditures

A However,the primaryexpendituref the centralgovernmentare veryrigid, and approximately#8% of them are
social securityexpenditures Personnelexpendituregepresent22% of the total Other mandatoryexpenditures
(i.e., courtjudgmentsandrequisitiongo treasuryfor paymentof judgments)andrelateddiscretionangxpenditures
areequivalento 21% of the total Finallyjust9.2% of primaryexpendituresire eligiblefor cuts.

Breakdown of primary expenditures (% of total, rolling 12 months through September 2018)

. ........................................ @ @ --voueunieeieenee snanneanneas @ @ :: =....
Personnel Social Other mandatory expenditures Earmarked Non-earmarked ~ Total
22% Security (INSS) 9.7% Discretionary Discretionary
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Source: Brazilian Treasury, Credit Suisse
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Aging population a challenge for economy

A Br a plid-dggdependencyatio (ratioof individualsaged 65 or aboveto the populatioraged20 to 64 years)
Is set to increasefrom 13.0% in 2015 to 21.5% in 2030 and 48.3% in 2060, with an averageincreaseof
0.8% peryear Comparedo OECDcountries,it willbe the fastestagingof a populationrseento date

A Thetransitionposesa challengeto the sustainabilityf growthand fiscal accounts,especiallythose relatedto

the socialsecuritysystem

Demographic distribution of population
2015

90+ |

n

80-84 [ | |
[ | ]
70-74 [ [ ]
[ [
60-64 [ [ ]
[ | m Men

50-54 I

40-44 I

(millions of persons, %)
2030 2060

Old-age dependency
ratio

30-34 I ——
I R
20-24 I
I
10-14 I —
I R
0-4 I
10 - 10 10 - 10 10 - 10
Source: Brazilian Statistics Bureau (IBGE), Credit Suisse
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High pension expenditures due to demographics

A Social securityspending accountedfor 12.7% of GDP in 2015!, 8.6pps higherthan expected,giventhe
relationshipbetweenexpendituresand the dependencyrate acrossa sampleof countries This is also the
greatestdeviationfrom the trendline amongall the countriesconsideredn the samplé.

A In view of the aging populationand the current retirementrules, B r a zekpengisuresshould reach
unprecedentedevelsoverthe nextfew decades

Pension expenditures and old -age dependency rate

o 25
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Old-age dependency rate

1In the above analysis, the amount of social security expenditures for the RPPS in Brazil were considered constanttar3de8quelGDP; 2The sample is composed of the following countAestralia, Austria, Belgium,
Canada, Chile, Czech Republic, Denmark, Estonia, Finland, France, Germany, Greece, Hungary, Iceland, Ireland, I3apeh,|t&yea, Latvia, Luxembourg, Mexico, Netherlands, New Zealand, Norway, Poland, Portugal,
Slovak Republic, Slovenia, Spain, Sweden, Switzerland, Turkey, United Kingdom, United States, Argentina, China, Insi&aRuodsiae Saudi Arabia, and South Africa

Source: OECD, Brazilian Statistics Bureau (IBGE), Credit Suisse
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Current retirement rules are benevolent

3 . .. . L
{;5 Retirements Type Minimum age Time of contribution
E Urban 65 (men); 60 (women) Minimum contribution of 180 months worked.
Age
Farm 60 (men); 55 (women) Minimum contribution of 180 months worked. Proof of farming activity for at least 180 months, even if discontinuous.
(Q Disabilit Permanently disabled worker unable to exercise any labor or to be requalified for another profession, according to |1Al&@SpaedBenefit is paid as long as the
x y disability persists; expert examination performed every two yearst.
Eull None Men: 35 years of contribution and 180 months effectively worked; Women: 30 years of contribution and 180 months
effectively worked.
Time of . ) Men: 30 years of contribution and 180 months effectively worked; Women: 25 years of contribution and 180 months
I Proportional 53 (men); 48 (women) ;
~ contribution effectively worked.
Progressive, None Men: sum of age and time of contribution = 95 and 180 months effectively worked; Women: sum of age and time of
85/95 contribution = 85 and 180 months effectively worked.
Survivor's Death of insured or, in the event of disappearance, edadared presumption of death. Deceased must have been insured ind§$&8n on date of death. Duration of
pension benefit may vary according to number of contributions of deceased, in addition to other factors.

Allowances / other benefits

lliness that renders the person temporarily incapable of working. Waiting period of 12 contributions (exempt in thareseithefjob accident or ilinesses set forth by
law). For employees at a company: leave from work for at least 15 days (calendar days or intermittently over 60 days).

lliness

Existence of permanent side effects that reduce insured's ability to work. This entitlement is analyzed by INSS metatahexjiae of the expert evaluation. The
Accident benefit is paid as a kind of reimbursement due to the accident and therefore does not prevent the person from contiaringhere/is no minimum time of contribution,
since it is only for otthe-job accidents.

Imprisonment Beneficiary must have been an insured on the date of imprisonment.

Men: Benefit also paid to fathers who carry out the role of mothers, both in cases of adoption by men and in the casehafbreeame widowers during a child's birth.
Women: 10 months of work for individual contributors, optional contributors, and special insured workers.

Welfare benefits (LOAS/RMV)

Maternity pay

<h 2 " 3m

Minimum age of 65 years. Monthly household income (per capita) less thefountie of the minimum wage. Must not be enrolledriy social security system. Must not

8] Elderly receive benefits of any kind, other than medical assistance. Must prove that they do not have the means to support thethdedvésey are not being supported by
their family.

i:\ Disabled Monthly household income (per capita) less thanfooeth of the minimum wage. Must not be enrolled in any social securignsytust not receive benefits of any kind,

C other than medical assistance. Must prove that they do not have the means to support themselves and that they are nppdrésugby their family.

1 Except for those aged 60 years or more. Source: Secretariat of Social Security, Credit Suisse
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Greater weight of retiremen:

A Sur v ipegnsiongasid retirementbenefits represent83.4% of total expendituresin the social security
system A reductionin the growth of socialsecurityexpendituresequireschangesto the criteriafor eligibility
and calculatiorof the amountof both socialsecuritybenefits

Breakdown of social security expenditures in RGPS in 2017

(BRL billion, % of total) M Urban M Rural

.................. ......................
Total
(Rural +
Urban)
(Rural +
Urban) - 28.2 0.8
| q q
Lifetime
21.5 06 11.7 LOAS,

Retirement, ] LOAS, persons with Monthly

time of Sick pay Others Workers elderly disability ~ benefit
contribution REEE s Payment
(RMV)
_ Survivorys
Retirement, pension
disability
Retirement _ 5.2
due to age
71.1
58.8
Source: Secretariat of Social Security, Credit Suisse
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Retirement by time of contribution is the most expensive

A Retirement by time of Breakdown of social security expenditures in 2017 ('000, BRL)

contribution y|8|dS the Number of benefits (000) ~ Average value of benefits (BRL) Persons Expenditures
highest average benefit,
of BR'J.,931 per month, Social security benefits (private -sector employees) 20,001 28,639 29,462

Non-farm  Farm Total Non-farm Farm Total (%) (%)
24,573 29,462 34,097 100

Social security 19,21019,454 28,639 1,433 837 1,237 84 88

and accountSfor 28% Of Retirements 12,607 10,293 19,454 1,521 837 1,281 57 62

social security Age 3,929 6,363 10,293 1,120 836 944 30 24

expenditures, despite D.isability o 2,802 461 3,263 1,219 842 1,166 10 9

. Time of contribution 5,876 22 5,898 1,934 1,054 1,931 17 28

representing only 17% Survivor's pension 5261 2,360 7,621 1271 833 1136 22 21

Of beneﬁts On the Other AIIowal.wces/other benefits 1,285 215 1,500 1,250 864 1,195 4 4

Maternity pay 56 8 64 838 758 829 0 0

hand, social assistance Others o o 0 695 0 695 0 0

beneﬁts (LOAS) are the Wo.rker?compensation 791 32 823 1,102 750 1,089 2 2

Disability 196 13 209 1,476 831 1,435 1 1

lowest payments, Survivor's pensions 109 4 113 1,256 848 1,242 0 0

averaging BRL851 per Sick pay . . 126 7 133 1,443 879 1,414 0 0

Allowance in case of accidents 316 8 324 809 459 800 1 1

month, and account for Additional allowance 45 0 45 215 0o 215 0 0
10% of expenditures

. Welfare benefits (LOAS) 4,483 0 4,483 851 - 851 13 9

and 14% of benefits Elderly 1,998 0 1,998 852 - 852 6 4

Disabled 2,485 0 2,485 850 - 850 7 5

Monthly lifetime income 69 62 131 850 851 851 0 0

Age 9 10 19 853 853 853 0 0

Disability 59 51 112 850 851 850 0 0

Social security charges of the federal government (EPU) (0] (0]

Source: Secretariat of Social Security, Credit Suisse
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Temer Us pension reform prop:t

Comparison of current and proposed retirement rules for public servers

Government's original proposal Substitute text submitted to Special Committee

Men: age 60 Men: age 65 Men: age 60 to 65 (as of 2028)
E Minimum age
Women: age 55 Women: age 65 Women: age 55 to 62 (as of 2032)
Time of
O contribution 35 years for men and 30 years for women 25 years for men and women 25 years for men and women

Joined public sector before 2003: full benefits (equal 51% of average salary for purposes of calculation of Joined public sector before 2003: 100% of average salary since 1¢
last compensation in filime position from which persc Social Security contribution, plus 1pps of this averag: or since start of contribution.

retired). Adjustment of benefit with parity to each year of contribution

compensation of active employees

Joined public sector between 2003 and 2013: Joined public sector between 2003 and 2013: 70% of the average
average of highest compensations (80% of all salaries since 1994 plus 1.5pps for each year above 25 years o
Benefit contributions since 1994), with adjustments equal tc contribution, plus another 2pps for each year above 30 years of
calculation: those in effect for privateector regime (RGPS). contribution and another 2.5pps for each year after 35 years, until
reaching 100% at 40 years of contribution.

Joined public sector as of 2013: average of highest Joined public sector as of 2013: same rule as for those who joined

compensations (80% of contributions since 1994), with public service between 2004 and 2013. The amount will be limited

adjustments equal to those in effect for privegetor regime the maximum social security benefit (of BRE31/month), if the state

(RGPS). Benefit subject to cap in effect in privegetor or municipality has created a supplemental pension fund.

regime (RGPS).

Men aged 50 and above and women aged 45 and above Increase by 30% of the time remaining for retirement under current r

would still retire according to the current rules, but with an subject to a minimum age of 55 for men and 60 for women, for any
addition period of 50% of the time remaining until the employee who joined the public sector before approval of the reform

1, ¢ N minimum time of contribution (35 years for men and 30 yt Increase of one year for every two years, for both women and men,
Transition rule for women). For those who joined between 2003 and 201 2020, until the 30% increase in time remaining for retirement starts t
the benefit would correspond to 100% of the average sali be counted. In the case of employees who joined the public sector b
since 1994 or since the start of contribution. 2003, full salary and parity would be assured only for those who retit

once they are at least aged 65 (men) or 62 years (women).

Employees of states and municipalities would be Employees of states and municipalities would be sukt States and municipalities will have six months from the date of publicatic
subject to the retirement rules of the corresponding to the same rules as federal government employees. the constitutional amendment to change their own social security systen
social security system for their respective jurisdictiol After this period, the rules of PEC 287/2016 will prevail.

States and
municipalities

Source: Federal Constitution, PEC 287/2016, Credit Suisse
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Parts of reform can be implemented by ordinary law

Ve

A

PresidentTemersubmittedthree versionsof pensionreformto Congress Parts of them couldbe proposedin
billsof ordinarylaw, whichdo not requirea constitutionamajority

F.‘

[Q)]

1 The minimum age would be adjusted automatically based on the increase in survival expectancy at 65 years.

General principle
of reform

Requirements
for retirement by
age

Transition rule

Formula for
calculation of
benefit amount

Survivor's
pension

Continuous
Cash Benefit
Program (BCP)

Government's original proposal Substitute text submitted to Special Committee

Unification of different retirement systems (by age, time of contributic 1, Unification of different lorgrm retirement regimes, moving to a less strict transition rule. The new retirement | y age
and Social Security Regimes for Pullliector Employees (RPPS)) ina  would have less restrictive requirements but would preserve differences between them for population cohort: .
single retirement by age, with more restrictive requirements and little

difference between the different population cohorts.

According to
the constitution

Minimum age: 65 years for men (réarm) and 62 years for women (réerm), 60 years for men (farm) and 55

Minimum age: 65 years for'all Ay

According to

Minimum time of contribution: 15 years the constitution

Minimum time of contribution: 25 years
Men 50 years of age and above and women 45 years of age and ab veThere is no minimum age for the transition rule.
would still retire under the current rules, but with an additional period >f

. - - o . L Increase by 30% of the time remaining for retirement under current rules, subject to a minimum age of 55 ye irs ,&0
50% of the time remaining until the minimum time of contribution. C

ro .
men and 53 years for women. cording to

the constitution
Increase of one year for every two years (for women and men) as of January 1, 2020, until the date the bene ficiary
fulfills the 30% increase in time remaining for retirement.

Substitution of social security factor with defined benefit for 51% of Benefit amount: 60% of average salary, added to:
average remuneration and salary on which social security contributic 1
was levied, accrued with 1pps per year of contribution, subject to the

lower limit of one monthly minimum wage and to upper limit of 100% of*+ 1.5pps per year, if the beneficiary contributes from 10 to 15 years in addition to the mandatory 15 years.

the abovecited average.

+ 1.0pps per year, if the beneficiary contributes 10 years in addition to the mandatory 15 years.

By law
+ 2.0pps per year, if the beneficiary contributes from 15 to 20 years in addition to the mandatory 15 years. Y

+ 2.5pps per year, if the beneficiary contributes from 20 to 25 years in addition to the mandatory 15 years.
Thus, the salary average is paid in full with 40 years of contribution.

Prohibits the cumulative receipt of survivor's and retirement pension r Prohibits the cumulative receipt of two survivor's pensions but allows individuals to receive pension and retire neén |fa W
two pensions of this type. the two benefits, in the aggregate, do not exceed two times the minimum wage. Y

Pension calculated as 50% of the benefit plus 10pps per dependent.

Pension amount calculated as 50% of the benefit plus 10pps per dependent. The maximum benefit amount s By law
Pensions would no longer be linked to the minimum wage. 4

subject to the maximum benefit allowed under the RGPS and the minimum benefit is linked to the minimum vag

People with disabilities may receive BPC payments at any age. Minil uReople with disabilities may receive BPC payments at any age. The elderly will be entitled to the benefit at a( e (AS

age to be entitled to the benefit increased to 70 years in the case of t 1eOther rules for BPC eligibility will be regulated by law. ccordmg tq
elderly. the constitution

According to

The benefit amount would no longer be linked to the minimum wage Benefit is equal to one monthly minimum wage. -
the constitution

Source:Chamber of Deputies, PEC 287/2016, Federal Constitution, Law 8213/1991, Crgdisse
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Widespread increase in expenditures for benefits

A The rapid aging of the populationwill put even more pressureon the balanceof the social securitysystem
Benefitsthat are moredirectlyaffectedby the agingof populationretirementdue to age, time of contribution,
and LOASfor the elderly)willincreasethe most

A As a result, retirementbenefits will amountto 10.0% of GDP by 2060, comparedwith 5.1% of GDP in
2017.

Path of social security expenditures, by benefit

(% of GDP)
5.0
4.5
E Retirement due to age

4.0
., @ Retirement by time of

' N/ contribution
3.0

'rSurvi VOrys pension

25 / :?
2.0
15 . : o —
. LOAS (Qx Retirement by disability —

 ——————— Workers compensation
0.5
0.0

2017 2021 2025 2029 2033 2037 2041 2045 2049 2053 2057 2060

Source: Secretariat of Social Security, Credit Suisse
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Even original bill would not reverse system deficit

A In the scenariowithout reform, the social security ~Simulations of social security deficit*
deficit would reach 5.9% of GDP by 2030. The (% 0f GDP)
first bill proposedby PresidentMichelTemerwould 2018 2020 2022
leadto a reductionin the deficitto 3.9% of GDP by fﬁé’fﬁdiiﬁlnriff l(/ln\]/v
2030, which would represent total savings of
BRL880bn (at 2017 prices)in the period

2024 2026 2028 2030

Deficit, original
reform

-4.0
A The substitute bill would be less effective The N |
deficitwouldreach5.0% of GDP by 2030, andthe Peficlt, substiute
savingswouldtotal BRL380bn, 43% of that of the .

originalbill

A In a scenarioin whichthe substitutebill is followed
by a changein legislationto adjustthe minimum 5,
wage only for inflation in the coming years the

resultswould be close to those of the originalbill Deficit, current rule
from 2020 to 2030. Thisis our basecasescenario

-5.5
for the mediumterm
-6.0
10ur simulations assuntlat the social security reform will be approve2dm9 and that the newuleswill come into effect in 2020. Source Secretariat of Social Security, Credit Suisse
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Fully funded system has high implementation cost

A In a scenario in which President T e me firgt s Simulations of social security deficit

pension reform is passed with an amendment (% of GDP)

requiringpeopleborn after 2002 (who will join the 20 2026 2035 2044 2053 2060
labormarketby 2020) to retireundera fully funded
system,the deficitwouldincreaseby almost5.0pps -4
of GDP by 2060 comparedwith the simulationfor
T e meorigialproposal

Deficit, original reform

A The differenceis due to lossesin social security -6
contributions,since new retirees under the fully
funded system would not have contributedto the
pay-as-yougo system Transitionto a fully funded -8
systemwilllikelyrequirea taxincrease

Deficit, current rule

Deficit, original
reform + fully

A Thisrisein the deficitin the simulationfor the fully funded system

funded system occurs because, under the old
system (payas-you-go), expensesdo not decline _,
at the same pace as revenues Expenses will
decline when the number of people leavingthe  -12
system exceeds the number of people who are
retiring

-10

-13

-14

Source: Secretariat of Social Security, Credit Suisse
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Fully funded system would require tax increase

A In the hypotheticalscenario of new workers contributingonly to a fully funded system, social security
contributiongo the previoussystemwoulddeclinesharplyto a mere0.7% of GDP in 2060.

A To keep the socialsecuritydeficit on the same path as if the first reform bill submittedby PresidentTemer
were approved,the governmentwould need to increasetaxes Consideringa tax on wages, the rate would
haveto increaseeachyearto offset the lossin revenuesyeachingl5.4% of wagesby 2060.

Social security revenues in pay-as-you-go system under
different scenarios (% of GDP)

Base-case revenues

Revenues under
fully funded system

0
2017 2021 2025 2029 2033 2037 2041 2045 2049 2053 2057 2060

Source: Secretariat of Social Security, Credit Suisse

Rate of tax on wages necessary to keep deficit on path
projected for first reform bill (% of wages)
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New rule for increase in minimum wage to be set

A Thecurrentrule for adjustmenif the minimumwage, in effect since20121, will be appliedfor the lasttimein
2019. Therule establisheghat the adjustmentsare basedon the rate of INPC inflationfor the previousyear
addedto the highestbetweenGDP growthfor two yearspriorand zera

A With the end of the rule, the executivebranchcould send a provisionameasureindicatinga new adjustment
methodologyto the NationalCongress,where its conversioninto ordinarylaw will be analyzedoy both the
Chamberof Deputiesandthe Senateand willrequireapprovaby a simplemajority

A The past few yearssaw a sharpreal increasein the minimumwage, higher than growth rate of GDP per
capitaandthe averagerealwageof the formallabormarket

Real minimum wage Dynamics in real terms of minimum wage, GDP per
(BRL, 2018 prices) capita, and average wage in formal market (1996=100)
1600 250

1400 Minimum wage

1200 200

1000

800 150 _

600 GDP per capita

400 100

200 “l“l ‘"m”ln ‘ Average wage in formal market

0 50
1940 1953 1966 1979 1992 2005 2018 1996 1999 2002 2005 2008 2011 2014 2017

1 Laws No. 12382/2011 and 13152/2015.
Source: Ministry of Labor, Cre@uisse
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MW rule has strong impact on pension spending

A Changesin the minimumwagerule wouldhavea significanimpacton publicexpendituressincealmost70%
of socialsecuritybenefitsare linkedto it.

A Our basecase scenarioassumesthat, under the new rule, the minimumwage will be adjustedonly for
inflation This scenariois compatiblewith fiscal savingswith social security expendituresof BRL375bn (at
2017 prices)from 2020 to 2030.

A In the alternativescenario,in which the minimumwage is adjustedfor productivity,the impact would be
approximatelyalf of that in the period

Breakdown of benefits by multiples of monthly minimum Social security expenditures under different minimum
wage in 2017 (%) wage rules (% of GDP)
> 3 minimum 12.5
wage
ey >3 12.0 |
minimum wage Current-rule
11.5
i)
= 11.0 Minimum wage
1>x>2 Breakdown of ' varies according to
minimum wage benefits by multiples productivity
of monthly 10.5

Minimum wage with

minimumwage
zero real growth

b 1 mini mu mlo-O

wage
9.5
2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030

Source: Secretariat of Social Security, Credit Suisse
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Discretionary expenditures not enough to meet EC 95

A Under the current system for social security expendituresand assumingthat other expendituresremain
constantin real terms, compliancewith ConstitutionalAmendment(EC) 95/16 would not be possibleby
merelyreducingdiscretionanexpendituregexceptfor educationand healthcare)as of 2024, whenthey will
reachzera Discretionarexpendituresre currentlyat the samelevelasin 2011 in realterms,whichsuggests
that additionakuts wouldbe hardto implement

-

A To meetthe spendingcap until 2027, the governmenwill needto reducemandatoryexpendituredy at least
1.5% of GDP in additionto discretionarexpenditures

Discretionary expenditures in real terms Total discretionary expenditures after cut needed to
(BRL billion, % yeaon-year real terms) meet EC 95 (%)

210 - , 90% 22% 200
Real growth in discretionary _ _
expenditures (RHS) o Total expenditures subject

180 70% to cap (% of GDP)

0,
50% 20% 100

150

30%
120 18%
10%
%0 10%
‘ % 16% -100
60 Discretionary expenditures of -30% Discretionary expenditures (ex education
executive branch (BRL bn, 2017) and health) (BRL bn, 2017) (RHS
30 -50% 14% -200
2006 2008 2010 2012 2014 2016 2018e 2017  2019e 2021e 2023e 2025e 2027e
Source:Brazilian Treasurgredit Suisse
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Proposed pension reform not enough to meet EC95

A The approvabf a pensionreformwouldnot causeenoughimpactin its earlyyearsto delaythe breachof the
EC95/ 16 cap Unlessothermeasuresare taken, the cap willbe breachedby 2021.1

A Assumingthe approvabf the substitutivebilland correctionof the minimumwage only by inflationas of 2020,
meetingthe spendingcapsunderEC 95 until 2027 wouldrequireadditionakuts in discretionaryexpenditures
in 2017.

Simulations of primary expenditures under different Necessary cut in expenditures to meet EC95 in each
social security reforms (BRL trillion, 2017 prices) social security scenario (BRL billion, 2017 prices)
1.55 300
El Current rule
1.50 250 El Subst. reform
Current rule Bl Subst. reform + deindexation of MW
1.45 200 - Discretionary expgnditureexcept
health and education), 2017 level
1.40 150
1.35 100

o Subst. reform
Substitutive reform

~—
+ de-indexation of MW

1.

1.25 Cap . e

2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027

1 Our simulationare based on our fiscal projections for 2018 to 2020 and, as of 2021, assgrowith in social security and
LOAS expenditures according to thespective social security reforms and tbtter expenditures remain constant in reains.

Source: Brazilian Treasury, CreSlitisse
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Tax relief programs to account for 4.1% of GDP in 2019

A The next administratiorwill need to implementa  Tax relief projected for 2019 (BRLmillion, %)
strong fiscal consolidationprocessin the coming Total %
years Althougha significantpart of the adjustment 1 nSimpl es Nacionalt 87,253 28.4
will ||ke|y be imp|ementedthrough a reductionin 2 Exempt and non-taxable earnings (individual income tax) 32,134 10.5

primaryexpenditures(e.g., pensionexpenditures), Retired declarants aged 65 or over 8671 28
there iS Sti” room fOf implementatiomf measures Retirement due to serious iliness or accident 13,895 45

: Indemnity for employment severance 8,469 2.8

onthe revenueside other os0 03

A The loss of tax revenuesdue to exemptionsor 3 Free Trade Zone of Manaus and free trade areas 24,727 8.1
reduced tax rates is widespread Reversalof tax 4 Nonprofit organizations 24,258 7.9
incentives,even if partial, is fundamentalfor the 5 Agriculture and agribusiness 30,233 9.8
ﬁsca|adjustmentprocess 6 Deductions from taxable earnings (individual income tax) 20,098 6.6

. . . . Medical expenses 15,502 5.1
A Tax relief programs will likely account for Education expenses 4596 15
BRL306bnin 2019, or 4.1% of GDP 7 Payroll tax breaks 0562 3.1

A Studieson certaintax relief programsare necessary 8 Benefits for workers 1o A
to quantifytheir possiblebenefits, in terms of either Medical, dental, and pharmacy benefits for employees 5645 1.8
their direct benefitsto the societyor an increasein Publictransportation and tax 2413 08
productivity)r inthe economy'sefficiency 9 Medication, pharmaceuticals, and medical equipment 9,378 3.1

10 Other 56,216 18.3

Total 306,397 100
1 Consolidated Optional SingRate Tax Regime (Simples Nacional) for micro and small enterprises (SME

Source: Ministry of Planning, Budgeting, and Management; Ministry of Finance SDisskt
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Only certain taxes not subject to oneyear waiting period

A Mosttaxesare legallysubjectto eithera 90-day or a 1-yearwaitingperiod,whichmeansthat changesto tax
lawscomeinto effect onlyafter 90 daysor 1 year,respectively

A The onlytaxesnot subjectto any waitingperiodare the ImportatioriTax (1) and ExportatioriTax (IE), the Tax
on FinancialTransactiongIOF), the War Tax, the IncomeTax (IR), and the taxablebasesof the State Motor
VehicleOwnershipTax (IPVA)andthe MunicipalPropertyTax (IPTU.

Taxes subject to 90-day or 1-year waiting period

1-year waiting period 90-day waiting period
. Imports X X
1. Exports X X
lﬁl Tax on Industrialized Products (IP1) X v’
M Tax on Financial Transactions (IOF) X X
@g War Tax X X
Compulsory loan (public calamity and war) )( \/
A Cide fuels tax X v’
]g State Tax on the Circulation of Goods and the Provision of Services (ICMS), fuels )( \/
[%ﬁ Social Contribution to Healthcare (CSS) )( \/
E Income Tax (IR) X X
Taxable base of the State Motor Vehicle Ownership Tax (IPVA) X X
ﬁl} Taxable base of the Municipal Property Tax (IPTU) X X
Source: Brazilian Revenue Service, Credit Suisse
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Tax burden in Brazil is high for an emerging country

A Accordingto the databaseon tax revenuesof the Organizatiorior EconomicCo-operationand Development
(OECD),the tax burdenin Brazilwasthe third highestamongemergingeconomiesn 2016.

A Despitethe recentstability,Brazil'stax burdenwas 32% of GDP in 2016, much higherthan the averageof
24.6% of GDP amongthe emergingeconomiesanalyzed

Ve

A Despite the increase,the tax burden has not been sufficientto offset the substantialexpansionin public
spendingin recentyears

Taxes as a percentage of GDP in emerging markets(%)
50
45
40
35
30
25
20
15
10

5
1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010 2012 2014 2016

Q Chile Q Hungary Mexico O Poland @ Turkey O Argentina Brazil

Q Colombia e Indonesia @ Malaysia Peru @ Philippines ».~ South Africa G Venezuela

Source: OECD, Credit Suisse
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Taxes in goods and services are high in Brazill

Ve

A Taxeson goodsand servicestotaled12.7% of GDP, the third highestlevelamongemergingeconomies The

high taxes on goods and servicesmake Brazil'stax system highly regressive,given the greaterimpacton
lowerincomesegmentsof the population

A The tax burdenas a proportionof GDP in other sectorsis also quite high The socialsecuritycontributionis
the third-highestamongemergingeconomiesas is propertytaxes

Taxes on goods and services Property taxes Social security contribution
(% of GDP) (% of GDP) (% of GDP)
18 3.0 18
16
16 2.5
14 14
12 2.0 12
10
10 ¥ 15 =
K\ w 8
8 1.0 6
6 ! 4
4 0.5 S ] )
2 0.0 0 i
1991 1996 2001 2006 2011 2016 1991 1996 2001 2006 2011 2016 1991 1996 2001 2006 2011 2016
Q Chile Q Hungary Mexico O Poland @ Turkey O Argentina Brazil
Q Colombia e Indonesia @ Malaysia Peru @ Philippines ».~ South Africa G Venezuela

Source: OECD, Credit Suisse
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Tax on income and profits equal to that of emerging markets

A Taxeson income, profits, and capitalgainsin Brazilreached7.2% of GDP in 2016, a level similarto the
averageof 6.9% of GDP for this sametype of taxin emergingeconomies

A Taxesin income,profits,and capitalgainsof individualsas a percentageof GDP are lowerin Brazilthanin the
averageemergingmarket,whereasthese sametaxeschargedto companiesn Brazilare closeto the average
for emergingeconomies

Taxes on income, profits, and capital gains in emerging markets(% of GDP)

Total Individuals Companies
16 12 9
8
14 10
12 !
8 6
10 g
- 5
8 6
p : e 4
6 ; PN % n 4 /] 3
2 J 1
0 0 0
1991 1996 2001 2006 2011 2016 1991 1996 2001 2006 2011 2016 1991 1996 2001 2006 2011 2016
Q Chile Q Hungary Mexico O Poland @ Turkey O Argentina Brazil
Q Colombia e Indonesia @ Malaysia Peru @ Philippines ».~ South Africa G Venezuela

Source: OECD, Credit Suisse
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Elasticity of fiscal revenues to output gap at close to 1.2

A We estimatedeight versionsof a Kalmanfilter modelto measurethe elasticityof the revenuesof the central
governmenin realtermsto the outputgap. The explanatoryariablesconsideredn the modelswere output
gap, the one-periodlag of the output gap, the real exchangerate, and the gap betweeninternationalnd

domesticoil prices

-

A Theestimatedelasticitiedor total revenuesangedfrom 1.04 to 1.69, with an averageelasticityof 1.20. This
meansthat growthin total realrevenuesncreasedoy 1.2% for each1% increasein the outputgap measure

Elasticities of fiscal revenues to output gap and oil price gap
Total revenues Total revenues excluding oll Oil revenues

Model 1

Model 2 Average

Model 3

= —
~ ~
!_\
=

Model 5 1.3
Model 8 1.0 Average

lFor more det ai ImetodolfgicResdtazd-iscalestrutyuidio tppu bl i shed by the Secretariat of Economic Policy in April

Source National Treasury, Brazilian Revenue Ser@redit Suisse

1.0 ) Average

2018
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Need for substantial fiscal adjustment in coming years

A After severalyears of deteriorationin public accounts, Brazil will need to implementa significantfiscal
adjustmentoverthe nextfew years Evenbasedon favorableassumptiondor GDP growthandinterestrates,
the fiscal adjustmentneedsto be substantial For example,the primarybalancewould haveto rise from its

currentlevelby.

0 4.3pps(from-1.7% to 2.6%): scenariowith GDP growthof 2.0% anda realinterestrate of 5.0%

0 3.4pps(from-1.7% to 1.7%): scenariowith GDP growthof 2.5% anda realinterestrate of 4.5%

0 2.6pps(from-1.7% to 0.9%): scenariowith GDP growthof 3.0% anda realinterestrate of 4.0%

Primary balance needed to stabilize gross debt at 85%

(% of GDP)

Real interest rate

25 30 35 40 45 50 55 60
13 17 21 26 30 34 38 43
09 13 17 21 26 30 34 38
04 09 13 17 21 26 30 34
g 00 04 09 13 17 21 26 30
5 04 00 04 09 13 17 21 26
% 09 -04 00 04 09 13 17 21
13 -09 -04 00 04 09 13 17
17 -13 -09 -04 00 04 09 13
21 -17 -13 -09 -04 00 04 09

Source:National TreasunGredit Suisse

Size of fiscal adjustment needed to stabilize gross debt
(% of GDP)

GDP
growth
of 2.0%

GDP
growth

of 2.5%

GDP
growth
of 3.0%

2.1
|

2.5

1.3
|

2.5

2.6 3.0 3.4 3.8 4.3 4.7 5.1

3.0 3.5 4.0 4.5 5.0 5.5 6.0

L7 21 26 30 34 38 43

3.0 3.5 4.0 4.5 5.0 5.5 6.0

Real interest rate
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It will take time for debt-to-GDP ratio to stabilize

A Stabilizatiomf the grossdebtat 85% of GDP requiresthe primarybalanceto convergeto a primarysurplusof
1.0% to 2.5% of GDP, dependingon the assumptionsusedfor the realinterestrate and GDP growth

A Itwouldtake a few yearsfor the primarybalanceto reachthisrange Evenbasedon conservativessumptions
for growthin expendituresaind the dynamicsof nonrecurringrevenuesand GDP growthof 4.0%, the primary
balancecompatiblewith stabilizatiorof the grossdebt as a percentageof GDP wouldnot be reachedbefore

2022.

A Overa tenyearhorizon,gross debt as a percentageof GDP would stabilizeonly in the scenariowith GDP
growthremaininghigherthan 1.5% in this period

Simulations for path of primary balance in coming years (% of GDP)

Assumptions for exogenous variables Primary balance compatible with stabilization of gross debt
in 201902028 period
Elasticity of real growth in recurring revenues to ° GDP (4.0%)
real GDP growth: 1.2. 4 GDP (3.5%)
GDP (3.0%)
2 ..‘...‘...‘..C‘:Oo.r;]OpOa‘;Oi.Lol‘;..\‘,\/‘i.t“h‘.. @P{2I5W09

Real growth in expenditures: zero, compatible
with Constitutional Amendment ("EC") 95.

J)eooooooooooocoocoocoo 0000000 OCOS 0000000000 0C0OCOCBOCGFOIOGOSINOTO

*~ GDP (2.0%)

0
Non-recurring revenues: Stable as percentage -2 GDP (1.0%)
of GDP on average from 2012 to 2017. 4

2002 2004 2006 2008 2010 2012 2014 2016 2018 2020 2022 2024 2026 2028

Source: Brazilian Treasury, Credit Suisse
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Compliance with EC 95 ensures stability of debt

A If we assumean increasein primaryexpendituresbeyondthat permittedby EC 95, it will be much more
difficultto stabilizegrossdebt as a percentageof GDP overthe nextten years

A Assumingl% of real growthin primaryexpenditurespnlyin scenariosin which GDP growthis greaterthan
2.0% would the primarybalanceas a percentageof GDP reach the range compatiblewith stabilizatiorof
grossdebtat 85% of GDP.

A AmendingEC 95 wouldbe a mistake Not only wouldamendingEC 95 enablean increasein spendingin a
scenarioof a lack of fiscalcontrol,it wouldleadto a de-anchoringof agents' expectationgegardingthe path
of fiscalaccounts

Simulations for path of primary balance in coming years (% of GDP)

Assumptions for exogenous variables Primary balance compatible with stabilization of gross debt
in 201962028 period

Elasticity of real growth in recurring revenues to 4 GDP (4.0%)

real GDP growth: 1.2. 3 GDP (3.5%)
2 ..‘...‘...0..‘0..‘0.."...‘...‘....‘...‘.. GDP(30%)

Compatible with t abi i y

RealgrOWthineXpenditureS:1.0%,Closet0 1 beceeccccecccccccccoccccccoe 0000000000000 0000000 GDP(25O/O)

average growth from 2015 to 2018. 0 GDP (2.0%)
1 GDP (1.0%)

Non-recurring revenues: Stable as percentage -2

of GDP on average from 2012 to 2017. -3

2002 2004 2006 2008 2010 2012 2014 2016 2018 2020 2022 2024 2026 2028

Source: Brazilian Treasury, Credit Suisse
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Recent deteri orati on 1 n Br a

A Accordingto the IMF, from 2008 to 2012 Brazilhad a relativelyfavorabléfiscal positioncomparedwith that of
the rest of the world However,since2013 therehasbeena gap betweenBrazil'sfiscal statisticsandthose of
the rest of the world, with a rise in the nominaldeficitandin publicdebt, both as a percentageof GDP

A Brazilshouldimplementa strongfiscal consolidatiorpackagein the comingyears If this does not happen,
Brazil'sfiscalpositionwill deteriorateevenmore comparedwith that of the rest of the world

Average gross debt compared with Average gross debt compared with Average gross debt compared with
average nominal balance of selected average nominal balance of selected average nominal balance of selected
countries in 2008012 (% of GDP} countries in 2013 017 (% of GDP} countries in 2018 623 (% of GDP}
120 140 140
¢ O
100 ° o o ° 120 120 ® ® °
&0 CW S = 100 . 100 @ o
5 © 2 80 © 80 9% o
S 60 [ Y e 2 ©® .9 0
@ (Y g 60 g 60 &8 0. 4
S 40 3 5 ‘0.9 09
o 40 40 o_ e e
¢ §e0
20 ( 20 20 Yo' ©
0 ° 0 0 ®e
15 <10 5 0 5 10 -10 -5 0 5 10 -10 -5 0 5
Net lending/borrowing requirements Net lending/borrowing requirements Net lending/borrowing requirements

1 We chosethe countriesbasedon the IMF's classificatiorof emergingand developedeconomiesyhich comprisesa total of 62 countries,of which23 are emerging The emergingeconomiessampleis composedof the followingcountries
ArgentinaBangladeshBrazil Bulgaria,Chile,China,ColombiaHungary,India,IndonesiaMalaysiaMexico,PakistanPeru, PhilippinesPoland, RomaniaRussia, SouthAfrica, ThailandTurkey Ukraineand Venezuelawhereaghe full sasmplealso
considersthe followingadvancedcountries Australia,Austria, Belgium, Canada,Cyprus,CzechRepublic. Denmark, Estonia, Finland, France, Germany Greece,Hong Kong SAR, Iceland, Ireland, Israel, Italy, Japan, Korea, Latvia, Lithuania,
LuxembourgMacaoSAR, Malta, NetherlandsNew Zealand,Norway,Portugal,PuertoRico, San Marino, Singapore SlovakRepublic Slovenia Spain, Sweden,SwitzerlandT aiwanProvinceof China, UnitedKingdomand United States? The
imagesdo notincludethe followingcountrieswhichhadmorethantwo standarddeviationsn anyone parameteior whosedatawasnot availablen the database Greece |reland Japan,MacaoSAR,Norway PuertoRicoandVenezuela

Source InternationaMonetaryFund(IMF),CreditSuisse
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Weak fiscal accounts compared to other emerging markets

A Thedeterioratiorin B r a fiscdlfiusesis alsosignificantcomparedwith emergingeconomies

0 2008012: Brazilhad a relativelyhigh grossdebt as percentageof GDP. However,the nominaldeficitwas not so different
comparedwith otheremergingeconomies

0 2013017: Grossdebtas a percentageof GDP remainechigh,andthe nominaldeficitsawstrongdeteriorationn this period

0 2018023: If nothing changes,B r a Ziscadl gosition will worsen further, and the country will become the emerging
economywith the highestdebtandthe mostdeterioratediscalaccountsin the sample excludingvenezuela

Average gross debt compared with Average gross debt compared with Average gross debt compared with
average nominal balance of emerging average nominal balance of emerging average nominal balance of emerging
economies in 2008 612 (% of GDP} economies in 20130617 (% of GDP} economies in 2018 623 (% of GDP}

100 80 100

° &
0 @ o
80 P o 80
o 60 ‘ ® G
g 60 ) g 0 o0 g 60 ® ® g
© L 1) ® «» 40 ‘ ® ” © .J.
0 [ ) %] ‘ 7] /.
@ 40 S 30 o 40 o
& ¢ O .“ G ® oo O
%o 10
0 0 0
-10 -5 0 5 -8 -6 -4 -2 0 2 -0 -8 -6 -4 -2 0 2
Net lending/borrowing requirements Net lending/borrowing requirements Net lending/borrowing requirements

1 Theemerging economies sample is composed of the following countries: Argentina, Bangladesh, Brazil, Bulgaria, Chile, @ihiza Hiwigary, India, Indonesia, Malaysia, Mexico, Pakistan, Peru, Philippines, Poland,
Romania, Russia, South Africa, Thailand, Turkey, Ukrain&andzuelaThe images do not includéenezuelawhich had more than two standard deviationsdth parameters.
Source: International Monetary Fund (IMF), Credit Suisse
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Gross debt is high, even after deducting reserves

A AlthoughBrazil'sgross debt is high comparedwith
that of other countries,it can be arguedthat the
levelof internationaleserves(USD371bn in 2017)
should be taken into accountwhen analyzingthe
public debt, since reserveshave had a positive
influenceon increasesn debtandare highlyliquid

A Although high by historical standards, Brazil's
reservesto-GDP ratio is not high comparedwith
that of other emergingeconomies For example,in
the sample of countriesclassifiedby the IMF as
emergingeconomiesthe averagereservesto-GDP
ratio was 19.1% in 2017, higher than Brazil's
18.1% for the sameperiod

A Accordingly, Brazil's relative position in terms of
public debt as a percentage of GDP does not
changewhenwe deductinternationateserves

Source: International Monetary Fund (IMF), Credit Suisse

Gross debt compared with international reserves

(% of GDP, 2017)
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New instruments would not make public debt low

A The dynamicsof public debt over the next few
yearscouldbe positivelyaffectedby approvabf Bill
of Law No. 9248/2017, submitted by the
governmento the NationalCongressin December
2017, which authorizesthe central bank to take
voluntarytime depositsfrom financialinstitutions

A Establishment of this new monetary policy
instrumentwouldenablethe centralbankto reduce
liquidity by encouraging financial institutions to
make interestbearing depositswith the monetary

Gross debt compared with central bank claims
on central government (% of GDP, 2017)

Gross debt less
CB claims on central
government

Central Bank claims

Gross debt on central government
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Fulfillment of golden rule to be difficult in 2019

A The goldenrule prohibits"credit transactionsthat exceedthe amountof capital expendituresexceptthose
authorizedoy meansof supplementabr specialcredits with a specific purpose,approvedby the legislative
branchby absolutemajority'

A After implementingseveralmeasures,the governmentsecureda marginof BRL12.5bn for fulfillmentof the
goldenrulein 2018.

A For 2019, the BrazilianTreasuryestimatesa shortfall of BRL260.5bn, which will likely be reduced to
BRL109.2bn owing partiallyto the use of funds from the positiveresult of the Central Bank of Brazil
Accordingly,the governmentwill need to secure Congressapprovalof a supplementakredit to avoidthe
consequence®f failingto meetsuchrule

Measures to balance the margin of the golden rule Sufficiency of golden rule (BRL billion)
in 2018 (BRL billion)
2018 2018 2019
BNDES 0 early payment 130.0 Capital expenditures (1) 891.7 7494
) Investments 38.9 32.7
Sovereign wealth fund 27.5 ) -
Financial investments 70.3 71.6
National Development Fund (FND) 17.4 Amortizations 782.4 645.1
Telecommunications Inspection Fund (Fistel) 6.7 Revenues from credit transactions considered (Il = a - b) 879.2 1009.9
_ _ Revenues from loan transactions in period (a) 923.9 867.2
Proceeds from concessions and permits 13.1 i
Change in debt subaccount (b) 44.6 -142.7
Financial Assets Rehabilitation Program (PESA) 4.4 Margin of golden rule (Il =1 - 1) 12.5 -260.5

Source: Brazilian Treasury, Credit Suisse
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Repayment of funds by BNDES will be swifter

A Thanksto the debtrenegotiatiorbetweenthe BraziliarnTreasuryandthe BNDESIin 2018, the loanstakenout
by the BNDESfrom the governmentvill be repaidmuchfaster

A Consideringhe renegotiatedoaymentflow, BRL26.6bn will be repaidin 2019 and BRL26bn in 2020. Forthe
other years, the amountrepaidwill likely be lower, reachingBRL14.2bn in 2039, and the last payment,of
BRL45.6bn, will be madein 2040. By such date, the BNDES will haverepaidall loanstaken out from the
BrazilianTreasuryin the pastfew years

Flow of BNDES payments to the Treasury? Balance of BNDES debt to the Treasury?!
(current BRL billion) (current BRL billion)
2019 700

Original

2024 600
2029 Renegotiated 500
2034

400
2039
2044 300
2049 200 .

Renegotiated
2054 Original 100
2059 0
0 10 20 30 40 50 60 2018 2024 2030 2036 2042 2048 2054 2060

lFor more information, please see Tinoco, G., Giambi adgBNDEFS ,cdmid eTeslayr dNuMacsi,omal,: aarmdt ePacedemtica

discussion 131, October 2018. Despite the decline in the volume of funds received from the Treasury in the past feweyBBI3E will continue to receive contributions via the Workers Support Fund (FAT).
Source: Brazilian Development Bank (BNDES), Credit Suisse
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Gross debt to remain on uptrend in next few years

A Despitethe more favorablescenariofor economicgrowth and, consequentlyfor the dynamicsof the fiscal
accounts,the path of grossdebt as a percentageof GDP willremainon an uptrendin the nextfew years

A Even consideringin our basecase scenariothe scheduledreturn of funds by the BNDES to the Brazilian
Treasurygrossdebtas a percentageof GDP is expectedto increasefrom 76.7% in 2018 to 79.2% in 2020.
Net debtas a percentageof GDP willlikelyincreasefrom 53.8% of GDPin 2018 to 60.8% of GDPin 2020.

Paths of gross and net debt (% of GDP)

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020e

Source: Central Bank of Brazil, Credit Suisse
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Most of Brazil's debt is denominated in local currency

A Thegrossdebtof the generalgovernmen{federalgovernmentstates, and municipalitiesjeachedBRL5.3trn
in September2018, of which the domesticdebt accountsfor BRL4.97trn and the externaldebt, for only

BRL276bn.

A Amongthe maincomponentsof domesticdebt, the highlightsare the securitiesdebt in the market(72% of
total grossdebt as of September2018) andreposof the CentralBank of Brazil(24%).

A Such highershare of domesticdebt in total governmenindebtednesseducesthe risk of a swift and sharp
increasein debtin the eventof a spikein risk aversionin internationamarkets

Total gross debt, domestic and external
(BRL million, Sefl8)

5,246,734 4,970,476

276,258
|

Gross debt of general  |nternal debt (D) External debt (E)
governmen{C=D+E)

Source: Central Bank of Brazil, Credit Suisse

Breakdown of domestic debt
(%, Sep-18)

Central bank repos

Bank debt of federal government

Bank debt of state governments
Bank debt of municipal governments

Securities debt in market
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