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World: Growth is spreading among countries and inflationary pressures
appear to be contained

o Recent data continues to suggest strong growth of global GDP at the end of this year (we forecast
growth of 3.6% in 2017). At the same time, the unemployment rate for several countries remains close to
the historic minimum and inflation has not accelerated. For 2018, we believe that the global economy
should remain strong.

o In the U.S., resumed investments and progress in the fiscal reform in Congress strengthen the growth
forecast of 2.6% in 2018. On the other hand, the inflation scenario remains benign, allowing the Federal
Reserve to maintain its current policy stance. We forecast four rate increases of 25bps in 2018, bringing to
2.5% by year-end.

o In Europe, economic growth has also been surprisingly positive, and the inflation risks remain subdued.
We forecast GDP growth of 1.9% in 2017, and of about 1.7% in 2018. Inflation will allow the ECB to
maintain an accommodating monetary policy stance in 2018.

o In China, despite the negative surprise in recent economic data, there is evidence that the economy is
slowing more slowly than previously thought.
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Brazil: Copom lowers the Selic rate to its lowest historical level and
interest should remain low next year

o The Central Bank of Brazil cut the Selic rate by 0.50 p.p., to 7%. According to the statement, if the
economy evolves in line with the central bank’s scenario, interest rates could fall by another 0.25 p.p. at
the next meeting, to 6.75%.

o Inflation is still surprisingly low, prompting us to revise our forecast for 2017 IPCA consumer inflation to
2.8%, below the target floor (3.0%). We expect the IPCA to climb to 3.9% in 2018, along with a marginal
increase to the risk balance. Inflation will most likely remain below the center of the Central Bank’s target,
due to relatively subdued growth and high levels of idle capacity.

o Growth continues to accelerate, albeit still modestly. We are seeing a consistent recovery in
consumption (4% annual rate increase in the last three quarters) and investment.

o Despite some specific positive factors that will not be repeated next year, part of the effects of the
interest rate drop still have not materialized, and will likely only do so in the first half of 2018. However,
we maintain our growth forecast for 2018 unchanged at 2.8% for 2018, with a slight downward bias,
depending on the results at the beginning of next year. We raised our forecast for 2017 from 0.9% to 1.1%,
reflecting the upward revision of agricultural GDP.
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Copom lowers the Selic rate to its lowest historical level and interest should remain low next year

The main surprise in 2017 was how far the Central Bank cut interest rates. The Selic rate reached 7.0% with
the confirmation of the 0.50 p.p. reduction last week, the lowest level in history. According to the Central
Bank’s statement, if the economic growth follows the bank’s central scenario, interest rates could fall by
another 0.25 p.p. at the next meeting, ending the easing cycle at 6.75%. Current inflation remains surprisingly
low. In fact, we revised our 2017 IPCA forecast to 2.8%, below the target floor (3.0%), which will require the
Central Bank to submit a letter to the Ministry of Finance explaining the reasons for inflation being so low.
Despite the contribution of food prices (which should record around 5% deflation in 2017), the items that are
sensitive to demand also contribute to the low inflation environment. Core inflation could end 2017 very close
to 3.0%, one of the lowest ever.

We maintain our forecast for IPCA inflation for 2018 unchanged at 3.9% and inflation will most likely remain
below the center of the Central Bank’s target, given the modest pace of recovery and low levels of capacity
utilization. This disinflationary environment will be strengthened by a subdued increase of the minimum wage
and overall low wage inflation in 2018. We also observed a marginal improvement of the balance of risks for
next year: (i) increased planting of soybean and corn crops, reducing the potential for crop failure of these
grains; (ii) the risk of a strong La Niña climate phenomenon is practically disappearing and is creating a small
magnitude effect or even a neutral climate scenario; (iii) in hydrology, recent improvements in rainfall have also
lowered short-term inflation risks related to electricity prices, although the medium-term outlook remains
uncertain; (iv) oil prices have come under some pressure due to geopolitical risks, affecting domestic fuel
prices; (v) finally, the BRL remains a relevant risk for inflation, and could fluctuate in response to both domestic
and external developments.

These risks to inflation are mostly related to supply shocks, and are not related to the degree of monetary
stimulus in the economy. Low levels of installed capacity utilization will likely limit the effects of supply shocks,
and point to a benign inflation scenario for 2018 and a low risk of abrupt interest rate reversal.

Chart 1 – Inflation core averages
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In turn, the economy continues to show widespread growth, albeit still gradual. Despite the slower headline
GDP in the third quarter, we noticed a steady recovery in both consumption – which has grown at about a 4%
annual rate in the last two quarters – and investment – which showed the first expansion after 15 quarters and
should be repeated at the end of this year. However, it is a fact that household consumption benefited from
specific factors in 2017, such as (i) the sharp drop in food inflation; (ii) the release of inactive FGTS accounts; (iii)
the sharp drop in interest rates; (iv) the reduction of precautionary savings; as well as (v) higher than expected
creation of jobs (mainly in the informal sector) in the economy. These impulses will not be present to the same
degree in 2018, which may lead to more moderate growth rates (in the margin) than those seen in 2017

At the same time, a relevant part of the effects of lower interest rates have not yet materialized and will do
so in 2018. As a result, we maintained our growth forecast unchanged at 2.8% for 2018, with a slight downward
bias, depending on the results at the beginning of next year. We raised our forecast for 2017 from 0.9% to
1.1%, reflecting the upward revision of agricultural GDP. Regarding the credit market, recent negative surprises
with corporate credit led us to revise our total stock forecast for 2017, from stable to a slight decline of 0.9% in
nominal terms. If, on the one hand, corporate credit responded more slowly than we expected, consumer
credit is recovering faster than expected. Households have made greater progress in the deleveraging process
and as a result, there has been a pickup in the demand for credit, especially in auto finance and payroll-backed
loans. Looking forward, lower lending rates and a receding debt servicing burden will likely boost disposable
income and provide additional support to consumption.

Public finances, have improved, although the public sector still faces a challenging fiscal outlook. One-off revenues
have led to an improvement in fiscal performance, mostly related to the REFIS program. Revenues from the sale of
infrastructure concessions will provide additional support to the fiscal accounts. In October, revenue grew by
approximately 6.9% in real terms, excluding the non-recurring revenues. This improvement will likely continue to gain
momentum, in line with our forecasts of gradual recovery of growth. As such, meeting this year's deficit target (BRL 159
bn) becomes increasingly likely. For next year, since budgeted expenditures are already at the ceiling of the spending
growth cap, the target would only be revised for the worse if there were new shortfall with the revenues. We don’t
consider this to be very likely, given the recovered growth and the concessions expected for next year. As such, we
believe that the administration will comply to the fiscal target next year. The risk to be monitored is the fulfillment of
the golden rule. According to estimates from the National Treasury itself, there is a difference of BRL 184 bn between
revenue and capital expenses (when they should at least be equal). This difference will have to be covered for the
golden rule to be respected, at the risk of the government being prevented from issuing new debt. As such, measures
must be taken to reduce this differential – we believe that (i) the return of BNDES funds to the Treasury; (ii) the Central
Bank result; and (iii) the return of state debt payment to the Union will render such compliance viable. Another matter
that should become more important next year will be the minimum wage rule – the current rule expires in 2019. This
discussion will need to happen in mid-2018, since the ceiling rule becomes more restrictive as of 2019.
.

Chart 2 – GDP Growth, in %

Source: Bradesco
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Balance of payments conditions remain favorable for the Brazilian currency. With stronger global growth and
gradually rising global interest rates, we expect continued price increases for the main commodities exported
by Brazil and strong performance of the shipped volumes. As such, we believe that the Real should respond
mainly to this vector, despite the expected moderate opening of U.S. interest rates. Thus, we maintain our
exchange rate scenario at BRL/USD 3.20 for 2018, although we acknowledge that the year may prove to be
volatile. The fundamentals don’t justify a strong depreciation of the Brazilian real. This is because Brazilian
exports and the economy as a whole are growing, which limits the deterioration of country risk; balance of
payments flows largely cover the current account deficit; the reserves are at a very high level; foreign
participation in local debt has greatly decreased in recent years and public finances have improved in the short
term with increased collection. Exchange rate risks in 2018 still come from a more intense reversal of the
external environment and lingering uncertainties regarding the continuity of the country’s reform agenda,
especially that of social security.

Thus, the scenario we expect for 2018 is constructive, predicting better employment, income, economic
growth and low inflation and interest rates. The higher risks to the interest and exchange rate scenario have
diminished, but are still conditional on perceptions of reform continuity. Current inflation is still surprisingly
positive, the economy shows widespread growth, albeit gradual, external accounts remain favorable, with a
resilient trade balance and with high direct investment inflows, and short-term fiscal accounts were surprisingly
positive as well, reacting to the improved economy. As a result, we believe that the central scenario is more
probable, which absorbs another interest rate cut in February 2018 and subsequently remains at that level, or a
little below it, throughout next year.
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Global economic data released so far continued to suggest a strong growth of the world GDP at the end of
this year. If we consider the growth estimate suggested by the industrial economic index (global PMI), world
GDP growth accelerated from 4.0% in the third quarter to 4.7% in the most recent disclosure, in line with the
average growth estimate of 3.6% in 2017. It should be noted that this strong economic growth scenario with
unemployment rates close to historical lows in several countries has not been accompanied by an acceleration
of inflation to date. We believe that the global economy should maintain an upward trend next year, expanding
by 3.8%. Against this backdrop, we believe that inflation will be mainly driven by commodity prices and partly
responding to the increase in wages, since labor market conditions have already show to be very tight in several
developed economies. This gradual inflation acceleration, combined with the maintenance of monetary stimuli
in Europe and Japan, will result in a gradually increasing scenario for global interest rates in 2018. As a result,
the outlook for emerging countries is likely to remain positive next year.

In the U.S., continued strong economic growth, along with resumption of investments and the fiscal reform
moving forward in Congress, strengthen the growth forecast of 2.6% for 2018. After the positive surprise with
the GDP result of the last quarter, with a very favorable composition (increased non-residential investments),
and preliminary fourth quarter data indicating maintenance of the GDP growth rate at 3.0%, our perception
that GDP growth should accelerate in 2018 gains strength. Furthermore, the tax reform moving forward in
Congress increases the likelihood of an additional economic stimulus, between 0.2 p.p. and 0.4 p.p. between
2018 and 2019. But even in the face of this accelerating economic growth, the inflation scenario should not be
of major concern to the Federal Reserve, given recent surprising lows. Still, inflation risks are rising. Given this
scenario, we expect the Fed to maintain the policy of gradual interest rate adjustment, with four quarterly highs
during the year, so that the interest rate ends 2018 at 2.5%.
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World: global growth is still scattered among the countries and inflationary pressures seem
contained, albeit with increasing risks
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Economic growth in Europe has also been surprising, and inflation risks also appear to be modest. The
recurring positive economic surprises in the Euro Area placed an upward trend on our estimate of 1.9% GDP
growth in 2017. Even if there is some moderation in 2018, growth is expected to remain strong at around 1.7%
for the region. Despite the rise above the potential, the inflation trend is still contained and an accommodating
monetary policy can be maintained in 2018. In this sense, the indicated maintenance of the asset purchase
program until September of next year, albeit at a lower volume than the current one, should only allow
inflation to converge to the ECB target in 2019. Finally, we highlight some important points that may produce
some short-term volatility, including: (i) grand coalition negotiations in Germany, (ii) the Catalonia elections
(still in December), and (iii) the Italian elections (probably at the end of 1Q18).

In China, despite the negative surprise in recent economic data, the growth rate to date suggests a less
intense deceleration than expected. Economic data recorded a deceleration above that expected by the
market. However, the composition of this lower growth was not so unfavorable, since the sectors that slowed
the most were those directed by the government, called the “traditional” economy. Retail sales also slowed,
but a large part of the drop in its growth rate reflected the poor performance of vehicle sales. In summary, we
believe that the Chinese government should continue to steer the transition from the “traditional” economy to
a more modern and innovative economy in a gradual manner, in line with our scenario of decelerating GDP
growth, which should drop from 6.8% in 2017 to 6.4% in 2018. Finally, it should be noted that the country’s
main economic risk factor continues to be high leverage in the credit market.
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2014 2015 2016 2017* 2018*

DOMESTIC ACTIVITY, INFLATION AND INTEREST RATES

GDP (%) 0,5 -3,5 -3,6 1,1 2,8

  Agriculture (%) 2,8 3,6 -6,6 12,5 4,0

  Industry (%) -1,5 -6,3 -3,8 0,0 3,2

  Services (%) 1,0 -2,7 -2,7 0,3 2,2

  Private consumption (%) 2,3 -3,9 -4,2 1,2 2,0

  Government consumption (%) 0,8 -1,1 -0,6 -1,0 1,5

  Investment (%) -4,2 -13,9 -10,2 -2,0 6,0

  Exports of goods and services (%) -1,1 6,3 1,9 6,0 4,0

  Imports of goods and services (%) -1,9 -14,1 -10,3 5,0 5,0

GDP (R$ billion - current prices) 5.779 6.000 6.267 6.593 7.121

GDP (US$ billion) 2.455 1.801 1.796 2.077 2.258

Population (million) 202,8 204,5 206,1 207,7 209,2

Per Capita GDP (US$ - current prices) 12.110 8.808 8.713 10.002 10.793

Industrial Production - IBGE (%) -3,3 -8,3 -6,6 2,1 3,5

Unemployment Rate - IBGE (%) 6,7 8,4 11,5 12,8 12,5

Retail Sales - (%) 2,2 -4,2 -6,2 2,5 3,0

CPI - IPCA - IBGE (%) 6,4 10,7 6,3 2,8 3,9

WPI - IGP-M - FGV (%) 3,7 10,5 7,2 -0,8 4,2

Nominal Interest Rates  - Selic target (end of period - %) 11,75 14,25 13,75 7,00 6,75

Nominal Interest Rates - Selic target (12-month - %) 10,9 13,3 14,0 10,0 6,6

Real Interest Rates - Selic (12-month - %) 4,2 2,4 7,3 6,9 2,6

EXTERNAL ACCOUNTS AND FX

Trade Balance (US$ billion) -7 18 45 66 60

  Exports (US$ billion) 224 190 184 217 234

  Imports (US$ billion) 231 172 139 151 174

Trade flow (exports + imports) (% of GDP) 18,5 20,1 18,0 17,7 18,1

Current Account Deficit (US$ billions) -104 -59 -24 -7 -28

Current Account Deficit (% of GDP) -4,2 -3,3 -1,3 -0,3 -1,2

Foreign Direct Investment (US$ billions) 97 75 79 77 80

FX  - end of period  (R$ / US$) 2,66 3,90 3,26 3,10 3,20

FX - yearly average (R$ / US$) 2,4 3,3 3,5 3,2 3,2

International Reserves (US$ billion) 374 369 372 377 383

Total Medium and Long term External Debt (US$ billion) 349 335 324 330 337

Moody's sovereign credit rating Baa2 Baa3 Ba2 - -

S&P sovereign credit rating BBB- BB+ BB - -

FISCAL ACCOUNTS

Primary Surplus (R$ billions) -33 -111 -156 -159 -154

Primary Surplus (% of GDP) -0,6 -1,9 -2,5 -2,4 -2,2

Public Sector Nominal Balance (% of GDP) #REF! #REF! #REF! #REF! #REF!

Gross Public Debt (domestic and external) (% of GDP) 56,3 65,5 69,9 76,0 78,5

Net Public Debt (domestic and external) (% of GDP) 32,6 35,6 46,2 52,9 54,8

Economic forecast (2014 – 2018)

(*) Forecast
Source: IMF, Bradesco
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International indicators (2014 – 2018)

International indicators – Latin America(2014 – 2018)

2014 2015 2016 2017* 2018*
GDP
World 3,5 3,4 3,1 3,6 3,8
Developed markets 1,9 2,2 1,7 2,2 2,2
  United States 2,4 2,6 1,6 2,3 2,6
  Euro Area 1,2 2,0 1,7 2,3 1,9
  United Kingdom 3,1 2,2 1,8 2,1 1,8
  Japan 0,3 1,2 1,0 1,5 1,3
Emerging markets 4,6 4,2 4,1 4,6 4,8
  China 7,3 6,9 6,7 6,8 6,4
  Latin America 1,0 0,1 -1,0 1,4 2,5
US INTEREST RATE AND CPI
Fed Funds (%) 0,25 0,25 0,75 1,50 2,50
CPI (%) 0,80 1,90 2,07 2,00 2,40

2014 2015 2016 2017* 2018*

Argentina

  GDP (%) -2,5 2,6 -2,2 2,8 3,0

  CPI (%)     42,70 26,9 41,0 22,0 15,0

  Interest rate (%)     29,50 33,00 24,75 28,75 20,50

  ARS/US$ (end of period)       8,47 12,93 15,87 17,50 19,60

Brazil

  GDP (%) 0,5 -3,5 -3,6 1,1 2,8

  CPI (%) 6,4 10,7 6,3 2,8 3,9

  Interest rate (%) 11,75 14,25 13,75 7,00 6,75

  BRL/US$ (end of period) 2,66 3,90 3,26 3,10 3,20

Chile

  GDP (%)       1,90 2,3 1,6 1,6 2,5

  CPI (%)       4,40 4,4 2,7 2,1 2,8

  Interest rate (%)       3,00 3,50 3,50 2,50 2,50

  CLP/US$ (end of period) 606,5 709,0 670,7 650,0 650,0

Colombia

  GDP (%)       4,40 3,1 2,0 1,7 3,0

  CPI (%)       2,90 6,8 5,8 3,9 3,5

  Interest rate (%)       4,50 5,75 7,50 4,75 5,50

  COP/US$ (end of period)     2.377 3.174 3.001 3.050 3.080

Mexico

  GDP (%)       2,30 2,5 2,3 2,0 2,3

  CPI (%)       4,00 2,3 3,2 6,0 3,5

  Interest rate (%)       3,12 3,25 5,75 7,00 6,00

  MXN/US$ (end of period)     14,75 17,2 20,7 18,5 18,2

Peru

  GDP (%)       2,40 3,3 3,9 2,8 4,0

  CPI (%)       3,30 4,4 3,2 2,6 2,2

  Interest rate (%)       3,50 3,75 4,25 3,25 3,50

  PEN/US$ (end of period)       2,98 3,41 3,36 3,25 3,35

(*) Forecast
Source: IMF, Bradesco
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