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o The global environment tends to stabilize in the coming months. More positive signs are coming from
recent data, the reaction of several central banks and easing trade tensions. Even though the world
economy will slow this year, with an expansion forecast of 3.3% (after recording 3.7% growth last year), it
is important to note that the outlook has become more favorable in the last month. To that end, we
highlight the improvement of Chinese indicators, the stabilization observed in Europe and Asia, the
reassessment by the Fed, the progress in the U.S.-China negotiations and the change of tone by the vast
majority of central banks.

o Interpreting second quarter data will be of upmost importance. Risks are still present, resulting from
tensions between the U.S. and now Europe, as well as the uncertainties that still overshadow
discussions on how the United Kingdom will leave the European Union, delayed at least until October.
Thus, it will be important to monitor the extent of economic indicator surprises (since even with the
knowledge that data will remain weak, frustration has to stop) and the short-term interest rate curve (as a
way of monitoring the tone of central banks). But markets reactions should be positive as the economy
improves and the more accommodative stance on monetary policy takes effect.

April 12, 2019

Economic recovery still sluggish

Better days ahead for the global economy

o Brazilian economic recovery has fallen short of expectations in the beginning of the year. Since our last
monthly report, we have been highlighting the broadening interval of the growth estimates due to
worsening current indicators. Data published in recent weeks confirmed this gradual recovery
environment and our research suggests a weak transition to the second quarter. These findings
compromise expectations for the year, leading us to revise expansion to 1.9%, which still assumes a
strong acceleration in the quarters ahead.

o In inflation, the concentration of shocks (mainly supply) pressures the IPCA in the short term, but the
idleness of the economy should help stave off contagion of core inflation, which remain at a comfortable
level.

o In terms of monetary policy, we believe that the current environment will most likely drive the
interest rate to remain at 6.5% until the end of the year. Regardless, we do not rule out further cuts if
the sluggish recovery of the economy plays out in an environment with steady asset prices – pushing
forward the social security reform, even if it has not yet passed – and inflation and expectations remain
compatible with this easing scenario.
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Brazilian economic recovery has fallen short of expectations in the beginning of the year. Since our last
monthly report, we have been highlighting the broadening interval of the growth estimates due to worsening
indicators. Data published in recent weeks confirmed this gradual recovery environment and our research
suggests a weak transition to the second quarter. In inflation, the concentration of shocks (mainly supply)
pressures the IPCA in the short term, but the degree of excess capacity of the economy should help stave off
contagion of the cores, which remain at a comfortable level. Finally, uncertainties on the social security reform
schedule interrupted an upswing in asset prices, despite an international environment with less pressure on
emerging economies.

The economic indicators available show the GDP pulling back by 0.1% in the first quarter. Data published to
date indicates: i) still no clear signs of industry recovery; (ii) cooling business and consumer confidence and (iii)
job market losing steam. These points may limit the rebound in retail sales seen in the first quarter. There are
still doubts on what part of the slowdown is explained by the deteriorating financial conditions observed until
October 2018. However, economic indicators, including our own surveys, indicate a loss of traction over the
months, suggesting a slow transition to the second quarter, which drives a wedge in the theory of worsening
financial conditions being the most probable cause.

In our opinion, the slowing global economy, the fragile fiscal situation of states and municipalities, and
uncertainty related to long-term fiscal solvency explain a great degree of this frustration. It seems unlikely
that the weak performance of the Brazilian economy is due to supply constraints (derived from some worsening
of the potential GDP in recent quarters, for example) when we consider external trade, unemployment and
wage dynamics, idleness in industry and inflation. Right now, the Brazilian economy lacks external and internal
demand vectors. The latter may be associated with fiscal uncertainties or the drop in equilibrium interest rates,
theories to be verified in the coming months from the behavior of the economy in the face of the social security
reform progress.

Economic recovery still sluggish

Source: Department of Labor and Employment, IBGE, Bradesco

Chart 1: Net generation of formal employment and GDP
3-month moving average and year-over-year variation
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Source: BCB, Bradesco

Chart 2: Stock of non-earmarked credit: individuals (PF) and legal entities (PJ)
Annualized 3-month variation, seasonally adjusted

In general, we continue to believe that the Brazilian economy has the conditions to resume growth.
Highlights among the main factors include: i) lower household indebtedness; ii) greater propensity to credit; iii)
historically low interest rates; iv) inflation with anchored expectations; and v) a positive economic reform
agenda. Even so, this more tepid result in the first quarter and the initial signs of the second hinder
expectations for the year, leading us to revise expansion to 1.9%, which still assumes a strong acceleration in
the quarters ahead.

Credit data continues to show expansion of the stock of free resources, both for individuals and legal
entities. The stock of the non-earmarked loan portfolio grew at an annualized rate of 15.6% in the last three
months for individuals and 6.6% for legal entities. Delinquency rates and late payments are still low, and lower
indebtedness of households and companies has resulted in higher disbursement rates, which will continue
throughout the year. Regardless, with the more contained evolution of the earmarked loan portfolio, we
revised our expectation of growth for the total credit stock in 2019 to 8.6%. In the last three months, the
earmarked loan portfolio fell 0.6%, seasonally adjusted. An important aspect of this decline may be associated
with the migration of these operations to the capital market, with its stock climbing approximately 24% in the
last twelve months. Thus, we maintain our reading that credit will be an important vector for economic
resumption in the coming quarters.

On the inflation side, some shocks have affected indexes in the short term. Among these shocks, which
suggest higher inflation in the coming months, we highlight: i) gasoline, due to the increase in oil prices (USD
64/barrel of WTI type); (ii) swine fever, which has reduced the supply of pork in Asia and is pressuring
international prices for pork and its substitutes; and (iii) iron ore, responding to supply shocks in Brazil and
Australia. Higher prices for fresh food and beans, which accounted for more than 85% of atypical food pressure
in the first quarter (40% contribution to the index versus 15% of the historical average), are already beginning
to dissipate.
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Despite these shocks, the main vectors of the scenario continue to suggest a favorable environment this
year. Current economic idleness and anchored expectations tend to curb the contagion of inflation cores in
light of these shocks. This leads us to understand that the inflation trajectory remains comfortable, with
balanced risks to the outlook. Therefore, we maintained our forecast of a high of 3.8% for the IPCA.

On the exchange-rate side, we opted to keep our forecast at BRL/USD 3.70 for the end of the year, although
we believe that the Brazilian real may present more volatile momentum in the short term. Although some
global risk scenarios have cooled down over the last month, the Brazilian currency depreciated relatively more
than its peers, reflecting a net outflow of foreign exchange flows, with a negative emphasis on the financial
account. However, addressing a positive reform agenda (especially social security) and a more favorable
external scenario have the potential to boost appreciation later this year, as well as produce a new risk
reduction, with the perspective of fiscal rebalancing and lower structural interest.

In public finances, even with the downward revision of the GDP, we continue to see a scenario of meeting
the primary deficit target. The more contained evolution of the economy should result in a lower growth of
government revenues. Revenues grew 1.2% in real terms until February, a pace that should be maintained until
the end of the year. On the expenditure side, we maintain our estimate of full compliance with the spending
cap. These conditions result in a primary deficit of BRL 109 billion in 2019, still leaving plenty of room compared
to the established target (BRL 139 billion deficit for the Central Government). These numbers do not consider
funds from the oil surplus auction in the onerous assignment region. Although it has already been announced
that the payment can occur at the end of the year, we await a definition as to the amount that will be directed
to States and Municipalities to incorporate into our scenario. In any case, these funds should contribute to
better fiscal outcomes this year or next.

In this way, the main fiscal focus continues to be passing the social security reform. The measure is crucial to
the medium-term sustainability of the spending cap and public debt ceiling. The project is in the beginning
stages and is being evaluated by the House Constitution and Justice Committee (CCJ). Since it is an amendment
to the constitution, this process tends to be slow and it will probably be passed in the second half of the year.
Our main scenario currently considers passing a reform that will save at least BRL 800 billion over 10 years,
which, along with other measures, will allow compliance with the fiscal rules and reduce the country’s risk
perception.

Source: IBGE, BCB, Bradesco

Chart 3: IPCA and core by exclusion
12-month variation
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Finally, in terms of monetary policy, we believe that the current environment will most likely drive the
interest rate to remain at 6.5% until the end of the year. Regardless, we do not rule out further interest rate
cuts if the sluggish recovery of the economy plays out in an environment with steady asset prices – pushing
forward the social security reform, even if it has not yet passed – and inflation and expectations remain
compatible with an easing scenario. Underwhelming growth resulted in GDP falling below its potential,
including some additional opening of the gap. Climbing unemployment and the drop in the use of installed
industrial capacity in recent months are indications of this hypothesis. Even with more pressured inflation
figures in the full index, it shows no signs of contagion to the cores. However, since there is pressure on the full
indexes in the short term, doubts on the pace of GDP recovery and the possibility of slower progress in the
social security reform, it is reasonable for the Central Bank to wait for more information to reassess its main
scenario and balance of risks.
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The global environment tends to stabilize in the coming months. More positive signs are coming from recent
data, the reaction of several central banks and easing trade tensions. Even though the world economy will
slow this year, with an expansion forecast of 3.3% (after recording 3.7% growth last year), it is important to
note that the outlook has become more favorable in the last month. To that end, we highlight the improvement
of Chinese indicators, the stabilization observed in Europe and Asia, the reassessment by the Fed, the progress
in the U.S.-China negotiations and the change of tone by the vast majority of central banks.

A few months ago, economic indicators in most countries accumulated negative results. Part of this loss of
momentum came from increased geopolitical uncertainties and the internal slowdown of the Chinese
economy. In order to absorb this information, the manufacturing PMI index has been losing traction since the
second half of last year, especially in developed economies. Along the same lines, world exports declined and
prices of several assets came to incorporate the perception of a much stronger deceleration of the world
economy: oil prices reached USD 42.5/barrel (WTI type).

Growth remains reasonable in the U.S., although some cooling is expected for this year. This is because the
end of fiscal stimuli, the lagged effect of higher interest rates and the loss of momentum already taking place
throughout the rest of the world tend to impact their domestic indicators. At any rate, the U.S. economy is still
very dynamic, with very broad expansion. After very weak economic data early in the year, some February
indicators and March surveys began to show recovery, suggesting a stronger growth rate in the first quarter of
the year, compared to that expected until February. Industrial production data and real estate sales in February
and vehicle sales and the net job creation in March interrupted a negative trend of weaker results. March
surveys are also suggesting that the other indicators of last month should follow this upward trend.

Better days may lie ahead for the global economy

Source: Bloomberg, Bradesco

Chart 4: Global PMI index for industry
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The Fed made an important adjustment in its communication early last month when it revised downward its
expectations for interest rates in the years ahead, at levels lower than those reported months ago.
Projections were reduced for GDP growth (from 2.3% to 2.1% in 2019, and from 2.0% to 1.9% in 2020) and
inflation (from 1.9% to 1.8% in 2019, and from 2.1% to 2.0% in 2020). The median projections for the
benchmark interest rate from the FOMC members also declined to a level of stability in 2019 and an increase of
only 0.25 p.p. in 2020 (previously the median scenario was for two hikes and one hike, respectively). Finally, the
monetary authority has announced that it will change the pace at which it is reducing its asset balance, from
the current USD 50 billion a month to USD 35 billion a month as of May, ending the reduction process in
September.

In the Eurozone, as in the U.S., the economic performed well below expectations since the beginning of the
year. Although the underwhelming growth of the region was influenced by idiosyncratic factors (below normal
rains and changes in vehicle production regulations), the low growth in the first quarter caused us to revise our
GDP growth forecast for the year from 1.3% to 1.1%. Given this scenario, the European Central Bank (ECB) has
adjusted the tone in recent monetary policy decisions. At the March meeting, the institution lowered its GDP
and inflation forecasts, postponing the first interest rate hike to the end of 2019. The ECB also announced a
new long-term financing program for banks for the purpose of improving financial health and increasing
liquidity in the sector. At the April meeting, although the ECB did not make changes to quantitative stimuli,
interest rates and signaling for its next steps, its statement and speech emphasized disappointment with
economic growth in the first quarter and the bearish surprise with short-term inflation. The ECB also stressed
that it could re-expand the financial stimulus for the economy if needed. We believe that the Bank will maintain
stimulative monetary conditions at least until the end of next year.

Following the shift in the monetary policy decisions of central banks of developed countries since the
beginning of the year (mainly the Fed and ECB), several emerging economies have presented more dovish
speech. India falls among the most emblematic cases (where there were two interest cuts this year) and
Australia, whose central bank first signaled an interruption of the monetary normalization cycle and then
indicated that it could reduce the base rate in this year (in fact, the market expects a cut of 0.50 p.p. in 2019).
We believe that the greater monetary stimulus in developed and emerging economies will contribute to the
stabilization and subsequent acceleration, albeit modest, of global activity as of this second quarter, along with
the reduction of the risks ahead.

China has been an important downward vector over the past year. The deceleration witnessed since the
second quarter mainly reflected the structural adjustments of previous years, with deleveraging of
companies and local governments. Even with the easing of economic policies in this period, the GDP was slow
to respond, given the internal resistance (resulting from political accommodation after the transition in March
2018) and the drop in confidence, also compromised by tensions with the United States. After several rounds of
stimuli, there have been signs of reaction early this year, with strong credit expansion, improved confidence
(reflected in the rising equity markets) and investments in infrastructure. Thus, as Chinese economic
stabilization becomes clearer, downward pressures for the vast majority of countries tend to cease.

Negotiations between the U.S. and China, on the other hand, appear to have made significant progress on
the trade agenda, but issues related to intellectual property and technology transfer are open. Despite
political incentives on both sides being favorable to reach a deal – even if only a partial one –, there are still
demands from the U.S. and non-pacified concessions made from China. As indicated by both countries in recent
weeks, however, it is likely that they will be able to reach an agreement soon. Therefore, we will probably learn
of a more restricted treaty in the short term, with tariffs fixed at 10%.
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In any case, we understand that the tensions between the two economies will persist (some very delicate
issues for both sides, such as the opening of Chinese markets to the U.S., will take some time to address).
Some effects should be more permanent, not only for both countries, but also for the whole world, such as
raising tariffs and restrictions on Chinese capital. China will have to overcome the challenge of attracting foreign
capital for production in the country, previously intended for the global market. Finally, the U.S. defines
technological issues as a matter of homeland security and they are not addressed in this current agreement.

Interpreting second quarter data will be of upmost importance. Risks are still present, resulting from
tensions between the U.S. and now Europe, as well as the uncertainties that still overshadow discussions on
how the United Kingdom will leave the European Union, delayed at least until October. Thus, it will be
important to monitor the extent of economic indicator surprises (since even with the knowledge that data will
remain weak, frustration has to stop) and the short-term interest rate curve (as a way of monitoring the tone of
central banks). But markets reactions should be positive as the economy improves and the more
accommodative stance of the central banks takes effect.

Chart 5: Index of surprises with economic indicators
Positive numbers express positive surprises; the opposite is true

Source: Bloomberg, Bradesco

Chart 6: 2-year interest rate – selected countries
Variation of the last month (in points)

Source: Bloomberg, Bradesco
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2016 2017 2018 2019*

DOMESTIC ACTIVITY, INFLATION AND INTEREST RATES

GDP (%) -3.3 1.1 1.1 1.9

  Agriculture (%) -5.2 12.5 0.1 1.2

  Industry (%) -4.6 -0.5 0.6 1.6

  Services (%) -2.3 0.5 1.3 2.2

  Private consumption (%) -3.9 1.4 1.9 2.0

  Government consumption (%) 0.2 -0.9 0.0 0.0

  Investment (%) -12.1 -2.5 4.1 4.3

  Exports of goods and services (%) 0.9 5.2 4.1 4.0

  Imports of goods and services (%) -10.3 5.0 8.5 5.0

GDP (R$ billion - current prices) 6,267 6,599 6,828 7,370

GDP (US$ billion) 1,796 2,067 1,868 1,954

Population (million) 206.1 207.7 209.2 210.7

Per Capita GDP (US$ - current prices) 8,714 9,956 8,930 9,276

Industrial Production - IBGE (%) -6.4 2.5 1.1 1.6

Unemployment Rate - IBGE (%) 11.5 12.7 12.3 12.3

Retail Sales - (%) -6.2 2.0 2.3 3.0

CPI - IPCA - IBGE (%) 6.29 2.95 3.75 3.80

WPI - IGP-M - FGV (%) 7.17 -0.50 7.54 5.71

Nominal Interest Rates  - Selic target (end of period - %) 13.75 7.00 6.50 6.50

Nominal Interest Rates - Selic target (12-month - %) 14.0 10.0 6.42 6.4

Real Interest Rates - Selic (12-month - %) 7.3 6.8 2.6 2.5

EXTERNAL ACCOUNTS AND FX

Trade Balance (US$ billion) 45.0 64.0 53.6 54.3

  Exports (US$ billion) 184 217 239 245

  Imports (US$ billion) 139 153 185 191

Trade flow (exports + imports) (% of GDP) 18.0 17.9 22.7 22.3

Current Account Deficit (US$ billions) -24 -7 -15 -16

Current Account Deficit (% of GDP) -1.3 -0.4 -0.8 -0.8

Foreign Direct Investment (US$ billions) 73 70 88 91

FX  - end of period  (R$ / US$) 3.26 3.31 3.87 3.70

FX - yearly average (R$ / US$) 3.49 3.19 3.65 3.77

International Reserves (US$ billion) 372 382 387 394

Total Medium and Long term External Debt (US$ billion) 321 318 316 322

Moody's sovereign credit rating Ba2 Ba2 Ba2 -

S&P sovereign credit rating BB BB BB- -

FISCAL ACCOUNTS

Primary Surplus (R$ billions) -156 -111 -108 -109

Primary Surplus (% of GDP) -2.5 -1.7 -1.6 -1.5

Gross Public Debt (domestic and external) (% of GDP) 70.0 74.1 76.7 77.8

Net Public Debt (domestic and external) (% of GDP) 46.2 51.6 54.1 55.2

Macroeconomic Projections (2015 – 2019)
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International indicators (2015 – 2019)

International indicators – Latin America (2015 – 2019)

p: (estimate); nd – not available
Source: IMF, Bradesco

2015 2016 2017 2018 2019*

GDP
World 3.5 3.3 3.7 3.7 3.3
Developed markets 2.3 1.7 2.3 2.3 1.7

  United States 2.9 1.6 2.2 2.9 2.1
  Euro Area 2.1 1.8 2.3 1.8 1.1
  United Kingdom 2.3 1.8 1.7 1.4 1.0
  Japan 1.4 1.0 1.7 0.8 0.5

Emerging markets 4.3 4.4 4.7 4.7 4.5
  China 6.9 6.7 6.9 6.5 6.0
  Latin America 0.3 -0.6 1.3 1.1 2.1

US INTEREST RATE AND CPI
Fed Funds (%) 0.25 0.75 1.50 2.50 2.50
CPI (%) 1.90 2.07 2.10 1.90 1.70

2015 2016 2017 2018 2019*

Argentina

  GDP (%) 2.7 -1.8 2.9 -2.5 -1.6

  CPI (%) 26.9 41.0 24.8 47.7 32.4

  Interest rate (%) 33.00 24.75 28.75 59.25 45.00

  ARS/US$ (end of period) 12.93 15.85 18.59 37.65 50.00

Brazil

  GDP (%) -3.5 -3.3 1.1 1.1 1.9

  CPI (%) 10.7 6.3 2.9 3.7 3.8

  Interest rate (%) 14.25 13.75 7.00 6.50 6.50

  BRL/US$ (end of period) 3.90 3.26 3.31 3.87 3.70

Chile

  GDP (%) 2.3 1.3 1.5 4.0 3.2

  CPI (%) 4.4 2,7 2.3 2.9 3.0

  Interest rate (%) 3.50 3,50 2.50 2.75 3.25

  CLP/US$ (end of period) 709.0 671.0 615.0 694.0 650.0

Colombia

  GDP (%) 3.1 2.0 1.8 2.8 3.5

  CPI (%) 6.8 5,8 4.1 3.1 3.0

  Interest rate (%) 5.75 7,50 4.75 4.25 5.00

  COP/US$ (end of period) 3,174 3001 2,984 3,248 3,300

Mexico

  GDP (%) 3.3 2.9 2.0 2.0 1.6

  CPI (%) 2.3 3,2 6.8 4.3 3.1

  Interest rate (%) 3.25 5,75 7.25 8.25 8.25

  MXN/US$ (end of period) 17.2 20,7 19.7 19.7 20.1

Peru

  GDP (%) 3.3 4.1 2.5 4.1 4.1

  CPI (%) 4.4 3,2 1.4 2.4 2.0

  Interest rate (%) 3.75 4,25 3.25 2.75 3.25

  PEN/US$ (end of period) 3.41 3,36 3.24 3.37 3.30
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