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o After months of intense slowdown in the global economy, policymakers in the larger economies are
trying to counterbalance the low dynamism of the global economy. Data is mixed in the United States
and China, the two countries with the highest economic weight, at times showing tentative signs of
stabilization, followed by signs of substantial weakness still lingering in the economy.

o Despite more encouraging signs, indicators have stabilized at a lower level, consistent with global
expansion slightly above 3.0%. The following aspects are still noteworthy on the more negative side: a
continuing drop in the volume of global trade and a decline in manufacturing production and especially in
the capital goods sector in some countries that are traditional world producers, such as Japan and
Germany. These data suggest that it will be prudent, despite the marginally more favorable signs, to
remain alert with respect to the permanent effects of an environment with unstable trade rules and
economic policies and their effects on the decisions of corporate investments.

o Particularly for monetary policy in Brazil, this scenario of modest global stabilization may be a
supportive balance. Stabilization would control the deterioration rate in the terms of trade and reduce
the risk of more intense depreciation of emerging assets. But the still moderate pace of global expansion
is compatible with controlled inflation and sustaining broad global liquidity conditions. Thus, the two tail
risks for the Central Bank arising from the international scenario would be more contained, namely: a
sharp worsening in the terms of trade or more pronounced reduction of liquidity in international markets.
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Dispersion of possible scenarios expands

Governments try to counterbalance global economic slowdown

o The key message from our economic scenario comes from increasing dispersion of possible scenarios
in 2019. The latest economic data points to an expansion in the estimated growth range for the year; in
inflation, the balance of risks, which was on an asymmetric downward trend, regained balance due to
supply shocks in food and some pressure on service prices; the news emanating from the New Social
Security proposal continues to indicate a robust reform, but it make take longer to pass, which, in light of
an international environment still unstable for emerging countries, has led to a depreciation of the
Brazilian real in the short term.

o In terms of monetary policy, a more moderate economic growth increases the chances of interest cuts
at some point during the year. Underwhelming growth results in in a GDP well below its potential, with
some widening of the output gap, given the rise in unemployment and the drop in installed capacity
utilization in recent months. In the case of inflation, the Central Bank of Brazil should not be surprised by
the current data, which has been in line with its forecast, despite an upward swing in services and a
downturn in industrial goods. However, with the more depreciated current exchange rate and
perception of a longer timeline (expected by the market) to pass the reforms, it is plausible that the
Central Bank will want to wait for more information to reassess its scenario and decide on the possible
need for additional monetary stimulus. Interest rate cuts do not seem to be dependent on passing the
social security reform, however, provided that the process is progressing and inflation expectations are
below the center of the target, with well-behaved exchange rates and relevant idleness in the economy,
all conditions present in the current scenario.
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The key message from our economic scenario comes from increasing dispersion of possible scenarios in 2019.
The latest economic data points to an expansion in the estimated growth range for the year; in inflation, the
balance of risks, which was on an asymmetric downward trend, regained balance due to supply shocks in food
and some pressure on service prices; the news emanating from the New Social Security proposal continues to
indicate a robust reform, but it make take longer to pass, which, in light of an international environment still
unstable for emerging countries, has led to a depreciation of the Brazilian real in the short term.

With respect to economic activity, GDP data for the fourth quarter, together with the first indicators for
2019, suggest a slower-than-expected transition. The first quarter should show a timid expansion at the
margin once again. Thus, the range of possible GDP scenarios in 2019 has widened: Table 1 shows the
corresponding annual GDP for different growth rates throughout the year. For now, we have revised our
growth estimate to 2.4% in 2019.

In fact, uncertainty has increased regarding the pace of recovery. The current data, the persistence of the
recession in Argentina, global slowdown and tight fiscal policy are the main negative aspects driving a slower
recovery looking ahead. Confidence indicators took a downward turn and labor market data lost some traction,
with the weakening of the industry limiting continuity of the strong trade expansion that we had been
observing. On the other hand, there are positive vectors, such as lower household indebtedness and a greater
propensity to take credit, with lower interest rates, low inflation, anchored expectations and a positive agenda
for government reforms. All of this may be associated with looser monetary policy if economic data continues
to disappoint, which would provide additional stimulus to growth at the end of the year.

Credit data continues to show expansion of the stock of free resources, both for individuals and for legal
entities (Chart 1). Conditions for stronger credit growth are present despite the more moderate result in
January. The stock of the non-earmarked loan portfolio has advanced at an annualized rate of 16.3% in the last
three months for individuals and 9.9% for legal entities. We have seen an upward trend in disbursements,
default and delinquency rates at low levels and individuals with lower income commitment. They are all vectors
that will remain present throughout the year.

Dispersion of possible scenarios

Source: IBGE, Bradesco

Table 1: Quarterly growth rate in the margin and annual GDP

Mar-18 0.4 0.4 0.4 0.4

Jun-18 0.0 0.0 0.0 0.0

Sep-18 0.5 0.5 0.5 0.5

Dec-18 0.1 0.1 0.1 0.1

Mar-19 0.0 0.0 0.0 0.0

Jun-19 0.5 0.7 1.0 1.5

Sep-19 0.5 0.7 1.0 1.5

Dec-19 0.5 0.7 1.0 1.5

GDP 2019 1.1 1.4 1.9 2.7

Seasonally adjusted quarterly GDP
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Source: BCB, Bradesco

Chart 1: Stock of non-earmarked credit: individuals (PF) and firms (PJ)
Annualized 3-month variation, seasonally adjusted

The main drivers for inflation continue to suggest a comfortable environment this year, and we maintained
our projection for IPCA inflation unchanged at 3.8%. More subdued growth, anchored expectations and the
prospect of advancing a reform agenda, which suggests a stronger exchange rate, are all factors that ultimately
reinforce the benign scenario for both full inflation and the cores in 2019.

Despite these facts, the short-term news flow evened out the balance of risks, which was asymmetric
downward, in our assessment. For the most part, this consisted of news associated to supply shocks: i)
weather, which began to disrupt the dynamics of food prices, especially fresh foods and beans; ii) gasoline
prices, which are no longer driving inflation lower after oil prices started to rise recently; and (iii) somewhat
more intense pressure on service inflation. However, these factors mostly appear to be transitory, with
inflationary pressure concentrated in a few items and cities and mostly associated to food prices. This leads us
to conclude that the inflation outlook remains comfortable, but with a balance of risks that is more balanced
than before.

Our forecast for the year-end BRL remains unchanged at BRL/USD 3.70. Despite the recent depreciation –
which combines global and local dynamics –, addressing the social security reform has the potential to support
the BRL later this year, as well as producing a new decline in risk with the prospect of fiscal rebalancing and
lower structural interest rates. Fundamentals are still consistent with a stronger level, which is shown by the
greater distance between the Brazilian real and the CDS, but the convergence will depend on greater allocation
by foreigners, which tends to occur only if the reform is passed. That means that until the reformist agenda
moves forward, the high volatility of the currency is likely to persist in the short term. Finally, external accounts
remain favorable, with significant room for the Brazilian economy to grow without restrictions from the balance
of payments.
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In the field of reforms, the New Social Security proposal is ambitious and seeks to reduce imbalances
between the current regimes, promoting greater convergence of rules. The main change will be the adoption
of a minimum age (65 for men and 62 for women) and contribution time of at least 20 years for retirement in
all regimes, with some differences in specific cases, such as police, rural workers, among others. From a fiscal
point of view, the reform initially proposed would save BRL 1.2 trillion in 10 years, already including the reform
of the military, which is still to be submitted. This amount is sufficient to ensure fulfillment of the spending cap
and, therefore, to reduce the debt/GDP ration in the coming years. Debt is currently at 76.7% of the GDP and
its reduction should also reduce the country’s risk perception, benefiting investments and growth in the
medium and long terms. Given the maturity of the discussion on the need for reform, we expect approval of a
proposal that will generate a significant savings in the next 10 years, which ideally should exceed BRL 800 billion
to enable the spending cap for a relevant period. It is worth noting that the passing the proposal may take
longer than expected.

The performance of public accounts, in turn, was surprising early in the year, with spending coming in below
expectations and the seasonal standard. Revenues have recorded very similar behavior to that suggested by
the GDP growth in the first quarter. Thus, we maintained our primary deficit estimate at BRL 95 billion. This
estimate considers nominal growth of 8% in revenue, including almost BRL 20 billion in revenues from
privatizations and auctions. We did not include possible extraordinary revenue in this estimate from an oil
surplus auction in the area of onerous assignment, which was scheduled for October 28, but does not yet have
a date set for payment of the bonus (or a defined share percentage with the Federal Government).

Finally, in terms of monetary policy, slow economic resumption extends the chances of interest cuts at some
point during the year. Underwhelming growth results in a GDP well below its potential, with some widening of
the gap, given the rise in unemployment and the drop in the use of installed industrial capacity in recent
months. In the case of inflation, the Central Bank of Brazil should not be surprised by the current data, which
has been in line with its forecast, despite an upward swing in services and a downturn in industrial goods.
However, with the more depreciated current exchange rate and a longer timeline (expected by the market) to
pass the reforms, it is plausible that the Central Bank will want to wait for more information to reassess its
scenario and decide on the possible need for additional monetary stimulus. Interest rate cuts do not seem to be
dependent on passing the social security reform, however, provided that the process is progressing and
inflation expectations are below the center of the target, with well-behaved exchange rates and relevant
idleness in the economy, all conditions present in the current scenario.
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After months of slowdown in the global economy, the main central banks are trying to counterbalance the
low dynamism of the global economy. Data is mixed in the United States and China, the two countries with the
highest economic weight, at times showing tentative signs of stabilization, followed by signs of substantial
weakness still lingering in the economy.

Fourth quarter U.S. GDP expanded by 2.6%, more intense than expected (2.2%), largely because the level of
stocks did not fall as imagined (Chart 2). The most important data refers to the maintenance of the good
dynamism in private consumption (2.8% expansion) and investments (4.6%). In addition to the fourth quarter
GDP data, increases in January (car and new home sales) and February (improvement in the qualitative
indicators for the service sector) suggest signs of growth stabilization following the indications of interest rate
hike interruption by the Fed. Job market data points to a chance of more intense deceleration in the coming
months, which leads to a certain degree of caution in the analysis of U.S. growth stabilization.

In China, new loans in the last three months increased by a 17.8% annual rate (Chart 3). Government
guidelines for offering more credit seem to have started to have a greater effect, especially for micro and small
businesses and sectors most affected by trade tensions. In addition to the more active expansion of credit,
other measures, such as reduction of compulsory taxes, lower taxes for companies and families and expansion
of special funds for infrastructure, seem to be gaining steam, with more concrete signs of their effects on the
economy and especially on trust. February PMI indices, for example, indicate stabilization, albeit at a lower
level. The drop in foreign trade data, on the other hand, was much sharper than expected and continues to
raise red flags.

Governments try to counterbalance global economic slowdown

Source: Bloomberg, Bradesco

Chart 2: U.S. GDP
Annualized quarterly variation 
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On the other hand, the easing of trade tensions between the United States and China has, in our opinion, a
fundamental role in the prospective dynamics of world economic activity. The main negative exogenous
shock that led to the current synchronized deceleration of the global economy emerged from the increased
tension and instability in global trade rules. In this context, the dispute between the United States and China is
preponderant due to the size of the two economies. Trade tensions subsided somewhat in recent weeks with
the postponement of U.S. import tariff hikes on USD 200 billion of Chinese goods, from 10% to 25%, and
advances in Chinese concessions on a wide range of U.S. demands, which include issues on property law, the
use of new technologies, participation of foreign companies in the Chinese market, among others. Just as we
advocate the thesis of relevant negative effects of global economic instability on the economy in 2018, the
reverse argument holds true for the future. Cooling trade disputes should favor a gradual economic
improvement throughout 2019. There may be lingering uncertainties on conducting economic policy in both
the U.S. and China (and part of Europe), but if trade tensions dwindle, signs of economic resumption should be
more encouraging.

The shift in the stance of some central banks towards more stimulating policies is an additional vector in
favor of global stabilization. Not only have the monetary authorities of central countries (the United States, the
Eurozone, Japan, among others) passed the message of willingness to provide ample liquidity for longer periods
of time, but central banks of developed countries of a lesser weight in the global economy (Australia and
Canada, for example) and even some emerging countries (India and South Africa, for example) have already
changed their communication and the direction of their monetary policies. On the one hand, occasional
monetary stimuli have little power to handle a highly uncertain environment of global trade rules and with
instabilities in geopolitical issues. On the other hand, monetary impulses should improve the dynamics of the
domestic demand of countries less affected by the negative shock of global trade, particularly those that are
more closed (India and Brazil, for example), or countries that are substitutes for producers affected by tariff
and/or non-tariff wars (some East Asian countries). Chart 4 shows the impacts of this shift in attitude.

Source: CEIC, Bradesco

Chart 3: New loans from China
Year-over-year variation of the average of the last 3 months
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Commodities prices, in turn, are more aligned with this perception of gradual global stabilization.
Improvement to prices for certain goods is slow after a period of intense price drops during the second half of
2018. There are always specific supply issues in each market, but when there is a certain synchrony in the
resumption of prices of oil, copper, zinc and steel, it is reasonable to assume that there is a common
component of demand that supports this joint movement of resuming prices. With the utmost caution in
drawing signals from financial asset prices, the joint upward trend of prices for these goods since the beginning
of 2019 is an additional element that points toward global stabilization.

Despite more encouraging signs, the indicators have stabilized at a lower level, consistent with global
expansion slightly below 3.0%. The following aspects are still noteworthy on the more negative side: a
continuing drop in the volume of global trade and a decline in manufacturing production and especially in the
capital goods sector in some countries that are traditional world producers, such as Japan and Germany. These
data suggest that it will be prudent, despite the marginally more favorable signs, to remain alert with respect to
the permanent effects of an environment with unstable trade rules and economic policies and their effects on
the decisions of corporate investments, especially those more exposed to international trade.

Source: Bloomberg, Bradesco

Chart 4: 2-year interest rate – selected countries
Variation of the last month (in points)

Source: Bloomberg, Bradesco

Chart 5: Global PMI index and quarterly GDP variation (annual rate)
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In a short period of time, we migrated from a strong and synchronized growth reading (from 2017 to 2018) to
an intense and spreading global slowdown (from 2018 to 2019), as demonstrated in Chart 5. Perhaps a
middle-of-the-road scenario is more likely over the course of 2019, with modest growth, but without
additional frustration. Risks always exist and has materialized more frequently in recent times. Some examples
of the risks that may still materialize are the Brexit, parliamentary elections in Europe, elections and fiscal issues
in Italy, domestic politics in the United States, a renewed escalation of trade tensions between the United
States and China, North Korea and Iran, and elections in emerging countries (India, Argentina). But overcoming
the peak of trade tensions between the two largest world economies and monetary and credit stimuli in some
countries may be enough to staunch the continuous economic decline in late 2018.

Particularly for monetary policy in Brazil, this scenario of modest global stabilization may be a convenient
balance. On the one hand, stabilization would control the deterioration rate in the terms of trade and reduce
the risk of more intense depreciation of emerging assets. On the other, the still moderate pace of global
expansion is compatible with controlled inflation and longer maintenance of broad global liquidity conditions.
Thus, the two tail risks for the Central Bank arising from the global scenario would be more contained, namely:
a sharp worsening in the terms of trade or more pronounced reduction of liquidity in international markets.
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2016 2017 2018 2019*

DOMESTIC ACTIVITY, INFLATION AND INTEREST RATES

GDP (%) -3.3 1.1 1.1 2.4

  Agriculture (%) -5.2 12.5 0.1 1.5

  Industry (%) -4.6 -0.5 0.6 2.0

  Services (%) -2.3 0.5 1.3 2.5

  Private consumption (%) -3.9 1.4 1.9 2.3

  Government consumption (%) 0.2 -0.9 0.0 0.0

  Investment (%) -12.1 -2.5 4.1 5.0

  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 7,001 7,528

GDP (US$ billion) 1,796 2,067 1,916 2,017

Population (million) 206.1 207.7 209.2 210.7

Per Capita GDP (US$ - current prices) 8,714 9,956 9,158 9,576

Industrial Production - IBGE (%) -6.4 2.5 1.1 2.0

Unemployment Rate - IBGE (%) 11.5 12.7 12.3 12.1

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 5.08

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 56.1

  Exports (US$ billion) 184 217 239 249

  Imports (US$ billion) 139 153 185 193

Trade flow (exports + imports) (% of GDP) 18.0 17.9 22.2 21.6

Current Account Deficit (US$ billions) -24 -7 -15 -13

Current Account Deficit (% of GDP) -1.3 -0.4 -0.8 -0.7

Foreign Direct Investment (US$ billions) 73 70 88 72

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 3.73

International Reserves (US$ billion) 372 382 387 395

Total Medium and Long term External Debt (US$ billion) 321 318 316 331

Moody's sovereign credit rating Ba2 Ba2 Ba2 -

S&P sovereign credit rating BB BB BB- -

FISCAL ACCOUNTS

Primary Surplus (R$ billions) -156 -111 -111 -95

Primary Surplus (% of GDP) -2.5 -1.7 -1.6 -1.3

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 53.8 54.9

Macroeconomic Projections (2015 – 2019)

(1) Segundo a Pesquisa Nacional por Amostra de Domicílios (PNAD) Contínua. Os dados anteriores a 2012 são da série retropolada.
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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 3.4
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 1.3
  United Kingdom 2.3 1.8 1.7 1.4 1.2
  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 2.60

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 2.4

  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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