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Brazilian economy before the pandemic
* Gradual recovery underway

* Actual and projected inflation around the target

* Monetary policy easing: Policy rate (Selic) at the lowest historical level: 4.25% p.a.

Inflation: BCB's projections and professionals' forecasts
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** Copom Meeting on Feb 4-5, 2020. Scenario with interest rate path extracted from
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Source: IBGE; BCB. Note: Selic target at the end of each month.

Source: BCB.
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Pandemic hit hard the Brazilian economy

* GDP fell by 11.1% in 2020Q2 vis-a-vis 2019Q4
e CPl decreased by 0.69% in Apr-May 2020

* Economic uncertainty skyrocketed
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Policy responses

 Combination of policies and measures

Central Bank of Brazil Ministry of Finance

/ . |

* Monetary and FX Direct transfers
* Credit

policies
measures * Tax reliefs and

\ * Liquidity and Capital deferrals
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Monetary policy in unknown territory

* |Inflation projections and expectations fell significantly to below-target levels
 Selic rate reached 2.00% p.a. in August (-50, -75, -75, -25 bp) from 4.25% p.a. in February

* Historical lows: level and differential with the U.S. Inflation target
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Source: BCB (Focus Survey).
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Liquidity and credit support measures

 EMEs — Comparative overview of announced measures

Liquidity Support Credit Support
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Credit market

* Policies were effective in the credit market, both in rates and volumes

* Credit to corporates increased significantly

* Credit to household fell, but much reflecting reduction in demand

% Credit outstanding (yoy) Credit interest rates (average)
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Countercyclical fiscal policy

* Emergency Transfer Programs
e Deferral of tax payments

Discretionary fiscal response to the COVID-19 crisis in selected economies
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Source: IMF Fiscal Monitor April 2021. Database of Country Fiscal Measures in Response to the COVID-19
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Public debt has increased, although less than expected
* Gross-government-debt-to-GDP ratio went to 88.8% in 2020 from 74.3% in 2019
* Consensus forecasts peaked at 94.6%

Expectations for gross government debt Expectations for gross government debt
% of COP (2020) - Focus Survey % of GDP (2020-2030) - Focus Survey
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Source: BCB (Focus Survey). Source: BCB (Focus Survey).
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Vaccination has accelerated
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Pandemic has receded significantly recently
Most of adult population has received at least one dose

Covid: New deaths per million people Brazil: Vaccination by age (% of population)
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Note: Last data point: September 8, 2021. Note: Last data point: September 8, 2021.
Source: Our World in Data. Source: Ministry of Health.
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Brazilian economic recovery

* V-Shaped recovery: GDP at the same level as the pre-pandemic level

e Labor market recovering, but its strength with mixed signals

Unemployment rate

% (seasonally adjusted)
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Inflation pressures

* Inflation pressures higher than in the pre-pandemic period

* Economic recovery + commodity prices + bottlenecks + energy crisis

Inflation: Headline, core and target (yoy)
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Inflation: Selected items - Aug/2021 (yoy)
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Surge in commodity prices without exchange rate relief

 Commodity prices in domestic currency 50%-60% higher than in the pre-pandemic period

 Historically inverse relationship between terms of trade and the value of domestic currency

Commodity prices and exchange rate

ndex RS/USS Terms of trade and real effective exchange rate
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Sectoral bottlenecks and energy crisis

* Some sectors facing shortage of raw materials, affecting the production

* Drought leading to energy crisis, resulting in substantial increase in electricity prices

Restrictive factors for production: Stored energy

: % southeast/midwest hydroelectric subsystem
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Rise in inflation projections and agents’ expectations

Inflation target

* Above the upper limit of the tolerance interval for 2021 2021 3.75
2022 3.50
2023 3.25
. BCB's inflation projections for 2021 y Inflation expectations - Focus Survey
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Rise in the policy rate: actual and expected

* End of the extraordinary degree of monetary stimulus
e BCB started raising the Selic rate in March from the low of 2.00%, currently at 5.25%

* The strategy of a quicker monetary adjustment is the most appropriate to guarantee the
anchoring of inflation expectations.

Selic real rate - Focus Survey

Selic rate trajectory expectations - Focus Survey % p.a. (four-quarter ahead)
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Final remarks

e Pandemic hit hard the Brazilian economy, but response was strong, involving a
combination of monetary, fiscal, credit, FX, liquidity and capital measures.

* Economic activity has rebounded, although labor market with mixed signals
about its recovery’s strength

* Inflationary pressures coming from the economic recovery, surge in commodity
prices, global bottlenecks, and energy crisis

* Monetary policy response to curb inflation pressures and tame inflation
expectations
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