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Adjusting the economy

1. Increasing incentives for a change in the economic policy
stance:
v' Arebalancing of global growth has increased local constraints;
v Political cycle: real income drives political competition.

2. Despite short-term costs and challenges, Brazil is building
up a new cycle of growth based on:
v' Lower production costs;

v'  Greater confidence (current account correction and stable economic
rules);

v"Incentives for private investment (infrastructure).
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Global growth and commodities
Global GDP, CRB index
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Source: IMF, Bloomberg , Votorantim Corretora.
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Global economic
recovery is likely to
support a favorable
trend in commodity
prices.

In the short-term,
however, a
rebalancing of
global growth has
increased
uncertainty.
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Elections raise political competition
Government’s popularity and real income growth
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The government’s
popularity is linked
to economic
performance.

Demands for a new
economic agenda
and stronger
opposition parties
are increasing
political
competition.
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Inflation: long-term upward trend

IPCA (% YoY)
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Inflation is running
above the midpoint
of the target range
and the Latam
average.

Historically,
inflation raises
political
competition.
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Services inflation: the greatest pressure
IPCA (% YoY)
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Monetary policy: adjusting the stance
Real interest rate (% Selic)
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New cycle: labor market cooling
Employment growth (% YoY)
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Slack in the labor
market will help to
reduce production
costs and increase
the country’s
competitiveness.
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Fiscal deterioration
Primary budget balance (% GDP)

40% T 37% 38%

0,
3.5% - 3.3% 34%

3.2% 3.1%
3.0% - 791 Tax relief with
Jeo 5 4% low transp?rency
and commitment
2.0% 1.9%
2.0% - : to targets
1.5% reinforce the
1.5% -
unfavorable
1.0% - impacts of the
economic cycle.
0.5% -
00% = T T T T T T T T T

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

Source: Central Bank, Votorantim Corretora.

/ "'IVotorantimCorretora\




Scenario: short-term costs and challenges
Brazil and Latam - CDS (bps)
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BRL poised for long-term devaluation

USDBRL

2.90 +

2.70 4

1.90 ~

170 -

2002

2003

2004

Source: Bloomberg , Votorantim Corretora.

11

2005

2006

2007

2008

2009

2010

2011

2012

2013

2014

2015

Depreciation comes
on the back of an
increasing current
account deficit with
unfavorable growth
and interest rate
differentials.
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New cycle based on fixed investment
Local growth (% GDP)
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A new regulatory agenda,
with labor constraints,
lead to a new growth
pattern based on fixed
investment rather than on
consumption.

The current credit and
commodity cycle
reinforces this new
growth pattern.
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Brazilian Outlook

GDP (USD billion)

GDP (Real Growth, %)

Industrial Production (%, year)

Retail Sales (%, year)

Unemployment Rate (%, year-average)
Real Income (%, year)

Credit Volume Growth (%, year)

Credit Volume (% GDP)

Inflation (IPCA, %)

Interest Rate (SELIC year-end, % p.a.)
Exchange Rate (year-end, BRL/USD)
Trade Balance (USD billion)

Current Account (USD billion)

Current Account (% GDP)

Foreign Direct Investment (USD billion)
International Reserves (USD billion)
Fiscal Nominal Result (% GDP)

Fiscal Primary Surplus (% GDP)

Public Sector Net Debt (% GDP)

2006
1,089
4.0
2.8
6.2
10.0
5.6
20.7
30.9
31
133
214
46.2
13.6
13
18.8
85.8
-3.6
3.2

511

2007
1,366
6.1
6.0
9.7
9.3
4.9
27.8
35.5
4.5
11.3
177
40.1
16
0.1
34.6
180.3
-2.8
3.3

45.7

2008
1,651
51
31
9.1
7.9
7.5
311
40.7
5.9
13.8
2.34
24.8
-28.2
-1.7
45.0
193.8
-2.0
34

38.5

2009
1,626
-0.2
-7.4
5.9
8.1
4.0
15.2
43.9
4.3
8.8
1.74
253
-24.3
-1.5
259
2385
-3.3
20

42.8

2010
2,139
7.5
10.5
10.9
6.7
74
20.6
454
59
10.8
1.67
20.3
-47.4
-2.2
48.4
2879
-2.5
2.7

39.1

2011
2474
2.7
0.4
6.7
6.0
4.8
18.8
49.1
6.5
11.0
1.88
29.8
-525
-2.1
66.7
352.0
-2.6
31

36.4

2012
2,247
1.0
-2.6
8.4
55
6.3
16.4
53.8
5.8
7.3
2.04
194
-54.2
-2.4
65.3
378.6
-2.5
24

35.3

2013 2014f 2015f
2,242
23
11
4.3
54
2.6
146
56.1
5.9
9.90
2.34
2.6
-81.4
3.7
64.0
375.8
-3.3
1.9
33.8

Source: Votorantim orretora.
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This report has been prepared by Votorantim Corretora de Titulos e Valores Mobiliarios Ltda. (the “Firm”), a subsidiary of Banco
Votorantim S.A., and distributed in the United States pursuant to SEC Rule 15a-6 and related interpretations issued by the U.S. Securities
and Exchange Commission by Banco Votorantim Securities, Inc., a U.S. registered broker-dealer and affiliate of the Firm.

The information presented herein is merely informative, and therefore does not constitute any commitment and/or business
recommendation. Hence, we emphasize that all consequences and liabilities for the use of any data or analysis contained in this report are
at the user’s sole risk, exempting the Firm and its affiliates from any liability derived from the use of this material.

This report contains privileged and confidential information and is intended solely for the designated addressee. Therefore any disclosure,
copying, distribution or any action taken in reliance on it, is prohibited and unlawful.

Client Service Center: 0800 728 0083, Hearing and Speech Impaired: 0800 701 8661. Available every day, 24 hours a day, or by e-mail at
sac@bancovotorantim.com.br.

Ombudsman Office: 0800 707 0083, Hearing and Speech Impaired: 0800 701 8661, Monday through Friday from 9:00 am to 6:00 pm
(Brasilia time).

/ ¥/ votorantimCorretora \




