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International Context
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Global Outlook remains challenging

® Some risks have decreased:
® the normalization of interest rates in some advanced economies;

® The central banks of the major economies are revising to more flexible monetary
policies than expected.

® (QOthers have remained or increased
® trade tensions;
®» g|lobal economic slowdown;

® Rijsk aversion towards emerging economies;
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Expectations of global growth
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GDP Output Growth Projections
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Global Indicators

Manufacturing PMI, new export orders and proxy to capital goods output
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Inflation
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Yields - 10 Year Sovereign Bonds
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Central banks of the major economies are revising to more flexible monetary policies

Sovereign bonds (10y)
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standard deviation

Emerging Markets

EMs: Exchange rate and interest (2 years)

Risk appetite indicator
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US Recessions and Slowdowns

Current behavior of macro variables consistent with a slowdown

Unemployment Rate Industrial Production
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imies

EMEs and Commod

Higher macro volatility during recessions and slowdowns

US Recessions and Slowdowns

Qil Price (log, brent)
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Trade tensions
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Domestic Scenario
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Economic growth continues to recover, but slower that projected

Possible explanations:

1) The Brazilian economy has experienced several shocks throughout 2018, including the temporary halt in the
transportation sector in May, tighter financial conditions due to electoral uncertainty, and the adverse global
environment for emerging economies.

2) Uncertainties regarding reforms, notably those of fiscal nature, this year would postpone investment decisions.
Our scenario:
— gradual recovery will resume;

— high level of economic slack.

An acceleration in the pace of economic recovery to more robust levels will depend on an environment of reduced
uncertainties regarding the approval and implementation of reforms.
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Interest rate Curve - DI (One-day Interbank Deposit Futures)
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Real Interest Rate
360-day market rate discounted by the IPCA expected for the next 12 months (Focus)
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Resilience of the Brazilian economy

Brazilian economy has the capacity to withstand a setback in the
international scenario and to absorb shocks, given its consistent policies and
buffers:

®» Anchored inflation expectations;

® Fxchange rate flexibility;

® Robust balance of payments;

®» Comfortable level of international reserves;
»

Prospects of economic recovery.
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‘International Buffers
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450

400

350

300

250

200

150

100

50

-50

-100

-150

External Sector

International Reserves and FX Swap

394.0

8.9

L
e

= u [Ve] M~ o0 N o Lo | ™~ [12] = un W M~ (= o] [#)]
[ ] [ (o] (=] = = — i i i — i — — i —
o S o o = =} =1 o o o o o o =1 o =
(o] ™~ (o] o~ ~ ™~ i ~ ~ (o] ~ ~ ™~ i ~ (o]

=i ternational reserves s swap position s =0 lines + FX loan operations *through 24 May

BANCO CENTRAL

DO BRASIL




|
Current Account Net Foreign Investment Flow, by Category
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Consistent policies toolkit

Exchange Strong Intensive International
rate prudential banking insertion (inciuding

Brazil’s convergence to the

flexibility policy supervision OECD)

Inflation Fiscal
targeting @l consolidation

Central Bank

Bank resolution
autonomy

- New laws & regulations
- OECD Codes adherence

Macro-prudential
policy coordination

FX modernisation
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Monetary Policy
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Inflation under control

Inflation

» various measures of underlying inflation are running at appropriated levels,

including the components that are most sensitive to the business cycle and
monetary policy;

» inflation expectations for 2019, 2020 and 2021 collected by the Focus
survey are, respectively, around 4.0%, 4.0% and 3.75%.
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Consumer Prices (IPCA), Core and Diffusion Index

- IPCA and Segments . IPCA — Diffusion Index
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Fiscal Sector
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Fiscal Indicators

Public Debt
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Central Government Revenues Real Growth
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*excludes revenues from repatriation of assets abroad
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Pubic Debt Held by Non-Residents — International
Comparison

% of outstanding domestic public debt securities™

- EER]
52,2
1 10,7
N 41,5
-_ 41,4
S 32,6
S 32,5
—— 30,9
I 20,5
EEEE—— 20,2
I 22,5

—— 21,9

— 13,4

10,6

-_ 10,3

._ 5,4

10 20 30 o, 40 a0 &0

*the latest data reported by the IMF Fiscal Monitor (Apr 19)
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Fiscal trend M Primary B Nominal Gov Estimates

. 3.7
3.2 3.7 3.2 3.2 3.3

Budget rigidity and lack of L, 26 2O
reform coupled with
unfavorable business cycle T
. - LI 1ok I
led to fiscal deficit. 4 1L oF
=S -2.0 i 1 1
N I 27 IRERE
) ) = -3.5 -3.6 5.2 E . I !
In 2018, the private social s Poro ot
. .. ’ 1§ 1] Ra
security deficit (INSS) was oo Y1 66 64
of BRL 198 bn representing
183% of the public sector
deficit (BRL 108 bn). 2 § 85 85 8 88 2 83328 Ss 828 8 8
N N N8 N 8 K& 8 /8 K KR |8 8 /KR 8 /&8 K &8 & & &«
Source: Central Bank
T h € current refo rms Projections: 2020 Budgetary Guidelines Law (LDO)
(detailed on the following —— 2018
slides) contribute to revert
h d f he fiscal -116.2  -1.69 -139 1.9  -1241  -1.58  -685  -081  -314  -0.35
the trend for the fisca 35 005 105 o1 8 o1l 725 009 53 006
balance 4.4 0.06 006 0 381 005 -404  -0.05 -424  -0.05
-108.3  -1.57 -132 -1.8  -11891 -1.51  -6529  -0.77  -30.34  -0.33

Source: 2020 Budgetary Guidelines Law (LDO)
The proiections are made based in a real GDP arowth of 2.7% in 2020. 2.6% in 2021. 2.5% in 2022
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Debt Sustainability Analysis

BNDES
prepayment

Paid:

2015: BRL 30,5 bn
2014: BRL 100 bn
2017: BRL 50 bn
2018: BRL 130 bn
(BRL 30bn paid in
March, BRL 30bn
in June and BRL
70 bn in August)

% of GDP

90
85
80
75
70
65
60 56.7
5.455.855.5  _ " 55.
55
51
50
— [ an] g L™ o - [=.®] o L — — = [ap'
- [ = [ o L ] = o i — — —
o [ - = o o = = o - = = [
g ™ ™ [ L L | ™ [ —d ™ ™ [ L
The BNDES prepayments reduce the Gross Debt by the

same maghnitude of the settled amount.

Between 2015 and 2018, BNDES will have made a
prepayment to the National Treasury of BRL 310 billion,
reducing Gross Debt by 5.0% of GDP.
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2014

The forecast for Gross Debt is sensitive to the degree of
approval of the reforms under discussion in the National

2015

2016

Congress.

2017

Gross Debt

2018
2019
2020
2021
2022

Projections

2023
2024
2025
2026
2027

Source: Central Bank. Forecasts: Nafional Treasury



Social Security Reform - Justifications Ratio between population aged 65+ and 15-64 years old

30%
("« Reduction in fertility rate ) 42.6%
* Increase in the expectation of survival at 65 years 40%
old
 Increase in the share of elderly in the fotal 30%
\. population )
) -
13,3%
Brazilian demographic transition 10% :

indicates unsustainability of social security

. 0%
spending under current rules e 28 2 B 2 2
2 &8 & & & ﬁ

In 2015, 8 people worked for every person aged 65 years and older

In 2040, 4 people will work for each person aged 45 years and older

1414
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Welfare Expenditures - International Comparison
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Source: OCDE and MF. Data for 2014, % Population aged 64 or over / economically active population
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Social Security Reform - Key Features and Positive Impacts

10years

Savings (BRL bn, 2019 PV) 4years
New rules for private sector (RGPS) 83
New rules for Public system (RPPS) 34
Change in contribution rates (RGPS) -10
Social security reform savings
could reach up to BRL 1,2 trillion. Change in contribution rates (RPPS) 14
Change in social benefits (wage bonus, BPC) 41

Total savings from constitutional amendment 161

715
174
-28

29

182

Military system 28

Total 189
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The Pension Reform Will Consolidate the New Fiscal Order

* The real growth of Government spending has exceeded the economic growth most of the
time during the last two decades.

. Since 2015, there is a new fiscal regime which has increased the power of monetary policy

Real Government Spending YoY

20%
16.3%
15%
10.1% 9.9%
9.6% .
10% 8.6% 8.5% I 8.8% 2-3% 501572018
6-8% ~wvarace 40 ASL
e s il | ...
4.5%
5% 3.6%
1.4% I 1.8% 2.0%
o (& B L il
-1.1% -1.0%
-2.8%
-59, -3.9%
o0 (@] 5D . | o I w Ce) ™~ o0 (@) [ @B — o~ o <t w (o’ ™~ o0
(o)} (@)} oD o o o - | = =) o <D i — i — — —_ —— — ——
(@))] (@] ) (@] o o O D | o o <D @D £ <D o D & == o (e
— L | N o~ N N N N o~ o~ N N N (g | N N N N N N N

< I'; BANCO CENTRAL

DO BRASIL




Thank you!

Tiago Couto Berriel
Deputy Governor for Infernational Affairs and Corporate Risk Management
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