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Growth. Economic activity performed better than expected. GDP increased 4.7% yoy in

the first two months, while industrial production (FIEL index) grew 3.9% Yoy. A severe
drought will wipe out growth during the 2" quarter (boost growth next year)
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Growth expected to reach 2.5% in 2018 (FMF, down from previous estimates)
with strong impulse from investment.
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IPI (FIEL). Speed of recovery from bottom of recession
Number of months afther end of recession (month=0)

—+—09.1995-06.1998 04.1999-11.1999 A

—+—02.2002-01.2008 ——01.2009-12.2011 '4
09.2012-05.2013 ---08.2014-06.2015

—06.2016 -

BOTTOM =100

)

1 1 1 i i i i !
-3 -2 -1 0 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21 22

Part of explanation: recovery based
on investment (low impact on
consumption branches)

Also: recession in Brazil
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Formal employment growth inched to 2%

(Yoy), while Total employment increased 3%
(HS). What’s behind high elasticity E/GDP ?
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FIELCPIL. Monthly inflation by week
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Inflation - Yoy rates . .
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The bottom line: lower inflation at yearend, 2
but similar inflation on average
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Q1 2018: wages and
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inflation

Q2: falling pensions.

Partial reversion since Q3
(and in 2019, depending on the
pace of falling inflation)



Summing up

The economy performed better than expected in Q1. Expect growth volatility in the
next quarters (impact of the drought, financial volatility, Brazil political & economic
cycle, and the political business cycle in 2019).

Employment resumed high growth, although productivity gains are modest.

Inflation a major challenge in the short term. ER: from float to (kind of) fix, the
main outcome during Q2.

Real incomes: expect modest to null gains in private wages and a moderate fall in
pensions during 2018.



