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1. Politics Under Bolsonaro Administration
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New Government’s Initiatives

= The new government has been already addressing wide range of issues.

« Reduction of ministries (29—21)

» Announced reduction of 21,000 jobs (3.3% out of total federal
servants) by July 2019

» Replaced politicians with business professionals as CEO of
Petrobras & public banks (BNDES, Caixa, Banco do Brasil)

» Appointed Tarcisio Freitas (veteran, privatization expert) as Minister
of Infrastructure

* Announced a goal to fund BRL 100 billion in 2019 by privatization,
including PJs from previous administration.

Public
Sector

Privatization

* The president signed two bills;
(1)anti-crime bill that increases penalties for firearm crimes.
(2)a decree that loosens gun ownership rules

Public
Security

Pension » Submitted reform proposal that generate expected savings of
Reform BRL1.236 trillion (15% of annual GDP) in 10 years.

Source: Banco MUFG Brasil S.A. Economic Research

3/25 Banco MUFG Brasil S.A.

A member of MUFG, a global financial group (.) M U FG



Pension Reform (1) Market Expectation

» Market participants expect that the government will achieve savings around

500-700Bio after series of legislative negotiations.
Market Expectations for Pension Reform
Esimated Savings by the government (BRL Billion) (Savings in 10 Years)

Area Savings 15
in 10yrs L N'umbe"r of o
Changes in private-sector retirement rules 808 11 Financial Institution
Change in public-sector retirement rules 225
Change in contributions (private sector) -28
Change in contributions (public sector) 28
Changes in social assistance 204 4
Savings from civil retirement reform 1,236
Changes in military benefits 87 . 0
Savings from reform 1,323 ; :
Source: Ministry of Economy BRL500Bio or BRL501-600Bio BRL601-700Bio BRL701Bio-
below
April 23 Source: Bloomberg
Votg in Lower.House Constitutional Late July
Affairs Committee (CCJC) Congressional recess
May7 — July _ . Late August - September
Lower House Special Committee \ote in Senate Constitutional Affairs Committee (CCJC)
May Jun Jul Aug Sep Oct Nov
() () () () () () (M)
\_/ \_/ N \_/ \_/ _/ \_/
July/August October/November
Two rounds of plenary vote in Lower House Two rounds of plenary vote in

Source: Banco MUFG Brazil S.A. Economic Research senate
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Pension Reform (2) Progress of Legislative Negotiation

= Number of Lower House Representatives supporing the pension reform
IS increasing.

SUPPORT OF REPRESENTATIVES TO THE PENSION REFORM

minimum 308 votes for approval

97 votes to go

211 220

201 minimum 206 votes for rejection

199

172

62 votes to go
144 143 140 144

total+partial support undefined totally against

m 13/mar m31/mar m 11/abr m 30/abr
Source: Valor Economico Newspaper
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Supporting Rate of President Bolsonaro

» Declining the government supporting rate is a risk of pension reform.

President Bolsonaro Administration
Supporting Rate in 2019(%)
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Source: IBOPE
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2. Economic Environment

7125 Banco MUFG Brasil S.A.

A member of MUFG, a global financial group (.) M U FG



GDP Growth

» 1Q 2019 showed a weaker-than-expected activity performance due to
supply shocks (Argentina Crisis, Brumadinho Iron ore dam collapse).

= We expect this decline as temporary, and expect moderate recovery
from 2Q 2019 onwards.

REAL GDP
(% growth over the previous quarter, seasonally adjusted)
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Source: IBGE

* Banco MUFG Brasil S.A. Forecast
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Industrial Production

» Vale's mines shutdown caused significant effect on Industrial Production
in the 1Q19.

= However, in the last 12 months term, Industrial Production has been
stable (-0.1%)

Quarter over the previous quarter IndiiEtial Production

(1Q2019 vs 4Q2018) (% change over the previous month, seasonally adjusted)
Mining and Quarrying Industry -11.2 ‘

Pharmaceuticals -6.5 =— = "
Media products -6.2 ne——
Other transportation equipment 5.8 n— 9 9
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. Source: IBGE
Manufacturing Industry .
Qil products and biofuels = 1.3
Metal products - except machinery and equipment j_ 1.6
Electronics J— 2.4
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Food 4— 57
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Capacity Utilization
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Currently, capacity utilization has been around 74% which is close to

2016-17 level

(%)

Capacity Utilization (Industry,seasonally adjusted)
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Consumer and Corporate Confidence

» After the Presidential elections in October 2018, Confidence Index
improved significantly.

» Since the beginning of 2019, the confidence declined due to political
uncertainties, but still remains at higher level.

Consumer and Businessmen Confidence Indexes
(seasonally-adjusted)
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Source: FGV
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Labor Market

= Considering the seasonal cycle, unemployment rate is declining steadily
while still remaining high compared to 2015.
= However, employed population is regaining to 2015 level.

(%) Unemployment Rate
15 7 (Mio) Employed Population
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3. Financial Markets
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FX Market (USD/BRL)

= Credit Default Swap (CDS) remains stable while USD/BRL is volatile.

(bps) Exchange rate (USDBRL) and 5Y CDS (USDBRL)
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Souce: Bloomberg
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FX Market

= BRL has been underperformimg against emerging currencies from
February 2019.

BRL vs Emerging Currency Intex
(pts) (2019/1/1=100, 10 days moving average)
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Equity Market

» |bovespa index renewed its historical high in March.
= Foreign investors are cautious on investing in Brazilian equity since

January.
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Interest Rate

» The yield curve indicates significant decline over a year. This is due to
1) Increased stability in political circumstance
2) Low inflation and Selic rate
3) Slower than expected pace of economic recovery

BRL Interest Yield Curve Change
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4. Economic Outlook
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Economic Outlook: Overview

e Forecast

2019 2020 2021 2022
real GDP growth (%) 1.1 1.2 3.0 3.5 3.5
USDBRL 387 | 385 | 400 | 405 | 4.10
(year end)
USDBRL 3.65 3.85 3.93 4.03 4.08
(year average)
IPCA inflation rate (%) 3.75 4.00 4.00 3.75 3.75
Selic interest rate (%) 6.50 6.50 8.00 8.00 8.00
(yearend) ' ' ' ' '

Source: Banco MUFG Brasil S.A.
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Macroeconomic Scenario (1) GDP

We expect a gradual speed up of GDP growth in the next years in the
wake of stronger pace of household & investment consumption driven by
(1)Moderate inflation
(2)Lower interest rates
(3)Gradual reduction of unemployment rate
%) Real GDP Growth
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Source: Banco MUFG Brasil S.A., Economic Research Forecast
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Macroeconomic Scenario (2) Selic Policy Rate

= Economic growth in 2020 will trigger the withdrawal of monetary easing in
the second half of 2020.

Selic interest rate

(%) (vearend)
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Macroeconomic Scenario (3) Inflation

= We expect an inflation below the target for 2019, reaching 4.00%
= For 2020 and 2021, we forecast a well anchored inflation to the targets of
4.00% and 3.75%, respectively.
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Macroeconomic Scenario (4) FX Rate

» Fiscal: difficulties to reach the primary deficit target and uncertainties on
pension reform influenced on BRL depreciation

» Real Effective Exchange Rate (REER): lower inflation in Brazil reduces
the inflation difference between Brazil and our trading partners

= Monetary conditions: reduction of local interest rates and lower liquidity

abroad USDBRL - Exchange rate (year-end)
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Financial Market: What Traders Are Looking At

ST e eonomy

Domestic » Pension Reform = Stagnant economic
= “Tweet Risk” fundamentals (Low inflation,
» Government losing public Low GDP)
support (Lack of coordination = No hikes on Selic rate by

within the Government) 2020

U.S. China Trade negotiations FRB rate cut
= Argentine Presidential Election Chinese Economy
= Brexit » Commodity Market

International
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Disclaimer

The information herein is provided for information purposes only, and is not to be used or
considered as an offer or the solicitation of an offer to sell or to buy or subscribe for securities or
other financial instruments. Neither this nor any other communication prepared by Banco MUFG
Brasil S.A. and/or MUFG Bank, Ltd. (herein jointly as “MUFG”) is or should be construed as
investment advice, a recommendation to enter into a particular transaction or pursue a particular
strategy, or any statement as to the likelihood that a particular transaction or strategy will be
effective in light of your business objectives or operations. Before entering into any particular
transaction, you are advised to obtain such independent financial, legal, accounting and other
advice as may be appropriate under the circumstances. In any event, any decision to enter into a
transaction will be yours alone, not based on information prepared or provided by MUFG. MUFG
hereby disclaims any responsibility to you concerning the characterization or identification of
terms, conditions, and legal or accounting or other issues or risks that may arise in connection
with any particular transaction or business strategy. Note that MUFG may have issued, and may
in the future issue, other reports that are inconsistent with or that reach conclusions different
from the information set forth herein. Such other reports, if any, reflect the different assumptions,
views and/or analytical methods of the advisors who prepared them, and MUFG is under no
obligation to ensure that such other reports are brought to your attention. MUFG retains
copyright to this report and no part of this report may be reproduced or re distributed without the
written permission of MUFG expressly prohibits the distribution or re-distribution of this report to
any parties, via the Internet or otherwise and MUFG, its head office, branches, subsidiaries or
affiliates accepts no liability whatsoever to any third parties resulting from such distribution or
re-distribution.

Mitsubishi UFJ Financial Group, Inc. is one of the world’s leading financial groups.
Headquartered in Tokyo (Japan) and with over 360 years of history, MUFG has a global network
with over 1,800 locations in more than 50 countries. The Group has over 150,000 employees
and offers services including commercial banking, investment banking, trust banking, securities,
credit cards, consumer finance, asset management, and leasing.

Banco MUFG Brasil S.A.
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Séao Paulo - SP - Brazil
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© 2018 Banco MUFG S.A. All rights reserved. The MUFG logo and name is a service mark of
Mitsubishi UFJ Financial Group, Inc., and is used by Banco MUFG S.A. with permission.
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As informagdes contidas neste documento servem apenas para fins de informagédo e nao
devem ser usadas como ou consideradas oferta ou solicitagdo de oferta para vender ou
comprar ou contrair assinatura de instrumentos financeiros. Nenhuma comunicagao elaborada
pelo Banco MUFG Brasil S.A. e/ou MUFG Bank, Ltd. (em conjunto doravante "MUFG”) é ou
deve ser interpretada como conselho de investimento, recomendagcdo para entrar em uma
transagdo especifica ou seguir uma estratégia especifica, ou qualquer afirmacdo sobre a
probabilidade de essa transagéo ou estratégia especifica ser eficaz em vista de seus objetivos
de negdcios ou operacgdes. Antes de entrar em uma transacdo especifica, € recomendavel
obter assessoria independente financeira, legal, contabil ou de outra natureza, conforme
adequado as suas circunstancias. Toda e qualquer decisdo de entrar em uma transagéo sera
exclusivamente sua, ndo baseada em informagdo elaborada ou fornecida pelo MUFG. O
MUFG por meio desta se exonera de qualquer responsabilidade perante vocé envolvendo a
caracterizagao ou identificacdo de termos, condi¢des, questdes legais, contabeis ou outras ou
riscos que podem surgir em conexdao com qualquer transagdo ou estratégia de negdcios
especifica. O MUFG pode ter distribuido ou pode distribuir no futuro relatérios inconsistentes
com ou que chegam a conclusdes diferentes da informagéo aqui apresentada. Esses outros
eventuais relatérios refletem diferentes hipdteses, visbes e/ou métodos analiticos dos
profissionais que os prepararam e o MUFG n&o tem obrigagdo de garantir que esses outros
relatérios cheguem até vocé. O MUFG tem direito autoral sobre este relatério e nenhum trecho
pode ser reproduzido ou redistribuido sem autorizagado por escrito. O MUFG expressamente
proibe a distribuicdo ou redistribuicdo deste relatério a terceiros via Internet ou outro meio. O
MUFG, sua sede, agéncias, subsidiarias e afiliadas ndo aceitam qualquer obrigagéo perante
terceiros resultantes de referida distribuicdo ou redistribuigao.

O Mitsubishi UFJ Financial Group, Inc. € um dos maiores grupos financeiros do mundo.
Sediado em Toéquio (Japédo), e com mais de 360 anos de histéria, o MUFG é uma rede global
com mais de 1.800 escritorios e esta presente em mais de 50 paises. O Grupo tem mais de
150.000 funcionarios e oferece servicos de banco comercial, banco de investimento, trust,
corretora, cartdes de crédito, financiamento ao consumidor, gestéo de ativos e leasing.
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