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No room nor urgency to cut

P> We maintained our GDP growth forecasts at 2.2% for 2025 and 1.5% for 2026. However, we made a slight
adjustment to the distribution of growth throughout 2025. Recent data point to a weaker performance in the
second quarter. On the other hand, the economic impact of court-ordered government payments (precatoérios)
and the expansion of private payroll loans is likely to be more pronounced in the second half of the year. In the
labor market, we revised our unemployment rate estimates to reflect the positive surprises seen earlier this
year. For 2025, we lowered the unemployment projection from 6.8% to 6.4%, and for 2026, from 7.3% to 6.9%,
both below the neutral rate of around 8.0%. That being said, our proprietary labor market indicators show signs
of moderation in the May reading.

P The weakening of the dollar against emerging market currencies has contributed to the appreciation of the
BRL. Nevertheless, external uncertainties and fiscal risks justify a cautious revision of the exchange rate
forecast to BRL 5.65 for both 2025 and 2026 (compared to BRL 5.75 previously). External accounts remain
under pressure. Given a weaker-than-expected trade balance, driven by slower deceleration in imports, we
now project a current account deficit of 2.6% of GDP in 2025 and 2.4% in 2026 (revised from 2.4% and 2.3%,
respectively).

P We revised our IPCA inflation projection for 2025 to 5.3%, reflecting lower inflation in industrial goods — driven
by a stronger exchange rate — and in food, particularly due to falling corn prices. The balance of risks for this
year remains symmetrical: additional relief from lower food prices (especially proteins) may be offset by
upward pressure on electricity costs, given the risk of tariff flags being triggered. For 2026, we maintained our
projection at 4.4, as the tight labor market and the continued unanchoring of long-term inflation expectations
are set to exert upward pressure.

P We revised our primary result projection for 2025 to -0.6% of GDP (from -0.8%) and maintained the forecast at
-0.8% for 2026. The revision incorporates additional revenues from private fund withdraws and the partial
impact of the IOF (Tax on Financial Transactions) increase, bringing the 2025 result closer to the target
(including legal exceptions). In the remainder of this year, spending is likely to accelerate again, while revenue
performance will depend on one-offs and the outcome of the measures currently under discussion.

P The Copom is set to end the monetary tightening cycle in June, keeping the Selic rate at 14.75%, while
signaling that it will remain at this level for an extended period. Given that inflation remains above target,
expectations are unanchored, and economic activity is resilient, we see no room for rate cuts in 2025. We
expect the easing cycle to begin only in 2026, with risks tilted toward a later start — unless there is a significant
currency appreciation or an abrupt slowdown in economic activity.

Activity: 2Q started weaker Despite this, we have adjusted the distribution of
growth throughout 2025. Recent data from the IBGE,
We maintained our GDP growth forecast at 2.2% for along with our Daily Activity Indicator (IDAT-Activity),

2025. Although GDP in the first quarter of 2025 came in suggest a more moderate short-term economic

slightly below expectations, the data continued to performance. In light of that, we have revised our GDP
indicate resilience in the services sector — which grew growth projection for the second quarter of 2025 (2Q25)
0.3% quarter-over-quarter on a seasonally adjusted to 2.4% year-over-year (0.5% quarter-over-quarter),
basis (compared to 0.2% in Q4 2024) — and in down from the previous estimate of 2.6% year-over-year
household consumption, which expanded by 1.0%, (0.6% quarter-over-quarter).

offsetting the contraction observed at the end of last year.
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IDAT Heatmap (YoY, nsa)

Breakdown Feb-25 Mar-25 Apr-25 May-25 4Q24 1Q25 2Q25

IDAT-Activity 7.5% 2.4% 2.5% 2.8% 4.6% 43% 2.7%
IDAT-Services 8.4% 6.6% 3.1% 4.5% 57% 6.6% 3.8%
IDAT-Goods 6.5% -1.7% 1.9% 1.2% 3.6% 21% 1.5%
IDAT-Goods sensitive to income | 11.1% 5.3% 6.1% 9.5% 70% 6.8% 7.9%

IDAT-Goods sensitive to credit 7.3% -4.7% -7.1% -4.4% 7.0% 0.9% -5.8%

*Considering data up to 31 of may

On the other hand, we have revised upward our GDP
projections for the second half of 2025. While our
previous expectation pointed to relative stability, we now
anticipate growth of 0.2% at the margin. This revision
reflects the expected impact of the release of court-
ordered payments, scheduled for July, and new payroll
loans, both of which should boost economic activity in
the second half of the year.

We maintained our growth projection for 2025,
but adjusted its distribution throughout the year.
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For 2026, we have maintained our growth projection
at 1.5%, although the balance of risks remains tilted
to the upside. While downside risks from the
international environment have eased, the potential
implementation of countercyclical fiscal and quasi-fiscal
measures remains on the radar. Such initiatives could be
adopted to mitigate the slowdown in economic activity
next year.

Finally, we revised our unemployment rate
estimates downward, reflecting positive short-term
surprises. For 2025, the projection was adjusted from
6.8% to 6.4%, while for 2026, it was revised from 7.3%
to 6.9%, both below the neutral level (NAIRU) of 8.0%.
This revision reflects the most recent data, which
indicates a more resilient labor market than initially
expected, with the performance of the formal sector
making a positive contribution.

Weaker dollar against emerging markets favors
BRL

The BRL continues to benefit from the international
environment, with the dollar weakening against
emerging market currencies. Given the high interest
rate differential, the weaker dollar, and a relatively stable
risk premium, our models indicate an even stronger
appreciation of the BRL than that observed recently.
However, considering the high level of uncertainty in the
international outlook and domestic risks related to fiscal
dynamics — along with external accounts under pressure
— we have chosen to adopt a cautious stance. As a
result, we are revising our exchange rate projection to
BRL 5.65 for both 2025 and 2026, compared to the
previous estimate of BRL 5.75.

External Relief Supports Emerging Market
Currencies
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On the external accounts front, we have observed a
slower-than-expected deceleration of imports,
especially those of consumer goods. Given this trend
and the worsening terms of trade, we have revised our
projection for the trade balance surplus to US$71 billion
in 2025 (down from US$76 billion) and US$74 billion in
2026 (down from US$77 billion). For the current account,
we now project deficits of 2.6% of GDP in 2025
(compared to 2.4%) and 2.4% in 2026 (compared to
2.3%). Although foreign direct investment (excluding
reinvested earnings) has improved marginally, it remains
insufficient to fully cover the current account deficit,
limiting the sustainability of a significantly stronger
exchange rate.
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Inflation: relief in 2025, but upward risks persist
for 2026

We have reduced our projection for the IPCA in 2025
from 5.5% to 5.3%. This reflects two main factors: the
appreciation of the exchange rate, which tends to ease
the prices of industrial goods, and the recent drop in
corn prices, which impacts food costs. For 2025, we
assess that the risks to inflation are relatively balanced.
On one hand, a slower reversal in the beef cycle may
keep protein prices at lower levels. On the other hand,
reduced rainfall increases the likelihood of triggering the
yellow or red electricity tariff flags at the end of the year,
putting upward pressure on energy costs.

For 2026, we have maintained our inflation
projection at 4.4%. The balance of risks is asymmetric
to the upside, with the labor market still under pressure
and the persistence of unanchored inflation expectations
over the longer term representing the main upward risks.

Public accounts: closer to meeting target

We revised our primary balance projection to -0.6%
of GDP in 2025 (from -0.8%) and maintained it at
-0.8% for 2026. For 2025, we incorporated one-offs
revenues associated with the withdrawal of private
funds, and the partial effect of the announced IOF
increase. Thus, we see the government closer to
meeting the lower limit of the -0.6% of GDP target
(considering legal exceptions and -0.25% lower limit of
the official 0% target). Note that the surplus level
necessary to stabilize the debt is around 2.5% of GDP.
For 2026, the main risk is the implementation of
initiatives that explicitly or implicitly change, circumvent,
or distort fiscal rules, resulting in higher growth rates in
primary expenditures and/or greater revenue waivers.

Over the year, spending is poised to accelerate
again, while revenue performance will depend on
extraordinary revenues and the impact of recently
announced measures. Since the beginning of the year,
we have seen a slowdown in both expenses and
revenues. However, the slowdown in expenses may be
temporary due to factors such as the anticipated
normalization of the INSS waiting list, increased budget
execution following its approval, retroactive payments of
civil servants’ salary adjustments, and the postponement
of court order payments. In contrast, revenue
performance will depend on one-offs (such as oil
auctions and dividends from state-owned companies)
and the implementation and effects of recently
announced measures as alternatives to the increase in
the IOF, amid the slowdown in economic activity.

Looking ahead, structural measures to address the
rigidity and rapid growth of mandatory spending would
enhance the credibility of the fiscal adjustment
necessary for public debt sustainability.

Monetary policy: contractionary stance for a
prolonged period

Copom will meet again on June 17 and 18, when it is
likely to end the current cycle of monetary
tightening by unanimously deciding to maintain the
Selic rate at the current level of 14.75% pa.

In the recent official communication, following the
May meeting, we understood that the Central Bank
appears confident that monetary policy is at a
significantly contractionary level and that economic
activity is decelerating, albeit with mixed signals.
Additionally, the authorities seemed to indicate a
preference for maintaining high interest rates over a
prolonged period. Since then, we have not observed
significant changes in the background conditions for the
monetary policy decision. The international environment
remains volatile and highly uncertain. Domestic activity
remains resilient but shows ambiguous signals,
indicating some moderation. Current inflation is above
the target, and expectations remain above target, but in
both cases without further deterioration.

Therefore, the authorities will likely opt to maintain
the Selic rate stable, signaling that the interest rate
will remain at the current level for as long as
necessary, and that they will not hesitate to resume
the tightening cycle if there are changes in the
prospective inflation scenario.

We do not see room for interest rate cuts this year,
given unanchored expectations and still-resilient
activity. We project the easing cycle to begin only in
early 2026, with the Selic rate declining to 12.75%.
We do not expect any rate cuts before then, unless
there is a significant appreciation of the currency (to
around BRL 5.00/US$) or an abrupt slowdown in
economic activity. If anything, the greater risk is that the
start of the easing cycle could be postponed until the
second quarter of 2026.



Macroscenario - Brazil | June1s,2025

Brazil | Forecasts and Data

2020 2021 2022 2023 2024 2025F 2026F
Current Previous Current Previous
Economic Activity

Real GDP growth - % -3.3 4.8 3.0 3.2 34 2.2 22 1.5 1.5
Nominal GDP - BRL bn 7,610 9,012 10,080 10,943 11,745 12,650 12,650 13,432 13,438
Nominal GDP - USD bn 1,475 1,670 1,951 2,192 2,179 2,213 2,196 2,377 2,337
Population (millions) 209.2 2101 210.9 211.7 212.6 213.4 2134 214.2 214.2
Per Capita GDP - USD 7,050 7,949 9,255 10,356 10,251 10,368 10,289 11,098 10,910
Nation-wide Unemployment Rate - year avg, NSA 13.5 13.5 9.5 8.0 6.9 6.3 6.6 6.8 71
Nation-wide Unemployment Rate - year end (*) 14.7 11.6 8.4 7.9 6.6 6.4 6.8 6.9 7.3
Inflation
IPCA - % 4.5 10.1 5.8 4.6 4.8 5.3 55 4.4 4.4
IGP-M - % 23.1 17.8 5.5 -3.2 6.5 3.8 4.7 4.0 4.3
Interest Rate
Selic - eop - % 2.00 9.25 13.75 11.75 12.25 14.75 14.75 12.75 12.75
Balance of Payments
BRL / USD - eop 5.19 5.57 5.28 4.86 6.18 5.65 5.75 5.65 5.75
BRL / USD - average 5.16 5.40 517 4.99 5.39 5.72 5.74 5.65 5.75
Trade Balance - USD bn 50 61 62 99 75 71 76 74 77
Current Account - % GDP -1.7 -2.4 -2.2 -1.3 -2.8 -2.6 -2.4 -2.4 -2.3
Direct Investment (liabilities) - % GDP 3.0 2.8 4.7 2.8 3.2 3.8 3.9 3.9 3.9
International Reserves - USD bn 356 362 325 355 330 330 330 330 330
Public Finances
Primary Balance - % GDP -9.2 0.7 1.2 -2.3 -0.4 -0.6 -0.8 -0.8 -0.8
Nominal Balance - % GDP -13.3 -4.3 -4.6 -8.8 -8.5 -8.8 -8.9 -9.2 -9.3
Gross Public Debt - % GDP 86.9 77.3 7.7 73.8 76.5 79.4 79.6 84.0 84.2
Net Public Debt - % GDP 61.4 55.1 56.1 60.4 61.5 66.9 66.8 72.2 72.2
Growth of public spending (% real, pa, **) 29.2 -24.7 6.0 7.6 3.2 3.1 2.9 2.4 2.7

Source: IBGE, FGV, BCB and Itat
(*) Nation-wide Unemployment Rate measured by PNADC.

(**) We do not consider the 2023 payment of extraordinary court-ordered debts (precatérios). Including it, spending grew by 12.5% in 2023 and fell by 0.9% in 2024.
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Relevant Information

-

. This report has been prepared and released by the Macro Research Department of Itad Unibanco S.A. (“ltad Unibanco”). This report is not a product of the Equity
Research Department of Ital Unibanco or Itat Corretora de Valores S.A. and shall not be construed as a research report (“relatério de analise”) for the purposes of
Article 1 of the CVM Instruction NR. 20, dated 2021.

2. The exclusive purpose of this report is to provide macroeconomics information and it does not constitute and shall not be construed as an offer to buy or sell or a
solicitation of an offer to buy or sell any financial product, or to participate in any particular trading strategy in any jurisdiction. The information herein is believed to
be reliable as of the date on which this report was released and it has been obtained from public sources believed to be reliable. However, Itat Unibanco does not
make any explicit or implied representation or warranty as to the completeness, reliability or accuracy of such information, nor does this report intend to be a
complete statement or summary of the markets or developments referred to herein. Itai Unibanco has no obligation whatsoever to update, modify or amend this
report and inform the reader accordingly.

3. The opinions contained herein reflect exclusively the personal views of the analyst responsible for this report and were prepared independently and autonomously,
including in relation to Itad Unibanco, Itau Corretora de Valores S.A. and any other companies within their economic group.

4. This report may not be reproduced or redistributed to any other person, in whole or in part, for any purpose, without the prior written consent of Itatl Unibanco.
Additional information on the financial products mentioned in this report may be available upon request. Itai Unibanco and/or any other company within its
economic group is not and shall not be liable for any investment decisions (or otherwise) based on the information provided herein.

Additional Note: This material does not take into consideration the objectives, financial situation or specific needs of any particular client. Clients must obtain financial, tax,
legal, accounting, economic, credit and market advice on an individual basis, based on their personal characteristics and objectives, prior to making any decision based on
the information contained herein. By accessing the material, you represent and confirm that you understand the risks related to the financial instruments described in this
material and the laws in your jurisdiction relating to the provision and sale of financial service products. You acknowledge that this material contains proprietary information
and you agree to keep this information confidential for your exclusive use.

For inquiries, suggestions, complaints, criticisms and compliments, talk to Itai’s CSCC: 0800 728 0728. Or contact us through our portal https://www.itau.com.br/atenda-
itau/para-voce/. If you are not satisfied with the proposed solution, please contact the Itai Corporate Ombudsman: 0800 570 0011 (on weekdays from 9 AM to 6 PM) or
our PO Box 67.600, S&do Paulo-SP, Zip Code 03162-971. Hearing impaired, every day, 24h, 0800 722 1722.
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