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Price pass-through in the industrial sector

P Industrial goods prices in the IPCA have shown a benign trajectory throughout the second half of the year, with a
notable highlight being the deflation in durable goods. In parallel, the core of the IPA (Broad Producer Price Index)
for industrial products has also decelerated and recently started to record negative variations in the latest
releases.

P The pass-through from the industrial IPA to IPCA goods has occurred more quickly and slightly more intensely
than the historical pattern. This behavior, combined with weakening demand for credit-sensitive goods and high
inventories in the manufacturing sector, suggests that the recent decline in industrial goods prices in the IPCA is
supported by macroeconomic fundamentals and is likely to persist.

P Given the expectation of cooling economic activity and further deceleration in the Broad Producer Price Index, we
project disinflation in goods for 2026.

Recent inflation readings, particularly throughout the second half of the year, have revealed a qualitatively
benign picture in the industrial segment, with a notable emphasis on durable goods (Charts 1 and 2). The first
negative print in July largely reflected the reduction of the IPI tax on new automobiles. However, the process did not
end there. Since then, widespread price declines have been observed across various items, especially mobile phones
and electronic appliances.
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" Items within the industrial IPA more closely linked to final consumer goods, excluding food and fuels.

Please refer to the last page of this report for important disclosures, analyst and additional information. Itai Unibanco or its subsidiaries may do or seek to
do business with companies covered in this research report. As a result, investors should be aware that the firm may have a conflict of interest that could
affect the objectivity of this report. Investors should not consider this report as the single factor in making their investment decision.



| December 2, 2025

In parallel, the core of the industrial IPA' has also shown marginal deceleration, entering negative territory as
of September, something not seen since mid-2024. This movement was strongly driven by groups linked to
durable consumer goods, such as household appliances and mobile phones (Table 1).

Table 1: Decline in the core of industrial IPA for items related to durable consumer goods

A |Weight]Jun-25] Jul-25 | Aug-25] Sep-25 | Oct-25 | Jun-Oct]

Industrial Products 73.41 -2.31 0.76 -0.06 -0.25 0.07 -1.80
Home appliances 0.37
Metal-dominant furniture 0.07
Motorcycle parts and accessories 0.10
Bed, table and bath linens 0.07
Mobile phones 0.62
Leather goods, travel items and footwear 0.52
omputer equipment, electronic and optical products 1.69
Televisions 0.28
Motor vehicle parts and accessories 1.72
Motorcycles 0.33
Apparel 0.60
Furniture 0.47

Source: FGV, Itau

This trend in the IPA was mainly propelled by falling prices of metal commodities in BRL, largely due to the
currency appreciation observed throughout the year. Chart 3 shows the correlation between the core of the

industrial IPA and commodity prices in BRL with a six-month lag, suggesting that the deceleration in the Broad
Producer Price Index should persist over the coming quarters.

Chart 3: Decline in metal commodity prices in BRL
drove the slowdown in the core of industrial IPA
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Historically, the full pass-through from the core of the industrial IPA to consumer goods inflation occurs
within two quarters. To assess whether the contemporaneous pass-through coefficient has changed recently, we
estimated a rolling-window regression with the following specification:

T[énd = ﬁl + ﬁzIPAt + B3IPAt_1+ﬁ4IPAt_2 + ﬁ5IPAt_3 + €

Where i is the quarterly inflation of industrial goods and IPA is the quarterly variation in the core of the industrial
IPA.

The results indicate that, in the pre-pandemic period, full pass-through occurred within two quarters, with an
almost uniform distribution across quarters (i.e., roughly one-third contemporaneous effect, one-third with a one-
quarter lag, and one-third with a two-quarter lag, Chart 4). During the pandemic, the contemporaneous component
was practically nullified, reflecting supply bottlenecks and global cost volatility.

In the most recent period, however, this component regained importance, accounting for nearly half of the
total pass-through. Beyond the change in speed, there is also a slight increase in intensity, indicating that
transmission to consumer prices is happening faster and somewhat stronger (Chart 5).

Chart 4: Contemporaneous component regaining Chart 5: Total pass-through largely unchanged
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Alongside faster wholesale price pass-through, we observe weakening demand for credit-sensitive goods
(typically durable goods, Chart 6) and manufacturing inventories running above historical averages (Chart 7).
These factors, which are naturally correlated, reinforce the assessment that the recent decline in industrial goods
prices in the IPCA does not represent a temporary movement, but rather an adjustment supported by macroeconomic

fundamentals, particularly lower producer prices, elevated inventories, and softer domestic demand, and is likely to
persist.
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Chart 6: Demand for durable goods (more credit- Chart 7: Inventories at elevated levels
sensitive) slowing more than overall consumption
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Given the expectation of slower economic activity, with GDP growth projected at 1.7% in 2026 versus 2.2% in
2025, and further deceleration in the core of the industrial IPA, combined with faster pass-through to
consumer prices, IPCA is expected to remain within the target tolerance band. We project a 4.2% variation for
the headline index in 2026, compared to 4.5% in 2025, with a downward bias for industrial goods inflation (we expect
a 1.4% increase versus 2.4% in 2025).

Luciana Rabelo

Mario Mesquita — Chief Economist
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