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Made in China: How China’s shifting exports affect goods inflation

» Although limited by current bilateral negotiations, the trade war is expected to reduce trade flows between China
and the U.S., creating an opportunity for Brazil to absorb part of the excess Chinese supply that was previously

sent to the U.S. market.

P The rise of Brazilian imports from China, combined with a downward trend in the prices of these products after the
pandemic, is likely to help reduce inflation. We estimate that a 10-percentage point increase in China’s share of
Brazilian imports, even without further price drops, could reduce the IPCA by up to 20 bps, assuming all other
factors remain the same.

P This supply shift is feasible — although it may take some time — considering the strong overlap between Brazil and

the U.S. imports lists.

Although U.S. tariffs on Chinese imports have been reduced compared to levels before bilateral negotiations,
they could still significantly decrease demand for Chinese products in the U.S. market. In addition to the current
tariffs, uncertainty about the tariff structure ahead also discourages bilateral trade. This report assesses the potential
impacts of this scenario on Brazil, focusing on the disinflationary effects of China’s exports being shifted to the
Brazilian market, especially for industrial goods.

Since the end of the pandemic, the import price index for Chinese products has declined significantly,
showing a larger decrease than the overall import price index. At the same time, China's share of the total volume
of Brazil’s imports has more than doubled since 2017 — rising from 6% of the total to almost 15% — second only to the
United States (17%).

Chinese import price index falls sharply
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China’s import volume has more than doubled since

2017
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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.
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What proportion of Brazil’s imports is China expected to account for in the coming years?

In recent years, Brazil has become an increasingly important destination for Chinese goods, while the
relevance of the U.S. as a destination for these items has declined. Given this situation, we believe Brazil could
continue to absorb a portion of the surplus Chinese exports, especially in a scenario of reduced U.S. imports. We
estimate that for each 1pp decrease in the U.S. share of China’s exports, Brazil’s share increases by 0.12 pp.

Since 2017, the United States’ share of China’s exports There is a strong negative correlation between the
has declined from 19% to 15%. Brazil's share rose to 2% shares of the U.S. and Brazil in China's exports.
from 1%.
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Considering the triangulation of goods exports to the United States, we repeat the analysis above by
examining the shares of Brazil and the U.S. not only in China’s total exports but also in exports from other
Asian countries, such as Vietnam, Philippines, Cambodia, Indonesia, ass well as Mexico. Especially after 2021,
the correlation (-0.10) is consistent with that found in the initial analysis.

Since 2017, the U.S. share in exports from Asian There is a strong negative correlation between the
countries and Mexico has declined from 28% to 23%. shares of the U.S. and Brazil in exports from Asia and
Brazil’s share rose to 1.5% from 1%. Mexico (especially after 2021).
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If the trade war causes U.S. imports from China to fall by about 70% (roughly $300 billion), it would result in a
decrease of approximately 10 p.p. in the U.S. share of China’s exports. Considering the historical negative
correlation between the shares of the U.S. and Brazil in China’s exports (of -0.12), this reduction could imply an
increase of about 1p.p. in Brazil's share of China’s exports. This would correspond to an increase of approximately
10p.p. in the value of Brazilian imports from China, assuming there is no commercial triangulation.

This shift is feasible considering the strong overlap between Brazil and the U.S. list of imports. Brazil’s top ten
products imported from China — which account for around 80% of the total — represent approximately 65% of the U.S.
imports from the same country.

The U.S. list of imports is very similar to that of Brazil
% of product imports / total imports (of Chinese origin)
30%

*The 10 groups account for 80% / 65% of Chinese-origin imports in Brazil / the U.S.
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How does an increase in imports of Chinese products affect goods inflation?

Models have overestimated industrial inflation over the past two years. While similar deviations occurred
between 2017 and 2019, recent data reveal a positive correlation between model errors and import prices, a pattern
that was not observed before. In other words, each 1 p.p. decrease in import prices explains a 0.4 p.p. drop in
industrial inflation.
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Models have been overestimating industrial inflation ... But now model errors appear to have a positive
recently (as in 2017-2019)... correlation with import prices (unlike what happened
between 2017 and 2019)

Cumulative Error (actual - model)
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To enhance the robustness of our analysis, we employed an alternative model where industrial inflation (Ind) is
influenced by the inertia of the group itself, commodities in BRL (CRB_BRL), industrial wages (w), and the import price
index (PM):

Ind; = f1Ind;_4 + f,CRB_BRL + 3w + (1 = f3)PM +¢& (1)

The import price index (PM) can be approximated by a weighted combination of the import price indices for China and
other trading partners:

PM =~ ﬁchinaPMchina + (1 - ﬁchina) * PMex—china (2)

__ Quantumcping
ﬁchina -

3),

Quantumeotqi

with B.nine D€ing the China's share of the total volume imported by Brazil.

The estimated import price index elasticity (1 - B3) was 0.30, a value close to that of the initial analysis.

Based on equation (2), our simulation shows that, even if Chinese import prices remain unchanged, a 10p.p.
increase in China’s share of Brazilian imports could lower the IPCA by about 20 bps, assuming all other
factors remain the same. If this is accompanied by an additional drop in prices, the disinflationary impact could reach
50 bps. Please note that this effect tends to occur over time and does not consider possible increases in import taxes.
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Effects of an increasing Chinese share in Brazil’s total imports
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Luciana Rabelo

Mario Mesquita — Chief Economist
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. 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, Itad 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. Itad 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 Itat Unibanco.
Additional information on the financial products mentioned in this report may be available upon request. Itad 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.

5. This report may include sections generated with the support of artificial intelligence tools. All content has been reviewed and validated by the authors to ensure the
accuracy and integrity of the information presented.

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.
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