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Temporary relief

P We are leaving our exchange rate forecasts unchanged at BRL 5.90 reais per dollar in both 2025 and 2026.
Despite some short-term relief, the fundamentals — particularly the combination of persistently high fiscal risk
with a stronger dollar globally — still point to a depreciated exchange rate. These factors will only be partially
offset by the growing interest rate differential.

P> We currently expect primary deficits of 0.7% of GDP in both 2025 and 2026. We believe that announcing a
significant containment of discretionary expenditure — around BRL 35 billion — would serve as an important
palliative measure. However, a more consistent reduction in the risk premium will only occur when there is the
prospect of a more balanced public debt trajectory.

P Our GDP growth estimates for 2024, 2025 and 2026 remain unchanged at 3.6%, 2.2% and 1.5%, respectively.
Despite weaker results in 4Q24, IDAT-Activity data indicate that the economy performed better in January, in
line with our expectation that a more pronounced slowdown will only occur in the second half of 2025.
Regarding the labor market, we forecast that the unemployment rate will end 2025 at 6.8% before rising to
7.3% in 2026.

P We are keeping our inflation forecasts at 5.8% for this year and 4.5% for 2026, with an upward asymmetry still
present for both.

P The Central Bank is set to move further into contractionary territory in the coming months. We project that the
Selic rate will reach 15.75% p.a. by the end of the first half of this year. However, we recognize the risk of an
early interruption of the tightening cycle, depending on the dynamics of economic activity, the BRL and inflation
expectations.

BRL: fundamentals still point to a depreciated
exchange rate
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We have left our exchange rate projections
unchanged at 5.90 reais per dollar in both 2025
and 2026. Despite the short-term relief it has brought,
the interest rate differential, which is likely to continue
rising throughout the year, is unlikely to lead, on its
own, to additional significant currency appreciation.
Fundamentals still point to a more depreciated
exchange rate: we expect fiscal risk to remain high
and the dollar to continue to strengthen globally.

Fiscal: no signs of convergence

We expect primary deficits of 0.7% of GDP in both
2025 and 2026. For 2025 we do not currently expect
the goal of -0.6% of GDP to be met (considering
rebates and the lower limit around the official 0%
target). That said, we recognize that the balance of
risks could lead to better results than what we are
currently estimating, given the government’s continued
efforts on the revenue agenda. For 2026, the main risk
is the implementation of initiatives that explicitly or
implicitly alter, circumvent, or disfigure fiscal rules,
leading to higher growth rates in primary expenditure
and/or greater fiscal subsidies. (See: Macrovision: The
fundamental fiscal questions in 2025).

In terms of expenses, we believe that it will be
important for the government to announce a
significant containment in discretionary spending,
of around BRL 35 billion, to reinforce its
commitment to adhering to its fiscal plan.
Announcing robust expenditure containment in the first
bimonthly review in March would signal greater
prudence in budget execution, given the risk of
overestimating extraordinary revenue realization and
further underestimating mandatory expenses (as
occurred in 2024, particularly with respect to Social
Security and BPC). Such an initiative would at least
mitigate the risk of altering the framework’s fiscal rules,
which could significantly worsen perceived fiscal risk.

We believe that a more consistent improvement in
the risk premium and domestic asset prices will
only occur when the prospect of a more balanced
public debt trajectory has become tangible. A
complementary alternative to short-term expenditure
containment is tightening the parameters of the fiscal
framework, primarily by reducing the primary
expenditure growth limit, which would curb the
expected rise in public debt in the coming years (See
Macrovision: BRAZIL — It is time to reinforce the fiscal
framework).

Activity: Slowdown likely to intensify in the
second half of the year

Our GDP growth estimates remain at 3.6% for 2024
and 2.2% for 2025. Monthly indicators showed weaker
activity in November and December. Despite this, we
expect a marginal acceleration in activity at the
beginning of the year, driven mainly by agricultural GDP
and the minimum wage readjustment.

Our daily activity indicator (IDAT-Activity) suggests
that the economy performed better in January
compared with the last two months of 2024. The
highlight was the resilience of the services sector and
spending on income-sensitive goods — in contrast to the
consumption of more credit-sensitive goods, which
showed a more pronounced slowdown at the beginning
of the year.

These data support our assessment that the
economic slowdown will be more pronounced in the
second half of this year. With the positive impact of
agricultural GDP (concentrated in 1H25) fading, along
with the slowdown in fiscal impulse and the
intensification of the lagging effects of contractionary
monetary policy, we project that average quarterly
growth will decline to 0.2% (seasonally adjusted) in the
second half of 2025, compared with 0.7% in the first six
months of the year.

Our GDP growth estimate for 2026 is also
unchanged, at 1.5%. Here the primary factor is likely to
be the monetary impulse, which is set to be even more
negative next year as the lagging effects of monetary
policy are not offset by countercyclical fiscal and
parafiscal policies.


https://macroattachment.cloud.itau.com.br/attachments/74cde1cf-eaac-4aa7-848d-6dc641ea6a18/20250123_MACRO_VISION_Fiscal_Questions.pdf
https://macroattachment.cloud.itau.com.br/attachments/74cde1cf-eaac-4aa7-848d-6dc641ea6a18/20250123_MACRO_VISION_Fiscal_Questions.pdf
https://macroattachment.cloud.itau.com.br/attachments/0a11297d-d0af-428b-981f-25c0813a042e/20250114_MACRO_VISION_strengthen_framework.pdf
https://macroattachment.cloud.itau.com.br/attachments/0a11297d-d0af-428b-981f-25c0813a042e/20250114_MACRO_VISION_strengthen_framework.pdf
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Our unemployment rate projections are
unchanged at 6.8% for 2025 and 7.3% for 2026.
Despite some weaker data at the margin, the job
market continues to show overall resilience, with low
and stable unemployment, a high voluntary quits rate,
and robust real wage growth.

Inflation: the upward asymmetry persists

We are keeping our 2025 inflation projection at 5.8%.
To date, the impact of exchange rate depreciation on
prices has not yet been fully observed. Looking ahead,
we expect a further acceleration in goods price
increases, particularly in the first half of this year.
Services inflation is also likely to remain under upward
pressure, reflecting the still-resilient labor market.

The upward asymmetry in the balance of risks
persists. Food inflation could rise even higher if the
drop in agricultural commodity prices is less intense than
expected. Furthermore, with sustained activity, the
exchange rate pass-through tends to be more intense,
and this could put even more pressure on the prices of
goods.

For 2026 we are leaving our inflation forecast at
4.5%. The main upside risks to our scenario are a
further unanchoring of long expectations and stronger
inertia from 2025.

We expect further acceleration in prices of
goods
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Monetary policy: moving further into
contractionary terrain

In its first decision of 2025, the Copom raised the Selic
rate to 13.25% per year, delivering the first of the two
100-bp increases it signaled in December following a
hike of the same magnitude at that time. The committee
reaffirmed the plan (+100 bps) for the next meeting, which
will take place on March 18-19. However, authorities did
not provide clear signaling for beyond that point.

We are leaving unchanged our end-of-cycle projection
for a rate of 15.75% p.a. as of the June meeting, with
this level being maintained until the end of the year.
We expect an increase of 100 bps in March, followed by
two final increases of 75 bps each in May and June.

We recognize, however, the risk of a shorter cycle. In
line with what was highlighted by the committee in its
minutes, the pace of economic activity, the dynamics of
the exchange rate and exchange-rate pass-through, and
inflation expectations will all be crucial in determining the
length of the cycle. We believe that the rise in inflation
expectations and the Central Bank’s projections are
consistent with our reading that the monetary tightening
cycle will extend throughout the first half of the year.
However, the cycle may be interrupted sooner in the event
of a more pronounced slowdown in economic activity or an
accommodation of the exchange rate to more appreciated
levels than those observed recently.
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For 2026, we are projecting interest rate cuts that
bring the Selic rate to 13.75% per year.

Brazil | Forecasts and Data

2020 2021 2022 2023 2024F 2025F 2026F

Current Previous Current Previous Current Previous
Economic Activity

Real GDP growth - % -3.3 4.8 3.0 3.2 3.6 3.6 2.2 22 1.5 1.5
Nominal GDP - BRL bn 7,610 9,012 10,080 10,943 11,830 11,830 12,800 12,808 13,660 13,669
Nominal GDP - USD bn 1,475 1,670 1,951 2,192 2,195 2,195 2,181 2,125 2,315 2,317
Population (millions) 209.2 210.1 210.9 211.7 212.6 212.6 2134 2134 214.2 214.2
Per Capita GDP - USD 7,050 7,949 9,255 10,356 10,326 10,326 10,221 9,958 10,808 10,816
Nation-wide Unemployment Rate - year avg, NSA 13.8 13.2 9.3 8.0 6.8 - 6.6 6.6 71 71
Nation-wide Unemployment Rate - year end (*) 14.7 11.6 8.4 7.9 6.6 - 6.8 6.8 7.3 7.3
Inflation
IPCA - % 45 10.1 5.8 4.6 4.8 - 5.8 5.8 4.5 45
IGP-M - % 231 17.8 5.5 -3.2 6.5 - 6.3 6.6 4.3 4.3
Interest Rate
Selic - eop - % 2.00 9.25 13.75 11.75 12.25 - 15.75 15.75 13.75 13.75
Balance of Payments
BRL / USD - eop 5.19 5.57 5.28 4.86 6.18 - 5.90 5.90 5.90 5.90
BRL / USD - average 5.16 5.40 5.17 5.00 5.39 - 5.87 6.03 5.90 5.90
Trade Balance - USD bn 50 61 62 99 75 - 76 76 80 80
Current Account - % GDP -1.7 -2.4 -21 -1.0 -2.5 - =21 -2.3 -1.9 -2.0
Direct Investment (liabilities) - % GDP 3.0 2.8 4.7 2.8 32 - 3.9 4.0 4.0 4.0
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 - -0.7 -0.7 -0.7 -0.7
Nominal Balance - % GDP -13.3 -4.3 -4.6 -8.8 -7.9 - -9.2 -9.2 -9.9 -9.9
Gross Public Debt - % GDP 86.9 77.3 7.7 73.8 76.2 - 79.4 79.4 84.3 84.3
Net Public Debt - % GDP 61.4 55.1 56.1 60.4 62.0 - 67.0 67.0 72.7 72.7
Growth of public spending (% real, pa, **) 29.2 -24.7 6.0 7.6 35 - 2.6 3.2 2.8 2.8

Source: IBGE, FGV, BCB and Itat

(*) Nation-wide Unemployment Rate measured by PNADC.
("") We do not consider the 2U23 payment ot extraordinary court-ordered debts (precatorios). Including It, spending grew by 12.5% In 2023 and tell by U.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 Itati 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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