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Copom Cockpit: 25-bp cut, uncertain future
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The Copom will meet again next week amid a still highly uncertain global environment, with a recent deterioration
in financial conditions. Since the last meeting, stronger data in the United States — particularly the May payroll,
showing an acceleration in the labor market — have added to the pressure stemming from the conflict in the Middle
East and contributed to a repricing of the U.S. interest rate path, with consequences for asset prices around the
world, including exchange rates, where the trend of USD weakening has begun to flirt with some reversal.

Locally, the economic activity data released were also robust, with the cyclical GDP accelerating in the 1Q26 and
a still-resilient labor market. We believe that the BCB will revise its output gap estimate, recognizing that we have
a stronger economy. Additionally, the prospect of further economic stimulus, which could reduce the room for
interest rate cuts, also appeared to have contributed to greater concern among agents regarding the fiscal
scenario. Finally, the composition of the latest inflation releases has continued to point to a relevant qualitative
deterioration. These factors also resulted in a significant change in the local yield curve, with an increase in the
probability assigned to maintenance of the Selic rate at the next meeting.

Despite the recent discussion about interrupting the calibration cycle, we assess that the set of information
considered by the monetary authority should still allow for a new, modest, interest rate cut at the June decision.

The Central Bank’s inflation forecast, considering the interest rate path from the Focus survey (which, so far,
projects a Selic rate of 13.50% in 2026 and 11.50% in 2027) and with an exchange rate close to current levels
(BRL 5.10/USD on the last 10-business-day average), should rise from 3.5% to 3.6% at the relevant horizon. This
implies that the interest rate scenario in the Focus survey is inconsistent with the pursuit of the inflation target.
However, it does not imply that any calibration path would be inconsistent with it. In a simulation with a constant
Selic rate, we estimate that the Copom should see inflation of 3.2% at the relevant horizon (4Q27) and 2.9% in the
following quarter (1Q28), which becomes the central point starting from the August meeting. Such levels, in our
view, would be compatible with this modest cut.

We assess that, in a context of heightened uncertainty, with risks on both sides, for activity and inflation, the
authorities should maintain serenity and avoid actions that amplify, rather than reduce, asset price volatility.

The release of the Focus survey next Monday could bring some change to these numbers. However, for our
inflation estimate of 3.2% at the current relevant horizon (4Q27) to rise beyond 3.3%, the movement in the
expectations reported by market participants would have to be significant, on the order of 30 bps for 2027 and 10
bps for 2028 — far greater than the deterioration already observed since the last Copom.

In this context, we expect the committee to opt for a 25-bp cut to 14.25% pa, keeping its options open for the next
meeting by communicating that, at this moment, the remaining room for any additional calibration is more
uncertain. We do not believe the committee will describe the balance of risks for inflation as asymmetric, since
such a change could lead the market to begin discussing interest rate hikes more concretely. We continue to see
that the current scenario suggests a quite delicate trade-off between advancing in the easing process (particularly,
amid the growing domestic uncertainties, given the high degree of leverage of companies and households), and
the risk of further deterioration of the inflationary environment. On net, since the last meeting, the total size of the
cycle appears to have decreased.
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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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1 — Central Bank Inflation Forecasts

The tables below summarize the forecasts based on our estimated replica of the Central Bank’s small-scale model.
The exchange rate used (BRL 5.10/USD) follows the Central Bank’s procedure of using the average of the last 10

business days ending on the Friday prior to the meeting.
Compared with the April meeting, the committee’s inflation forecasts in the reference scenario (which assumes an

exchange rate consistent with purchasing power parity and the interest rate path extracted from the Focus survey) are
expected to rise to 5.1% in 2026 (from 4.6%) and to increase to 3.6% at the relevant horizon, 4Q27 (from 3.5%

previously).

IPCA forecasts (%) according to "Central Bank model"*

June Meeting

Period N;:Z?:ger D;‘;z':;::r January Meeting  March Meeting | April Meeting i
2026 3.6% 3.5% 3.4% 3.9% 4.6% 51%
Relevant Horizon 3.3% (2Q27) 3.2% (2Q27) 3.2% (3Q27) 3.3% (3Q27) 3.5% (4Q27) 36% (4Q27)
Exogenous variables
Exchange Rate (R$/USS$) 5.40 535 535 5.20 5.00 510
Selic Interest Rate (%) 2026 12.25% 12.25% 12.25% 12.13% 13.00% 13.50%
Selic Interest Rate (%) 2027 10.50% 10.50% 10.50% 10.50% 11.00% 11.50%
Inflation Expectations (Focus) 2026 4.20% 4.16% 4.00% 3.91% 4.86% 511%
Inflation Expectations (Focus) 2027 3.80% 3.80% 3.80% 3.80% 4.00% 4.03%

Source: Bloomberg, Central Bank of Brazil, ltat
* Model developed by Ital replicating Copom's model.

2— Pre-meeting context: recent communication and scenario evolution

In the minutes of the last meeting, the authorities reaffirmed the concern with the impacts of the conflict in the Middle
East, highlighting both the rise in current inflation and the deterioration in expectations. The document brought a
broader discussion of the balance of risks, without making it asymmetric to the upside. The committee combined two
biases. On one hand, it expressed concern about the possible effects of the war on supply and distribution chains, a
more hawkish reading. On the other, it weighed that part of the previously feared risks, especially the rise in inflation
expectations, may already have materialized, without this implicitly justifying a break in the calibration cycle, which
adds a more dovish bias. With the latest communications, our classifier iSent, the BCB Communication Sentiment
Index" points to a tone closer to neutral (0.15), in line with the considerations made throughout the document.

' iSent, Itau’s Central Bank Sentiment Classifier, was developed, with support from GPT-4, by our data science team using
sentences published in central banks’ official documents, labeled by our economists. Our labeled dataset consists of around one
thousand sentences from official documents of the Central Bank of Brazil. Each sentence was classified as dovish, neutral,
hawkish, or out of context, and the index is constructed based on the relative presence of each class within the document. The
index is a value between -1 and 1 and is higher when the perceived tone is more hawkish. iSent-BCB has a good fit with current

and future changes in interest rates in Brazil (correlation of around 0.8).
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https://macroattachment.cloud.itau.com.br/attachments/2806ff87-268f-46e3-a338-d4cfbfeddd53/05072024_MACRO_VISAO_iSent.pdf
https://macroattachment.cloud.itau.com.br/attachments/2806ff87-268f-46e3-a338-d4cfbfeddd53/05072024_MACRO_VISAO_iSent.pdf
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Regarding expectations, since the last meeting the Focus survey estimates rose across all horizons: for 2026, the
median jumped to 5.11% from 4.86%; for 2027 and 2028, it advanced to 4.03% and 3.65% from 4.00% and 3.61%,
respectively. The expected Selic rate path was also revised upward for 2026 and 2027.

Focus forecasts (%, year-end)

Previous Previous Previous

Copom Current* Copom Current* Copom Current*
IPCA 4.86 5.11 4.00 4.03 3.61 3.65
GDP growth 1.85 1.91 1.80 1.70 2.00 2.00
Selic rate 13.00 13.50 11.00 11.50 10.00 10.00
Exchange rate (BRL/USD) 5.25 5.15 5.35 5.20 5.40 5.30

*considering the latest Focus report.
Source: BCB, Itau.

Since the last meeting, an inflection has been observed in the dynamics of domestic assets. The BRL interrupted its
appreciation trend and, although it remains supported by favorable terms of trade, it has lost part of the support
associated with the inflow of foreign capital. In this context, the exchange rate returned to levels close to those
prevailing before the conflict, around BRL 5.10/USD on the average of the last ten business days, versus BRL
5.00/USD at the previous meeting. Meanwhile, oil stands at around USD 95/bbl, slightly below the levels seen at the
April decision.

On activity, 1Q26 GDP accelerated again, rising 1.1% at the margin (versus 0.3% in 4Q25) and 1.8% year-over-year,
with the acceleration of cyclical GDP standing out. Regarding inflation, the May IPCA rose 0.58%, above market
consensus, with underlying industrial goods standing out (mainly personal hygiene items), which continue to reflect
the indirect effect of the oil price shock on goods. On the other hand, underlying services decelerated at the margin,
driven mainly by miscellaneous services. Looking at three-month seasonally adjusted moving averages, underlying
services retreated to a still elevated 5.6% (from 6.0% in April), while underlying industrial goods jumped to 6.5% (from
5.0%). The average of core measures accelerated from 5.2% to 5.6%. In the labor market, PNAD data points to still-
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resilient dynamics, with unemployment at 5.4% seasonally adjusted (versus our estimate of a neutral level between
7.5%-8.0%), while formal job creation (CAGED) came in well below the median of market expectations in April, with
the creation of 86 thousand jobs, which shows incipient signs of moderation at the margin, but still at a pace above
that consistent with neutrality (98 thousand in the three-month moving average seasonally adjusted, versus a neutral
pace of around 60 thousand).

Sep-25 Oct-25 Nov-25 Dec-25 Jan-26 Feb-26 Mar-26 Apr-26 May-26
Actual 0.48 0.09 0.18 0.33 0.33 0.70 0.88 0.67 0.58
IPCA (m/m)
Consensus 052 015 019 032 032 064 077 068 053
Actual 0.48 0.18 0.20 0.25 0.20 0.84 0.44 0.89 0.62
IPCA-15 (m/m)
Consensus 052 021 018 025 022 056 029 098 057
Actual 0.42 -0.36 0.27 -0.01 0.41 -0.73 0.52 2.73 0.84
IGP-M (m/m)
Consensus 036 -0.23 028 075 0.38 -0.67 052 2.55 081
Unemployment rate Actual 5.6 5.4 5.2 5.1 5.4 5.8 6.1 5.8 -
(PNAD, %) Consensus 55 55 54 51 54 57 6.7 59 -
Formal job creation Actual 213 85 86 -618 12 255 228 86 -
(thousands) Consensus 170 710 77 -473 95 258 48 216 -
Actual 0.4 01 0.0 -1.2 18 0.9 0.1 0.7 -
PIM (m/m)
Consensus -04 05 01 -17 07 08 -0.1 05 -
Actual -0.3 0.5 1.0 -04 04 0.6 0.5 - -
PMC (m/m)
Consensus 03 -0.7 0.3 -02 -02 09 0.0 - -
Actual 0.6 03 -0.1 -0.4 0.3 0.1 -1.2 -
PMS (m/m)
Consensus 04 03 071 -0.7 01 05 -0.1 08 -
Actual -0.2 -0.3 0.7 -0.2 0.8 0.6 -0.7 - -
IBC-Br (m/m)
Consensus -02 o1 04 -04 09 05 -04 - -

Data in red/blue suggest results consistent with a tighter/looser monetary policy, relative to market consensus.
Source: IBGE, Central Bank of Brazil, Ministry of Economy and Bloomberg

Mario Mesquita — Chief Economist
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. This report has been prepared and released by the Macro Research Department of Itat Unibanco S.A. (“Itat Unibanco”). This report is not a product of the
Equity Research Department of Itai Unibanco or Itai 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, Itau
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 Itau Unibanco, Itat 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 Itai Unibanco.
Additional information on the financial products mentioned in this report may be available upon request. Itatl 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, Sdo Paulo-SP, Zip Code 03162-971. Hearing impaired, every day, 24h, 0800 722 1722.
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