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The Brazilian economy seemed to be decoupling at high speed...

Domestic Demand and Supply

. change, year-over-year 9.3
7.5 6.8
6.0
= 45
3.0
Al
00 o 3Q 1Q 3Q 1Q 3Q 1Q 3Q 1Q 3Q
04 04 05 05 06 08 o7 07 08 08
B Domestic demand " GDP

Source: Central Bank of Brazil



..until it underwent a sudden stop

GDP Growth — 111Q08 vs. 1VQO08
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Consumption and Investment - % cumulative growth in 4 quarters
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Still lack of traction during 1Q09

) Guarterly growth rate
Seasonally adjusted output
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An inventory adjustment was set in motion

Level of inventories - FGV — Seasonally-adjusted series 1995 - 2009
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A Systemic Sudden Stop after mid-September
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Drought of foreign funding affecting domestic credit, although with
a significance below than elsewhere

Domestic Banking Credit with
Total Credit Foreign Funding
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Confidence shock on both external and domestic markets

Industrial businesses’ confidence level

seasonally adjusted
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Sound domestic banking system —
but sudden liquidity hoarding

Brazilian Banking System: Risk-Based  Brazilian Banking System: Past Due Loans
Capital Adequacy and Provisions
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Bottom line

Definitive review of expectations AND/OR Wait-and-see attitude (+) Credit crunch?
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First line of defense: international reserves
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Injection of Liquidity in Foreign Currency
Market

o Sales of USD in spot market;
o Sales of USD in repurchase agreement auctions;

0 Reduction of reserve requirements for banks
acquiring USD with repurchase agreement;

o Sales of USD swap contracts;
o0 Export financing;

o0 Authorization for BCB to engage in currency
swap transactions with other central banks (US$
30 billion swap line with Federal Reserve);

0 Loans to rollover external debt of Brazilian
companies



Mitigating lack of liquidity in the foreign exchange market

N Interventicn in the Foreign Exchange Market Central Bank Intervention in the Foreign Exchange Market
{billions of dollars) -
(billions of dollars)
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Injection of Liquidity in Domestic Credit
Market

0 Reduction in reserve requirements: R$ 99.8

oillion;

0 Incentives for banks (including public

panks) and the deposit insurance fund
(FGC) to acquire portfolios of small and
medium size banks (approximately R$ 35
billion);

0 Increase of funding to BNDES
(Development Bank) and rural credit

0 Guarantees for Certificates of Bank
Deposits issues by small and medium size
banks (up to R$500 mi
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Monetary easing — low exchange-rate pass-through, output gap and

expected inflation within target
Interest Rates and Inflation

Inflation and Targets

Jan
03

20

1.0

a.o

Source:

12-month trailing basis

market
consensus

2008 2009
5.90% 4.52%

Jan Jan Jan Jan Jan Jan Jan
04 05 06 a7 08 09 10
_ In% In% - 97.0
i 4 15.0
A { 120
i i r‘ 4 11.0
4 8.0
i l 4 7.0
| —Cutput Gap (LHA) Real Rates (+7/ RHA) 50
L] =3 ul [e] [7n ] [ = o o
s 5 2 8 28 &€ 5 5 8 8 §
€ 5 3 5 § 2 5 B F & 3
wm <€ 2 35 3 I = = 48 -
Citi Investment Research and Analysis

Expectations (Jan 08 — Mar 09)

=
=

472

442 -

412 1

3,82

352

32

17 6.0
16
5.6
15
14 52
13
12 Inflation expectations for 48
next 12 months (rhs)
11 :
44
10
EM % o 579
“1,  Standard
0511, .-
12-month ;]| Deviation H1 JJl 5
L o W/ i
EXpeCtEd 04 '*’I]u \lﬁ\ }*JJ'L\- iy i' D41
q (Y |
Inflation o ot AV W
il Feor
4,10
13/3/09 K
20/3/09 4,26
2713109 4,16
3/4/09 4,10
3,30
CODODDOD DO DD DD b b b b o o b oo o o o B €0 60 €3 6060 €9 0 0 00 0 000 €000 €00 1 0y
0000000000000 000000000000000000000000000000000000
POIPOORBOPO-NNrAPD I O PN D00 rlArNINIBORRDBO0O-NErABY
P OB P BO-MBLT L pr OO -FOPNFOOA NI H-NOR-FOO LSS E=
N N Ne:varr NN N = NN;thF [ N5 B o= ragm N



33

25 -

25 -

21 -

17

13 -

...but with higher spreads

Corporate lending
rates

Spreads

J/ﬂ]-;r;\\

oez07 | Jan0E | cewds | marE | aor0é | maDd | unos | JuE | ageds | sev0s | oulDE | nownd | dezns




Domestic credit starts to thaw — weight of public banks
and large companies as clients

Domestic Credit Domestic Credit: Companies
Growth Jan 09/Sep 08 Growth Dec/Sep 08
139 88 t ot
u l ___________________________ TR
large Smj . 8
medium

public banks foreign domestic private above below
banks banks RS 10 million R$ 10 million

Source: BCB



Savings accounts: a floor for basic interest rates

Exhibit 4: Breakdown of savings accounts by investment bhalance
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After improving in the recent past, public accounts face headwinds

Breaking the correlation between public debt and exchange rate

Chart & Public Sector Primary Surplus
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Limited scope for countercyclical increase of spending

Federal collection - % GDP

State collection - % GDP
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Labor market and wages: die hard?

Seasonally adjusted unemployment rate 2002 — 2009
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