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|. Introduction




BCB’s Mission

* Ensuring the stability of the purchasing power of
the currency and a solid and efficient financial

system.
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Importance of this Mission

* The International experience and the economic
theory set low and stable inflation (stability of the
purchasing power of money) as a precondition to
sustainable growth.

« High inflation:

* It increases risk premiums, diminishes confidence,
shortens the planning horizon and depresses

iInvestment;
« Reduces employment,incomeand consumption; and

 Increases the income concentration, diminishes the

economic growth and the society welfare.
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The Brazilian Experience

Period Annual Average (%)
Real GDP Growth Inflation
1980-1985 2.6 147.1
1986-1994 2.3 842.5
1995-2003 2.2 9.1
2004-2013 3.7 5.5

Source: IBGE
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Retrospective - Abroad

Since the last Report release:

* The risks to global financial stability remained high

* In the US, the process of normalization of monetary
conditions has continued,;

« The scenario of more intense global activity has confirmed,
although the activity pace does not match the expectations
In Important emerging economies;

* Localized prices pressures in the commodities markets,
volatility episodes in the currency markets and geopolitical
tensions were observed,;

* In general terms, accommodative monetary policy stance
remained, in the emerging and mature economies.
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Retrospective - Brazil

Since the last Report release:

« National accounts relative to the first quarter of 2014 point to
growth of 0.2%;

 In the market of factors: ICU in slight decline and narrow idleness
margin in the labor market;

« Reversion in prices pressures identified in the food segment in
the first quarter;

« Two Important relative prices correction processes have
advanced; and the consumer inflation remained high and still
showing resistance; and

 The Selic rate increased 0.25% at the April Copom meeting and
since then, it has stood at 11%.
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Prospects — Abroad 2014-2015-2016

 Risks for the global financial stability tend to remain heightened,
In particular, those deriving from changes in the slope of the
Interest curve in important mature economies;

* Prospects for more intense global activity pace throughout the
relevant horizon for the monetary policy, with growth around the
trend;

* Prospects of moderation in the dynamics of commodities prices,
albeit localized prices pressures observed at the margin;

* New tension and volatility focuses in the currency markets are
likely to be observed; and

 In the relevant horizon for the monetary policy, prospects for
gradual increase of the global inflation.
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Prospects — Brazil 2014-2015-2016

Activity expansion pace tends to be less intense this vyear,

compared to 2013;
» At the margin, GDP growth below potential
« Domestic absorption expansion and GDP rates in convergence

In the relevant horizon for the monetary policy, changes in the

composition of aggregate supply and demand are anticipated,
« Composition of short-term growth tends to be more favorable to the potential growth

Current accounts’ deficit tends to continue to be essentially
financed by FDI flows;

Moderate credit expansion; and
« Credit to consumption tends to grow at a pace in line with the growth of income
available to households

« Moderation in wage gains.
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Prospects — Brazil — 2014-2015-2016

* In the next quarters, projections indicate high twelve-
month inflation;

* Pressures in wage costs and ongoing realignment of relative prices (domestic
versus external prices and regulated versus market prices)

 In the final quarters of the relevant horizon, inflation tends
to enter a trajectory of convergence to the target

* Pressures mentioned above tend to cool down; shift of the output gap to the
disinflationary area; inflation expectations for longer terms are more favorable.
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Prospects — Forecasts — 2014-2015

GDP Forecast:

« 2014 GDP growth estimate at 1.6%,; and

« GDP growth estimate in four quarters up to March 2015 at
1.8%.

Inflation Forecasts:

« Baseline scenario: 6.4% for 2014; 5.7% for 2015; and
5.1% In twelve months up to the second quarter of 2016;

and

* Market scenario: 6.4% for 2014, 6.0% for 2015; and 5.0%
In twelve months up to the second quarter of 2016.

4 L BANCO CENTRAL

L
% DO BRASIL 12



Prospective Scenario — Monetary Policy

« The Copom highlights that, in moments such as the
current one, the monetary policy should remain vigilant, in
order to minimize risks that high inflation levels, such as
the one observed in the last twelve months, persist in the

relevant horizon for the monetary policy.
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ll. International Environment




Activity — Expectations

g GDP
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2014 GDP (%) 2015 GDP (%)
2013 2014 2013 2014
Sep Dec Mar Jun Sep Dec Mar Jun
EUA 2.7 2.6 2.7 2.2 EUA 3.0 3.0 3.0 3.0
Euro Area 1.0 1.0 1.1 1.1 Euro Area 14 14 1.5 15
Japan 1.6 1.6 14 15 Japan 1.3 1.2 1.2 1.2
UK 2.0 2.4 2.7 3.0 UK 2.4 2.4 2.5 2.5
China 7.4 7.5 7.4 7.3 China 7.2 7.2 7.2 7.2
India 52 4.8 4.7 4.7 India 6.0 55 54 54
Brazil 2.2 2.0 1.7 1.2 Brazil 2.5 2.5 2.0 1.6
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Prices — Expectations

A Inflation
m2013 m2014 m2015 = 2016
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Inflation 2014 (%) Inflation 2015 (%)
2013 2014 2013 2014
Sep Dec Mar Jun Sep Dec Mar Jun
us 1.9 1.7 1.7 1.8 us 2.2 2.0 2.0 2.1
Euro Area 15 1.2 1.0 0.7 Euro Area 1.5 15 14 1.3
Japan 2.3 2.4 2.6 2.7 Japan 1.6 1.8 1.8 1.8
UK 2.3 2.2 2.0 1.8 UK 2.1 2.2 2.0 2.0
China 3.1 3.1 2.7 2.5 China 3.0 3.2 3.2 3.0
India 8.7 9.2 9.5 9.5 India 7.5 8.0 8.1 7.8
Brazil 6.0 6.0 6.3 6.5 Brazil 5.5 5.5 5.8 6.1
. ‘L
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VIX and Volatility in the Securities’ Markets
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Interest Rate and Risk Premium

Brazil — 10-Year Interest Rate

Ratings
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ll1l. Financial Conditions




Capital Market Domestic Operations

Primary Issues
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Cost, Delinquency and Arrears

Non-Earmarked Credit
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Household Debt and Provisions of the System

Debt and Debt Service
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V. Activity
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Box: GDP Forecasts

Growth revision, from 2% to 1.6%, in 2014 (domestic demand, 1.4
p.p.; and net exports,0.2p.p.);

Growth of 1.8% in the four quarters ended in March 2015;

« Supply
» Agriculture and livestock: 2.9% (4.8% in Q1/2014);
* Industry: 0.1% (2.1% in Q1/2014); and
« Services: 2.1% (2.2% in Q1/2014).
Demand

 Investments: -0.6% (4.1% in Q1/2014);
* Household Consumption: 1.9% (2.5% in Q1/2014); and
« Government Consumption: 1.8% (2.2% in Q1/2014).

. 4 L BANCO CENTRAL
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Potential Growth: Labor Force Qualification

Schooling* Schooling by Age Range
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Potential Growth :

Infrastruture Concessions

Logistics
Roads 7 thousand km
Airports national and regional airports
Ports leasing of public ports and regulatory framework for
the exploration of private usage terminals
Railroads 11 thousand km
Energy auctions for transmission and generation
Telecommunications 4G auction
Sources: MF and Programa de Investimentos em Logistica Ltgﬁ“:;%%gﬁ_NTRAL g

(PIL - Logistics Investments Program)
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Boxes

Revised Forecast for the 2014 Balance of Payments
« Estimate for the current account deficit remains at US$80 billion (3.5% of the
GDP);

« Estimate for the trade surplus reduced from US$8 billion to US$5 billion;
and

» Forecast indicates current account deficit essentially financed by FDI
inflows (estimate of US$63 billion).

Reformulation of the Monthly Industrial Survey - Physical
Production

« Update of the classification of the industrial activities (CNAE 2.0); of the
sample of products and respondents; and of the weightening of the indices
(VTI 2000); and

* Review of the industrial production in 2013, with positive impact over the GDP.
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Boxes

Formalization of the Labor Market

» Evaluates alternative broader indicator, for the degree of formalization
of the labor market, considering contributions for the social security;

and

 Evidences point to formalization around 75%, compared to 55% when
considering only formal workers.

Revision of the Small-Sized Forecast Models — 2014

« Updates the information regarding the three classes of small-sized
semi-structural models;

« The main innovation was the inclusion of a variable for the banking
spread; therefore, it aggregates information regarding the credit market,
In line with its growing importance for the Brazilian economy.
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GDP Forecast

Baseline Scenario*
6

%
N

1Q 13
2Q 13
3Q 13
4Q 13
1Q 14
2Q 14
3Q 14
4Q 14
1Q 15

* Interest rate constant at 11.00% p.y.
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V. Inflation Developments
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Inflation Developments

Prices Indices
Change in 12 months (%)

May/13 May/14
“IPCA 6.50 6.37 v
Market Prices 8.11 7.07 \/
Regulated 1.54 4.08 A
Tradables 6.31 6.67 A
Non-Tradables 9.71 7.42 v
INPC 6.95 6.08 v
IPC-C1 6.52 6.00 \/
IGP-DI 6.20 7.26 A
IPA-DI 6.07 7.43 A
Agricultural 7.52 9.32 A
Industrial 5.59 6.73 A
IPC-DI 5.96 6.57 A
INCC-DI 7.56 7.75 A

Sources: IBGE, Fipe and FGV ‘t,gg'\é%%gﬁ_NTRAL 9
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Wages
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BCB Inflation Forecasts

Baseline Scenario* and Market Scenario

Period Baseline Market
2014 2 6.5 6.5
2014 3 6.6 6.6
2014 4 6.4 6.4
2015 1 6.1 6.3
2015 2 5.9 6.2
2015 3 6.0 6.3
2015 4 5.7 6.0
2016 1 5.4 5.5
2016 2 5.1 5.0

Obs.: 12-month accumulated inflation (%)

* Interest rate constant at11.00% p.y.

. 4 L BANCO CENTRAL
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BCB Inflation Forecasts

Market Scenario

Baseline Scenario
(interest rate constant at 11.00% p.y.)

10

10

O < (QV

syjuow ZT Ul %

9T O¢
9T OT
ST OF
ST O€
ST O¢
ST OT
T OF
T OF
T OC
T OT
eT OF
€T O€
€T O¢

9T O¢
9T OT
ST OF
GT O€
ST O¢
GT OT
vT OF
T O€
T OC
vT OT
€T OF
€T O¢
€T O¢

L
!

38

BANCO CENTRAL

% DO BRASIL

Source: BCB



Market Expectations — Summary

2014 2015 2016
3/31/14 6/20/14  3/31/14 6/20/14  3/31/14 6/20/14
IPCA 6.31 A 6.46 5.80 A 6.10 5.50 = 5.50
Regulated Prices 440 A 500 550 A 7.00 450 A 550
Market Prices 714 Vv 7.0 593 Vv 571 594 VvV 550
IGP-M 7.20 Vv 594 550 = 5.50 5.20 A 5.35
IPA-DI 6.61 V¥V 6.01 555 A 6.00 5.15 A 5.50
Selic (end-of-period) 11.25 v 11.00 12.00 = 12.00 10.88 A 11.00
Egﬁgg‘?ge rate (end-of- 246 ¥ 2.40 255 ¥ 2.50 256 ¥ 2.55
GDP 165 Vv 1.16 200 Vv 160 2.80 Vv 250
Industrial Production 1.38 Vv -0.14 3.00 v 230 3.40 Vv 3.00
Trade Balance 425 Vv 2.00 10.00 = 10.00 12.12 v 11.00
FDI 60.00 = 60.00 55.00 A 5540 55.00 = 55.00
Primary Result 150 = 1.50 200 Vv 190 200 = 200

. 4 L BANCO CENTRAL
Source: BCB % DO BRASIL 39
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