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Monetary policy framework in Brazil

Legal framework

The conduct of monetary policy by the Banco Central do Brasil (BCB) follows the institutional framework
outlined below:

i. BCB objectives: The BCB’'s fundamental objective is to ensure price stability. Without compromising its
fundamental objective, the BCB also aims to ensure the stability and efficiency of the financial system,
smooth out economic activity fluctuations, and foster full employment (Complementary Law 179 of
February 24, 2021).

ii. Inflation-targeting regime: The objective of ensuring price stability is pursued through the inflation-
targeting regime. Under this framework, the National Monetary Council (CMN) sets an inflation target
along with a tolerance interval, and the BCB is responsible for implementing the policies necessary to
meet the target. From 1999 to 2024, the target referred to the calendar-year inflation (Decree 3,088 of
June 21, 1999). As of January 2025, the target refers to the 12-month inflation, measured every month
(Decree 12,079 of June 26, 2024). Under this system, also known as “continuous target” framework,
compliance with the targetis assessed every month rather than being restricted to December of each year.

The breach of the target occurs when inflation falls outside the tolerance interval for six consecutive
months. In this case, the BCB must publicly disclose the reasons for the target breach through a notein
the Monetary Policy Report and an open letter addressed to the Minister of Finance. These documents
must contain a detailed description of the causes of the breach, the measures required to ensure the
return of inflation to the tolerance interval, and the expected time frame for the measures to take effect.
Another note and open letter must be issued if inflation does not return to the tolerance interval within
the time frame stipulated, or if the BCB considers it necessary to update the measures or the expected
time frame for inflation to return to the tolerance interval.

iii. Target and tolerance interval: The inflation target set by the CMN for the period starting in January
2025 is 3.00%, as measured by the change in the Extended National Consumer Price Index (IPCA), with a
tolerance interval of minus 1.50 p.p. and plus 1.50 p.p., i.e., from 1.50% to 4.50% (CMN Resolution 5,141
of June 26, 2024).

Monetary Policy Committee — Copom

Copom is the BCB's decision-making body, composed of its Governor and Deputy Governors, which sets, every
45 days, the economy’s base interest rate — the Selic rate. The Committee relies on a broad set of information
for its decision-making process. During Copom meetings, the BCB's staff provides technical presentations
on the developments and outlook for the Brazilian and the global economy, liquidity conditions, and market
behavior. The decision is based on an assessment of the macroeconomic scenario and its main associated
risks, aiming to keep inflation aligned with the target set by the CMN.

Transparency and accountability are fundamental elements in the conduct of monetary policy. The main
monetary policy documents are:

i. Statement: published immediately after the end of the Copom’s meeting, from 6:30 pm on, it contains
the Committee’s decision, the key elements supporting it, and the votes of each member.

ii. Minutes: released four business days after the meeting, they provide a more detailed account of the
analyses and discussions.

iii. Monetary Policy Report (MPR): published by the last day of each calendar quarter, this report details
recent developments and the outlook for the economy, with a focus on inflation prospects. This document
was called Inflation Report between 1999 and 2024.

Further details at Monetary policy (bcb.gov.br).
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Executive summary

The global environment has become more uncertain since the previous Monetary Policy Report (MPR). The
escalation of geopolitical conflicts in the Middle East has affected global financial conditions, amid heightened
volatility of asset and commodity prices. This scenario requires caution from emerging market economies.

Regarding the domestic scenario, economic activity growth continues to show a trajectory of moderation,
while the labor market still shows resilience. The Gross Domestic Product (GDP) grew 2.3% in 2025, below
the pace registered from 2021 to 2024, with slowdown in the sectors more sensitive to the economic cycle
and in domestic demand. In the labor market, the unemployment rate continued to decline, reaching a new
historical low, while real wages continued to increase. The GDP growth projection for 2026 remains at 1.6%
but is subject to heightened uncertainty given the potential effects of the conflicts in the Middle East.

Both headline and underlying consumer inflation continue to show some slowdown, although remaining
above the 3% target. The 12-month inflation, measured by the Extended National Consumer Price Index
(IPCA), fell from 4.46% in November 2025 to 3.81% in February 2026, and the average of core inflation
measures declined from 4.73% to 4.46%. Inflation in the Dec-Feb quarter was slightly below the scenario
projected in the previous MPR, with the downward surprise concentrated in food-at-home. Services inflation
is still high, in a context of heated labor market and positive output gap, but shows signs of moderation in
some metrics. Inflation expectations declined marginally for 2026, remaining above the target throughout
the projection horizon.

In the reference scenario projections, inflation increases until the end of 2026, resuming the downward
trajectory until the relevant horizon, but remaining above the target. In this scenario — which uses the
Selic rate from the Focus survey and the exchange rate following the purchasing power parity (PPP) - four-
quarter inflation, after ending 2025 at 4.3%, falls to 3.6% in 2026Q1. It then starts an upward trajectory, to a
large extent due to the increase in oil prices, ending 2026 at 3.9%. From 2027 it declines again, reaching 3.1%
in the last period considered, referring to 2028Q3. In the relevant horizon for monetary policy, considered
to be 2027Q3, projected inflation is 3.3%. Inflation projections represent Copom’s view and are conditional
on a set of variables, such as the trajectories of the Selic rate from the Focus survey and the exchange rate
based on the PPP theory. In this MPR, projections use the set of information available until the 277" Copom
meeting held on March 17-18, 2026.

Compared with the previous MPR, inflation projections have risen. In the relevant horizon for monetary
policy, considered to be 2027Q3, projected inflation rose by 0.1 p.p. Among the factors for upside projections
stand out higher oil prices and the revised output gap. Conversely, the exchange rate appreciation and the
marginal decline in inflation expectations contributed to counterbalance this increase.

In its latest meeting (277t meeting), Copom stated:
The Committee continues to monitor how developments of domestic fiscal policy impact monetary policy and
financial assets, reinforcing its cautious stance in a scenario of heightened uncertainty. The indicators for the

end of 2025 showed a softening of economic activity, whereas the current scenario continues to be marked by
deanchored inflation expectations, high inflation projections and labor market pressures.
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The Committee considers the impacts of the Middle East conflicts prospectively, particularly their effects on
the global supply chain and commodity prices that directly and indirectly affect inflation in Brazil. Currently,
inflation projections for the relevant horizon for the monetary policy present additional distance from the target.
At the same time, the uncertainty around those projections has considerably increased, due to the lack of clarity
about the duration of the conflicts and their effects on the conditioning variables of the projection models. The
Committee deemed it appropriate to begin the monetary policy calibration cycle, insofar as the prolonged period
of the Selic at a contractionary level gave enough evidence about monetary policy transmission to the economic
deceleration, creating the conditions under which adjustments to the pace of this calibration, in light of new
information, can be made so as to ensure convergence to the inflation target.

Copom decided to reduce the Selic rate to 14.75% p.a., and judges that this decision is consistent with the strategy
for inflation convergence to a level around its target, throughout the relevant horizon for monetary policy.
Without compromising its fundamental objective of ensuring price stability, this decision also implies smoothing
economic fluctuations and fostering full employment.

In the current scenario, marked by heightened uncertainty, the Committee reaffirms serenity and cautiousness
in the conduction of monetary policy, so that future steps of interest rate calibration could incorporate new
information about the depth and duration of the conflicts in the Middle East, as well as their direct and indirect
effects over time on the price level.
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Economic outlook

This chapter of the MPR analyzes the recent developments in the economic environment, considering
both the international and domestic scenarios, as well as the outlook for the country’s economy in the
coming quarters. The assessment of the international scenario addresses the major advanced and emerging
market economies, with an emphasis on aspects that are likely to influence the Brazilian economy, especially
inflation and activity indicators. The analysis of the domestic environment covers the recent evolution of
economic activity, labor and credit markets, the country’s public and external accounts, and, finally, inflation.

1.1 External scenario

The prospective uncertainty about the external scenario increased. The repositioning of U.S. trade policy
was partially challenged by a Supreme Court decision that deemed the legal basis for part of the import
tariffs imposed in 2025 invalid. The government responded by implementing a new global tariff — now
lower and uniform across countries — which resulted in an effective tariff rate below that previously in force.
Although this reduction is favorable, it underscores that uncertainty surrounding U.S. trade policy persists,
including with respect to the legality, rate, and duration of the new global tariff, as well as the potential
reimbursement of revenues collected under the invalidated measures. Additionally, the outbreak of a conflict
involving the U.S., Israel, and Iran has significantly increased uncertainty about the global outlook (Figure
1.1.1), as its effects have spread throughout the Middle East and commodity flows through the Strait of
Hormuz have been affected. This environment is unfolding at a time when the disinflation process remains
partly incomplete in many economies (Figure 1.1.2). Global growth ended 2025 above the level expected at
the beginning of the year, despite the increase in U.S. import tariffs and uncertainty surrounding economic
policies throughout the period. Through import front-loading and the reorganization of global production
chains, economic agents have managed to avoid a deterioration in international trade volumes and overall
economic activity. The resilience of these agents is being tested once again by the conflict in the Middle East
and their response may prompt further reconfiguration. These factors continue to weigh on the balance
of risks and contribute to keeping uncertainty about the economic outlook at elevated levels. Should the
energy price shock persist, assessing its transmission to inflation and economic growth will be important for
calibrating fiscal and monetary policies in the coming months.

Although episodes of heightened geopolitical tension are recurrent, the new conflict in the Middle
East has generated volatility, uncertainty, and risk aversion in financial markets. Prices of oil, gas, and other
commodities have risen and remained volatile since the onset of the conflict. If transit through the Strait of
Hormuz remains disrupted for an extended period - or if the conflict continues to take on a broader regional
dimension — the impact on prices and economic activity may be significant and long-lasting. Macroeconomic
prospects will be affected both by the direct effects of the supply shock and by indirect effects associated
with higher uncertainty, complicating central banks’ policy reaction functions. The increase in prices will not
be homogeneous across countries, with Asian economies — more dependent on energy imports from the
Persian Gulf - likely to be more adversely affected. Historically, changes in energy commodity prices tend to
spill over to a broad range of other transported and traded goods and to deteriorate inflation expectations.

Despite its recent onset, the increase in energy prices has already exerted upward pressure on short-
term inflation expectations. The pass-through of the shock in energy commodity prices to consumer prices
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will be heterogeneous and will depend on each country’s pricing framework. At the same time, core inflation
remains above target in many economies (Figure 1.1.3), with a relatively slow pace of convergence. Inthe U.S.,
evidence of the effects of the import tariffs adopted in 2025 and redefined in 2026 continues to emerge in
goods prices, and further pass-through is expected throughout the year. Price dynamics along production
chains reveal differences by sector, by source, and by market power, as well as distortions stemming from
import front-loading and the consequent build-up of precautionary inventories.

Figure 1.1.1 — Uncertainty measures Figure 1.1.2 — CPI — Advanced economies
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Global activity has continued to expand, albeit at rates below those observed prior to the pandemic,
reflecting a trend of gradual deceleration (Figure 1.1.4). Amid heightened uncertainty, the risks of a more
pronounced slowdown have increased. In the short- and medium-term, developments related to the conflict
in the Middle East may weigh on growth. Countries more directly involved in the conflict and those more
dependent on energy commodity imports are expected to be the most affected. For these economies, the need
for Fiscal measures to mitigate the impact of weaker activity is greater. In cases where fiscal space is limited,
the prospect of higher sovereign debt amplifies risks to debt sustainability. Expectations of productivity gains
remain the main counteracting force, although they depend on the availability and cost of energy.

Figure 1.1.3 — CPI core — Advanced economies Figure 1.1.4 — GDP growth
% p.a. From 2025Q1 to 2025Q4
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The monetary policy easing cycle has been completed, or is expected to conclude in 2026, in nearly all
advanced economies (Figure 1.1.5). In some of these economies, there is even an expectation of policy rate
increases in 2026. Australia, for instance, raised its policy rate in February and again in March. The increase
in uncertainty, risks to economic activity, signs of improved labor market balance, and the already restrictive
monetary policy stance justified the easing cycle initiated in mid-2024. Central banks continue to reaffirm
their commitment to bringing inflation rates to target. The conflict in the Middle East complicates the conduct
of monetary policy, particularly due to the need to monitor second round effects of the supply shock and to
avoid the risk of treating persistent price increases as transitory. Rising inflation expectations, risk premia,
and yield curve steepening may signal the need for a preemptive policy response.
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In the U.S., economic activity has shown signs of moderation, in a scenario of high uncertainty in the
economic policies. The 2025Q4 GDP grew at 0.7% annualized QoQ rate. Activity has been highly volatile
due to import front loading followed by subsequent adjustments driven by expectations of trade tariffs, as
well as the budget discussions in Congress that resulted in a federal government shutdown lasting several
weeks at the end of 2025. Household consumption slowed at year end, amid weaker labor market and income
dynamics, and the effects of the shutdown. Fixed investment continues to be driven by the high technology
sector, particularly in activities related to artificial intelligence. Performance has been weaker in other
segments, negatively affected by still relatively high long-term interest rates. The persistence of tight credit
conditions and elevated delinquency rates, together with slowing disposable income and the depletion of
liquidity buffers, disproportionately affect households with lower net worth. The continued weakness of
confidence indicators at low levels reinforces expectations of subdued consumption.

There is evidence of labor market accommodation in recent quarters, with signs of weakening demand
combined with lower labor supply. Net hiring has been weak in recent months, averaging 34,000 persons
in the first two months of 2026 (compared with an average of 10,000 in 2025 and 122,000 in 2024). The
unemployment rate stood at 4.4% in February, still historically low. This rate reflects a cooling in labor
demand occurring simultaneously with a contraction in labor supply since the beginning of 2025, driven by
a decline in the share of foreign-born workers in the labor force (Figure 1.1.6) and by a lower participation
rate. Nominal wages continue to grow at relatively elevated rates (3.8% p.a. in February'), supported in part
by productivity gains.

Figure 1.1.5 — Monetary policy rates" Figure 1.1.6 — U.S. — Foreign-born labor force, share
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Source: Bloomberg

Inflation in the U.S. remains elevated amid the increase in import tariffs. Consumer inflation in February
rose by 2.4% p.a.?, while core inflation registered 2.5% p.a. over the same period. Goods prices accelerated
throughout 2025, particularly in segments more sensitive to import costs. Housing components have shown
rates close to those observed before the pandemic. The remaining core services inflation have shown
persistence, despite a gradual deceleration. Although concerns persist about further tariff pass-through in
the coming quarters, the outlook suggests that these effects will be moderate, which should contribute to
the deceleration of inflation over the course of the year. The recent conflict in the Middle East has heightened
concerns regarding renewed price pressures, either through energy prices or via potential disruptions to
supply chains. Thus far, long-term inflation expectations have remained stable since April 2025.

The Federal Reserve kept the policy rate unchanged in March, maintaining the target range at 3.5%-
3.75%. The communication emphasized that the federal funds rate is close to its neutral level, with future
decisions remaining dependent on incoming data, although there are divergences among voting FOMC
members regarding the balance of risks and the appropriate monetary policy trajectory over the course of
the year. The most recent meeting highlighted that the implications of the conflict in the Middle East for
the U.S. economy remain uncertain.

1/ According to Average Hourly Earnings.
2/ According to the Consumer Price Index (CPI).
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In the euro area, GDP growth decelerated in 2025Q4, expanding by 0.2% QoQ, compared with 0.3% in
2025Q3, according to seasonally adjusted data. As in the two preceding quarters, net exports contributed
negatively to the region’s economic activity (-0.1 p.p.), reflecting the impact of U.S. import tariffs as well as
increased competition from Asian producers. Gross fixed capital formation (GFCF) contributed positively,
rising by 0.6% QoQ, as did government consumption, which grew by 0.5% on the same comparison basis.
Household consumption growth also accelerated, advancing 0.4% in the quarter, compared with 0.2% in the
previous quarter. Over the year, GDP of the euro area expanded by 1.4%, the highest rate since 2022. The
outlook for economic activity in the region remains uncertain, despite a more accommodative monetary
policy stance and the prospect of higher fiscal spending in Germany. Indeed, the combination of political
uncertainty, the ongoing conflict in Ukraine, subdued confidence, and limited fiscal space in most countries
is now compounded by the conflict in the Middle East and the associated risks to energy supply and prices.

Both headline and core inflation remained relatively stable over the quarter, fluctuating around the
European Central Bank’s (ECB) 2% target. Services inflation, however, continued to stand at a relatively
elevated rate (3.4% p.a. in the February flash estimate). In this environment, the ECB’s deposit facility rate
has stood unchanged at 2.0% since June 2025. In its communication, the ECB continues to emphasize the
convergence of inflation to its target. The institution expects a more favorable trajectory for services inflation
in the coming months, supported by more moderate wage adjustments negotiated in collective bargaining
agreements.

In the United Kingdom, GDP grew by 0.1% QoQ in 2025Q4, matching the pace observed in the previous
quarter. Economic activity was sustained by a recovery in the industrial sector, while construction output
contracted and the services sector displayed limited momentum. Consumer inflation continued its downward
trajectory, standing at 3.0% p.a. in January, while core inflation registered a 3.1% change in the same period.
The Bank of England (BoE) maintained the policy rate at 3.75% at its February meeting. On that occasion,
the Monetary Policy Committee assessed that wage growth and services inflation, although still above levels
consistent with the 2% target, continue to moderate, reflecting the impact of restrictive monetary policy.

In China, economic activity decelerated throughout 2025. In 2025Q4, GDP recorded a YoY 4.5% growth,
following increasingly lower rates of 5.4%, 5.2%, and 4.8% in the three preceding quarters. For 2025, the
growth rate reached 5.0%, matching the previous year’s performance and in line with the target set at the
National People’s Congress. From the demand side, net exports were essential to meeting the GDP growth
target, given that the contribution of investment was the lowest in fifteen years. From the supply side, annual
growth was led by the industrial sector (5.8%), while real estate development registered a small, albeit positive
rate (0.2%) after three consecutive years of contraction. The construction sector, reflecting the decline in
investment, posted a contraction of 1.1%, marking the first negative result in the available time series.

Economic growth is expected to show a modest acceleration in 2026Q1. Economic activity indicators
for January and February exceeded expectations, with broad based improvements across services activity,
industrial production, retail sales, and fixed asset investment. External demand remained as the main driver
of growth, reflecting strong demand for manufactured products during the period, particularly technology-
related goods and electrical equipment. Nonetheless, doubts persist regarding the sustainability of the
recovery, in light of weakened household consumption, the structural adjustment underway in the real estate
development and construction sectors, and uncertainty surrounding external demand. Risks have increased
with the intensification of the conflict in the Middle East, leading to higher oil and other commodity prices
and the possibility of significant disruptions to global supply chains and to demand for Chinese exports.

The annual GDP growth target approved at the National People’s Congress was reduced to a 4.5%-5.0%
range For 2026, from 5% in each of the previous four years. The 2026 Government Work Report also sets
out the creation of twelve million urban jobs; consumer inflation around 2%; a fiscal deficit of 4% of GDP;
issuance of RMB 1.3 trillionin long-term special central government bonds and RMB 4.4 trillion in special local
government bonds; and a reduction of approximately 3.8% in carbon emissions per unit of GDP. The Report
outlines several specific strategies aimed at supporting higher household consumption, such as expanding
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social security transfers and basic health care assistance for rural residents and unemployed individuals
in urban areas, as well as easing requirements for permanent residency permits for migrant workers. In
addition, the People’s Bank of China (PBC) expanded the volumes and lowered by 25 b.p. the interest rates
applicable to selected structural policy instruments designed to support agriculture, small enterprises, and
technological innovation.

The main emerging market economies returned to a YoY GDP growth in 2025Q4, despite the increase
of risks and uncertainties. Overall, these economies experienced a deceleration in YoY growth compared
with the previous quarter, although there were exceptions, most notably among mid-sized Asian economies.
Among the largest Latin American economies for which data have already been released, Colombia recorded
aslowdown inits annual growth rate, Brazil showed stability, and Mexico reversed the contraction observed
in 2025Q3. In these economies, domestic demand and goods imports have generally remained more dynamic
than domestic production.

Key Financial condition indicators for emerging market economies became more restrictive relative to the
previous quarter, particularly after the onset of the conflict in the Middle East. Even so, these indicators
remain far from the levels observed during past crisis episodes. Most emerging market currencies reversed
the positive performance seenin the first two months of the year and depreciated over the quarter, although
with notable exceptions, including Argentina, Brazil, Colombia, and Mexico. This overall trend primarily
reflected global factors, especially the degree of dependence on energy-commodity imports originating
from Middle Eastern countries.

Risks and uncertainties for emerging market economies have increased, driven primarily by concerns
surrounding U.S. trade policy and the conflict in the Middle East. The U.S. Supreme Court’s decision to
invalidate part of import tariffs, the subsequent response by the U.S. government to impose a global tariff,
and the overall lack of clarity on this issue have kept uncertainty elevated, negatively affecting economic
activity, confidence, and investment. The escalation of geopolitical and military tensions in the Middle East
—and their effects on prices, production and logistics of commodities and other intermediate goods - has
renewed upside risks to inflation and deteriorated the outlook for emerging market economies. Other risks
persist, including doubts about the fiscal sustainability of major economies, developments in the Chinese
economy, and the continuation of the conflict between Russia and Ukraine.

Inflation expectations For late 2026 and 2027 in major emerging market economies mostly point to
inflation within target ranges, although risks have increased (Figure 1.1.7). Inflation rates have continued
to diverge across economies, mostly recording declines, though with some exceptions (Figure 1.1.8). Inflation
expectations relative to current inflation show substantial dispersion, in some cases anticipating a decrease in
the rate and in others indicating an increase. The future path of inflation in these economies remains subject
to high uncertainty, and risks appear to have risen, reflecting geopolitical tensions and global trade frictions.
Expectations For policy interest rates generally point to stability through the end of 2027, with important
exceptions (Figure 1.1.9). The most notable cases are Brazil, where expectations indicate rate cuts— particularly
during 2026 — and Colombia, where expectations point to higher interest rates.
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Figure 1.1.7 — Inflation expectations’

Figure 1.1.8 — CPI — Emerging market economies
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Energy commodity prices® recorded a sharp increase over the quarter, driven by the outbreak of the
conflict involving the U.S., Israel, and Iran in the Middle East, which culminated in the closure of the Strait
of Hormuz in late February — a key chokepoint for commodity transit — directly affecting producers and
exporters (Figure 1.1.10). Prior to the escalation of tensions in the Middle East, the prevailing scenario was
one of excess supply, reflecting increased production by both OPEC+ (the Organization of the Petroleum
Exporting Countries and its allies) and non-alliance producers, amid uncertainty regarding global demand and
a sustained buildup of inventories. With the conflict, the disruption of transit through the Strait of Hormuz
and the consequent halt in production by Persian Gulf countries exerted significant upward pressure on
prices. Given Europe’s dependence on marginal liquefied natural gas (LNG) cargoes from Qatar, gas prices
in the continent rose sharply, amid increased competition with other buyers in this market, especially at a
time of low inventory levels.

Metal commodity prices increased over the period, responding primarily to geopolitical and trade tensions
and to the persistence of structural supply constraints amid demand linked to electrification, artificial
intelligence, and the expansion of data centers. Copper and aluminum markets remained under pressure
due to persistent supply constraints stemming from operational disruptions, refining bottlenecks, energy
limitations, and geopolitical risks. Expectations of monetary easing in the U.S. in 2026, a weaker U.S. dollar,
and increased allocation to real assets reinforced financial inflows into metals, particularly copper, gold,
and silver. In contrast, iron ore and steel prices remained contained, reflecting developments in the Chinese
economy, especially the structural contraction of the real estate sector, with direct implications for steel
production and iron ore demand.

Figure 1.1.9 — Policy interest rates’
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Agricultural commodity prices recorded a modest increase over the period, influenced by localized
climate concerns, improved demand conditions, and a worsening geopolitical environment, without, so far,
undermining the outlook for ample supply of corn, rice, and wheat. Over the quarter, soybean prices rose amid

3/ In this section, commodity price changes are measured between the cut-off dates of the current and previous MPRs.
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concerns over localized droughts in Brazil and dry conditions in Argentina, as well as stronger Asian demand.
Nevertheless, the robustness of the South American harvest limited more pronounced price increases. Wheat
prices posted a more significant rise, reflecting the persistence of tensions in the Black Sea region and, more
recently, potential spillovers from the conflict in the Middle East, combined with localized climate risks,
despite expectations of abundant harvests. The conflict in the Middle East has affected agricultural prices
through potentialimpacts on fertilizer supply, increased demand for biofuels amid higher energy prices, and
logistical factors related to the transit of goods in the region.

In sum, the conflict in the Middle East introduces additional uncertainty to the Forward looking outlook
for inflation and economic growth. As the conflict persists, the flow of commodities through the Strait of
Hormuz becomes impaired, exerting upward pressure on prices. The recent increase in energy-commodity
prices has already led to a rise in inflation expectations. However, the pass-through of the energy price
shock to consumer prices will be heterogeneous and will depend on each country’s pricing framework. The
magnitude and timing of inflation pass-through will depend not only on the intensity and duration of the
conflict, but also on the effectiveness of mitigating responses. It will also depend on the persistence of the
supply shock’s impact on economic activity, either by limiting energy production capacity beyond the conflict
itself or by prompting further defensive reorganization of supply chains.

The reduction in U.S. import tariffs following the Supreme Court’s ruling on their legality is favorable,
although it underscores that uncertainty surrounding the issue persists. In this context, risks of renewed
protectionist measures and increased trade and financial fragmentation remain present. At the same time,
concerns about sovereign debt sustainability in major economies have intensified. On the one hand, new fiscal
measures aimed at mitigating the impact of higher international energy prices on economic activity and on
final consumers may be implemented. On the other hand, rising geopolitical tensions and fragmentation may
lead toincreased public spending on defense. Consequently, the risks of abrupt asset repricing have increased,
amid expectations of adverse interactions between fiscal and financial vulnerabilities. These developments
are unfolding against a backdrop of macroeconomic fundamentals and labor market rebalancing and, above
all, of continued gradual disinflation. The combination of all those elements contributes to a still negative
asymmetry in the balance of risks to the global economy. Should the energy price shock persist, assessing how
it propagates to inflation and economic growth will be important for the calibration of fiscal and monetary
policies in the coming months.

The monetary policy easing cycle has been completed or is expected to end in 2026 in almost all central
banks of major economies. For some advanced economies, there are even expectations of policy rate
increases in 2026, although interest rates remain at contractionary levels in some of these countries. In any
case, central banks continue to closely monitor headline and core inflation dynamics, inflation expectations,
labor market conditions, the balance of risks, as well as developments related to the conflict in the Middle
East, reinforcing the need to maintain a flexible monetary policy stance and transparent communication.
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1.2 Domestic outlook
Economic activity

With a 2.3% GDP growth in 2025, the Brazilian economy slowed down compared with previous years, in
line with expectations. The GDP performance was weaker than that observed from 2021 to 2024, when it
had increased by 3% or more per year (Figure 1.2.1). Unlike the pattern observed since 2021 - when annual
results consistently and significantly exceeded the projections made at the end of the previous year —growth
in 2025 was close to the BCB and market analysts’ initial estimates, as had already been anticipated in the
December 2025 MPR (Figure 1.2.2).*From the supply perspective, the sectors more sensitive to the economic
cycle slowed down, while the less cyclical ones accelerated significantly, with particular emphasis on the strong
expansion of mining and, especially, agriculture. On the domestic demand side, both household consumption
and GFCF lost momentum. In the external sector, imports — mirroring domestic demand — grew at a slower
yet still significant pace, while exports accelerated, mainly driven by the increase in shipments of primary
goods (Table 1.2.1).

Table 1.2.1 — Gross Domestic Product

%

Itemization YoY change QoQ, s.a.
2019 2020 2021 2022 2023 2024 2025 2024 2025

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
GDP at market prices 1.2 -33 4.8 3.0 3.2 3.4 2.3 0.8 1.7 0.8 0.0 1.5 0.3 0.0 0.1
GDP ex-agriculture at market prices 1.3  -36 5.1 3.3 2.4 3.9 1.7 0.8 1.7 0.7 -0.0 0.8 0.3 0.2 0.2
Agriculture 0.4 4.2 00 -11 163 -3.7 117 30 -09 06 -22 149 -1.8 0.3 0.5
Industry -0.7  -3.0 5.0 1.5 1.7 3.1 1.4 0.6 0.5 0.7 0.4 0.1 0.6 0.7 -0.7
Mining -9.1 0.9 36 -14 9.2 0.5 8.6 04 -52 -0.1 1.3 3.8 5.0 1.5 1.1
Manufacturing -04 47 38 -05 -13 39 02 1.6 2.2 0.8 0.7 1.2 -04 02 -06
Construction 1.9 21 126 68 -03 4.4 0.5 0.8 24 -13 2.9 -0.8 -0.6 06 -23
Utilities (EGAER)" 26 -1.0 1.5 105 5.8 1.0 -04 -4.6 03 -19 -03 1.9 14  -11 1.5
Services 1.5 37 4.8 4.3 2.8 3.8 1.8 1.7 0.9 0.9 0.1 0.3 0.6 0.3 0.8
Trade 16 -15 45 0.9 0.8 3.8 1.1 2.7 1.3 0.5 0.2 04 -01 04 -03
Transport and storage 0.1 -12.7 6.5 8.1 2.4 1.9 21 2.0 0.4 0.4 0.8 -0.4 1.0 26 -14
Information services 4.5 21 139 5.2 2.9 6.1 6.5 2.6 1.7 25 -05 2.9 1.4 1.3 1.5
Financial and related services 1.1 33 -07 -02 7.5 5.5 29 0.9 1.5 17 04 0.6 1.3 07 3.3
Other services 28 93 9.0 114 34 53 2.0 1.3 1.5 16 -03 0.6 0.7 0.1 0.7
Real estate 2.4 1.7 1.9 1.9 3.0 3.1 2.0 1.1 0.7 0.7 0.1 0.4 0.8 0.6 0.2
Public admin., health, and education (APU) -0.4  -4.5 2.6 1.6 1.6 1.7 0.5 0.2 1.2 04 -0.3 03 -0.1 0.4 0.4
GVA - more cyclical sectors 1.7 52 6.8 5.1 1.3 4.2 1.4 1.6 1.6 0.9 0.2 -0.1 0.3 05 -0.0
GVA - less cyclical sectors 00 -04 1.6 0.6 6.0 1.7 3.7 0.7 0.6 06 -0.1 2.6 0.7 0.2 0.6
Household consumption 26 46 3.0 41 3.2 5.1 1.3 2.7 1.0 13 -08 0.7 05 -0.1 -0.0
Government consumption 0.5 37 4.2 2.1 3.8 2.0 21 -0.4 1.1 05 -1.0 1.4 0.1 1.3 1.0
GFCF 40 -1.7 129 1.1 -3.0 6.9 2.9 3.6 2.3 1.8 1.6 31 25 0.1 -35
Exports 26 23 4.4 5.7 8.9 2.8 6.2 -0.2 15 -13 22 43 1.7 3.6 3.7
Imports 1.3 95 138 1.0 -12 1586 45 3.2 8.8 1.2 0.2 49 25 -03 -18

Indirect seasonal adjustment

GDP at market prices 14 1.0 0.8 0.1 1.2 0.3 0.4 0.3
GDP ex-agriculture at market prices 1.3 11 0.8 0.2 0.4 0.4 0.4 0.3
GVA - more cyclical sectors 1.4 1.6 0.8 0.3 0.2 0.2 03 -0.1
GVA - less cyclical sectors 0.9 0.2 0.7 -04 29 0.5 0.3 0.9

Sources: IBGE and BCB

1/ Electricity and gas, water, sewage, waste management activities.

4/ Box Brazilian GDP growth surprises in the post-pandemic period in the December 2025 MPR.

March 2026 \ Banco Central do Brasil \ Monetary Policy Report \ 16


https://www.bcb.gov.br/content/ri/inflationreport/202512/rpm202512b1i.pdf

Figure 1.2.1 — GDP yearly growth Figure 1.2.2 — GDP growth surprise: BCB and Focus
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Growth moderation in 2025 was stronger in the more cyclical segments of the economy, while the
sectors less sensitive to the economic cycle accelerated. The less cyclical sectors expanded 3.7% in 2025,
after growing 1.7% in the previous year, driven by the strong increase in agriculture and mining. By contrast,
the more cyclical sectors lost momentum, rising 1.4% in 2025, compared with 4.2% in 2024, a movement
consistent with the effects of the restrictive monetary policy (Figure 1.2.3).° Given these results, the less
cyclical sectors contributed with 1.6 p.p. to the 2.4% expansion in the Gross Value Added (GVA) in 2025 - a
pattern similar to that observed in 2023 and different from that of 2024, when GDP growth was supported
by robust expansion in demand and in the sectors more sensitive to the economic cycle (Figure 1.2.4).

Figure 1.2.3 — GDP and GVA more and less cyclical sectors Figure 1.2.4 — Decomposition of yearly GVA growth
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In the sectoral breakdown, strong expansions in agriculture and mining stood out. Agriculture grew 11.7%
in 2025 after declining 3.7% in the previous year, driven by strong grain production —especially soybeans and
corn — and by a solid livestock performance (Table 1.2.1). Industry expanded 1.4% in 2025, below the 3.1%
recordedin 2024, reflecting weaker momentum in manufacturing and construction. Conversely, mining —less
sensitive to domestic conditions — grew strongly, sustained by the increase in oiland iron ore production. The
services sector also decelerated, with a growth of 1.8%, compared with 3.8% in 2024 (Figure 1.2.5), amid a
widespread slowdown across activities, except for transport and information services, both of which grew
slightly more than in the previous year.

5/ Classification of sectors as more or less cyclical, as discussed in several previous MPR editions. Activities classified as less cyclical
are agriculture; mining; financial activities, insurance, and related services; real estate activities; and public administration, defense,
health and education, and social security.
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Figure 1.2.5 — GVA of agriculture, industry, and services
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In 2025, domestic demand grew at a slower pace, with repercussions on imports, while exports accelerated.
Household consumption grew 1.3%, after a 5.1% increase in 2024. The supply-side breakdown of GDP, as
well as indicators of retail sales, services provided to households, and consumer goods production, point to
moderationin both goods and services consumption. GFCF grew 2.9%, below the 6.9% recorded in the previous
year, possibly reflecting the cumulative effects of the more restrictive monetary policy. The production of
capital goods and typical construction inputs indicates a slowdown in both the machinery and equipment
segment and construction. Conversely, continued robust growth in information technology services suggests
that this segment continued to make a meaningful contribution to investments. Government consumption
increased 2.1% in 2025, a rate similar to that observed in 2024 (Figures 1.2.6 to 1.2.8). Imports rose 4.5%,
still a high rate, but significantly below the 15.6% observed in 2024, reflecting the slowdown in domestic
demand (Figure 1.2.9). Exports, in turn, grew 6.2% in 2025, after increasing 2.8% in 2024, with widespread
gains across primary, manufactured, and semi-manufactured goods, in addition to strong expansionin services.
With these results, domestic demand contributed with 2.0 p.p. to the 2.3% GDP growth in 2025, while the
external sector’s contribution was more modest, 0.3 p.p.

Figure 1.2.6 — GDP - final domestic demand Figure 1.2.7 — Household consumption indicators
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Figure 1.2.8 — Investment indicators Figure 1.2.9 — Exports and imports
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In 2025Q4, GDP increased 0.1%, after remaining stable in the previous quarter. On the supply side,
agriculture and services expanded 0.5% and 0.8%, respectively, while industry declined 0.7%, reflecting
contractions in both manufacturing and construction. In services, growth was relatively widespread across
segments, with particular emphasis on the strong expansion in financial intermediation services — which had
declined in the previous quarter — and the continued robust growth of information services. The exceptions
were contractions in trade and transport. On the domestic demand side, household consumption remained
stable, after a slight decline in the previous quarter. The stagnation of consumption in the second half of the
year occurs despite the increase in household gross disposable income and may be associated with rising
debt-to-income (DTI) ratio and debt to service ratio (DSR). Government consumption grew 1.0% in 2025Q4,
while GFCF fell 3.5%, influenced by the base effect of the oil rigimport recorded in 2025Q3. In the external
sector, exports rose 3.7%, driven by the growth in shipments of primary goods, while imports fell 1.8%, a
result also affected by the oil rig import in 2025Q3 (Figures 1.2.10 to 1.2.13).

Figure 1.2.10 — Gross Domestic Product Figure 1.2.11 — GVA of agriculture, industry, and services
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Figure 1.2.12 — Household consumption and GFCF Figure 1.2.13 — Exports and imports
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The GDP trajectory throughout 2025 combined strong expansion in 2025Q1 with modest performance
in the remaining quarters, a dynamic influenced by agriculture and sensitive to the seasonal adjustment
method employed. According to the official seasonal adjustment by the Brazilian Institute of Geography and
Statistics (IBGE), GDP grew 1.5%in 2025Q1, slowed to 0.3%in 2025Q2, and remained practically stable in the
second half of 2025 (Table 1.2.1). The exclusion of agriculture, a sector less sensitive to the economic cycle
and which recorded an atypically high increase in 2025Q1, partially alters this interpretation, but the pattern
of strong initial expansion followed by moderation throughout the year remains. However, considering the
seasonal adjustment by the indirect method, which aggregates already seasonally adjusted components,
the trajectory is different, especially for GDP ex-agriculture. In this case, the indicator showed moderate and
relatively homogeneous quarterly increases starting in 2025Q1, averaging 0.4%, compared with an average
quarterly increase of 0.9% in 2024. In summary, while the official adjustment suggests strong growth in
2025Q1, slowdown in 2025Q2, and stability in the second half of 2025, the combination of the exclusion
of agriculture and the use of the seasonal adjustment by the indirect method indicates that the economy
expanded at a moderate pace throughout 2025 (Figures 1.2.14 and 1.2.15). As discussed in a box in this MPR,¢

6/ A more detailed discussion of the uncertainties regarding the pace of economic expansion associated with seasonal adjustment is
presented in the box Seasonal adjustment and uncertainty about the pace of growth in early 2026 in this MPR.
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GDP is expected to increase strongly in 2026Q1 once again, repeating the pattern observed in 2025 when
the official seasonal adjustment is considered. However, the reading based on GDP ex-agriculture and the
seasonal adjustment by the indirect method shows more contained growth in early 2026, only slightly above
the pace observed throughout 2025. Given the high sensitivity of growth readings to agricultural dynamics
and to the seasonal adjustment method, monitoring a broad set of indicators — including higher-frequency
ones — remains essential for a more accurate assessment of the economy’s growth pace.

Figure 1.2.14 — GDP - direct seasonal adjustment Figure 1.2.15 — GDP ex-agriculture - indirect seasonal
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The more cyclical sectors of the economy posted a modest performance throughout 2025, while the
less cyclical ones showed greater dynamism. As aforementioned, GDP ex-agriculture increased, on average,
0.9% per quarterin 2024 and 0.4% per quarter in 2025, considering the seasonal adjustment by the indirect
method. When considering a more restricted universe, encompassing only the sectors more sensitive to the
economic cycle,” the slowdown becomes more evident: the average quarterly growth fell from 1.0% in 2024
t00.2%in 2025. The less cyclical sectors, in turn, recorded more robust results in 2025, with average quarterly
growth of 1.2%, compared with average quarterly growth of 0.3% in 2024, a performance influenced by the
dynamics of agriculture, as well as of mining and financial intermediation services (Figures 1.2.16).

Figure 1.2.16 — GVA - more and less cyclical sectors -
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The data available up to the cut-off date of this MPR generally indicate economic activity expansion in
early 2026. The BCB's Economic Activity Index (IBC-Br) and its ex-agriculture version increased in January,
after declining in December - a pattern similar to that observed for industrial production, broad retail sales
excluding food wholesale, and services revenue. In the segment of services provided to households, however,
there was a different dynamic, with a sharp decline following three months of moderate increases (Figures
1.2.17 and 1.2.18). Coincident indicators show mixed signals for February. On the one hand, metrics associated
with industrial production - such as heavy vehicle traffic on highways and shipments of corrugated paper -
suggest expansion in this sector. On the other hand, indicators based on card payments and other electronic
means of payment point to a more heterogeneous picture, signaling uncertainty regarding the pace of
activity in the month. The exemption from or reduction of the Individual Income Tax (IRPF) for lower-income
brackets and the increase in the minimum wage tend to support an acceleration of economic activity in
2026Q1. However, the effects of these measures are not yet clearly perceptible in the coincident indicators

7/ Same classification already presented in footnote 5.
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for February — the month in which they begin to affect household income - nor in consumer confidence,
which declined in the month.

Figure 1.2.17 — BCB's Economic Activity Index (IBC-Br) Figure 1.2.18 — Economic activity indicators
2022 = 100, s.a 2022 =100, s.a.
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Table 1.2.2 — Economic activity coincident indicators
Seasonally adjusted data
% change
Itemization 2025 2026
Jul Aug Sep Oct Nov Dec Jan Feb Jan-Feb'
Heavy vehicle traffic 1.7 -0.8 1.7 0.6 -1.0 -3.4 2.0 0.5 -0.4
Corrugated boxes shipments 1.6 -0.9 0.8 1.3 -0.4 -3.7 2.7 0.4 0.2
Light vehicle production 24 -0.8 29 -0.2 -4.0 -2.9 -3.5 9.7 -2.2
Truck production 3.3 -14.9 -3.1 -7.6 4.9 -26.1 27.6 -2.5 3.8
Vehicle licensing 2.8 -4.6 8.0 0.1 -4.0 6.5 -6.3 8.7 0.5
Cielo broad retail index 0.1 0.1 -0.0 0.1 0.2 -0.7 0.2 0.8 0.2
IGet broad retail 1.2 -0.2 -0.2 -0.5 1.6 -0.0 -3.3 0.3 -2.6
IGet services to households -0.2 3.6 -4.2 -3.5 4.5 -1.6 4.8 -5.3 2.4
IDAT goods? -1.3 1.0 -0.5 0.9 0.0 -0.8 2.8 -1.4 1.5
IDAT services to households? -1.6 2.2 -1.4 -1.0 4.1 -2.3 -0.6 -0.3 -1.0

Sources: ABCR, ABPO/Empapel, Anfavea, Fenabrave, Cielo, Santander and Itau.
' Jan-Feb 2026 average over 2025Q4.
2 Broad means of payment.

As detailed in a box in this MPR, the GDP growth projection for 2026 remains at 1.6%, the same value
published in the December MPR. The decision to maintain the projection for the aggregate GDP reflects
the 2025Q4 result, which was very close to expectations, as well as the unchanged scenario of moderate
quarterly growth throughout 2026. However, although the aggregate GDP in 2025Q4 was in line with the
BCB's projection, its components showed surprises: in general, services outperformed expectations, while
industry and domestic demand grew below what had been anticipated at the time of the previous MPR, which
affected the projections for supply and demand components for 2026. The recent conflict in the Middle East
increases the degree of uncertainty surrounding the forecasts. If the conflict drags on, its effects are expected
to become clearer. Although it may benefit some sectors of the Brazilian economy - especially the oil sector
—the predominant aggregate effects of the conflict, both on the global and domestic economies, are likely
to be those typically associated with a negative supply shock, increasing inflation and reducing growth.®

Labor market

The labor market remains heated, with declining unemployment and rising real average salaries. In 2025,
the unemployment rate continued to decline, the economy created a significant number of formal jobs, and
real salaries increased. In the short term, after a quarter of stability, the unemployment rate resumed its

8/ See box Supply shocks, prices, and consumption in the March 2022 IR.
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decline in the Nov-Jan quarter, notably driven by an increase in formal employment. Additionally, real salary
measures, particularly the average labor income measured by the Continuous National Household Sample
Survey (PNAD Continuous), continued to grow in the last quarter.

The unemployment rate reached a new historical low, with a resumption of the Employed Population
(EP) growth in the last quarter. The unemployment rate, according to the PNAD Continuous, fell to 5.3% in
the Nov-Jan quarter, compared with 5.8% in the Aug-Oct quarter, reaching the lowest levelin recent decades
(Figure 1.2.19).° In the same period, the labor force participation rate increased 0.1 p.p. and reached 62.1%,
remaining below the level recorded in mid-2022 (Figure 1.2.20). With the labor force increasing 0.3%, the
decline in the unemployment rate resulted from a 0.8% increase in the EP (respective increases of 1.0%
and 0.3% in formal and informal employment), reversing the 0.3% drop recorded in the Aug-Oct quarter.
From a longer-term perspective, using the last quarter of each year as reference, the unemployment rate
dropped for the fifth consecutive year, from 14.5% in 2020 to 6.5% in 2024 and 5.4% in 2025."° For the sake
of comparison, the lowest unemployment rate in the series shown in Figure 1.2.19 before the pandemic had
been 6.7% in March 2014.

Figure 1.2.19 — Unemployment rate’ Figure 1.2.20 — Participation rate and employment level
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Formal job creation remains strong, although decelerating. According to data from the New General
Registry of Employed and Unemployed Persons (New Caged), seasonally adjusted by the BCB, an average
of 63,000 jobs were created per month in the Nov-Jan quarter, below the 83,000 and 109,000 recorded in
the Aug-Oct and May-Jul quarters, respectively (Figure 1.2.21).1n 2025, net job creation reached 1.3 million,
420,000 jobs less than in 2024. Despite slowing down, job creation remains at a high level, corresponding
to a 2.7% expansion, significantly higher than the 0.8% growth in the working-age population in the period.
Even the lower level observed in the last quarter, 63,000, is still equivalent to an annualized expansion of
1.6%. Corroborating the labor market resilience, also according to data from the New Caged, the share of
resignations in total job separations remained high (Figure 1.2.22).

Figure 1.2.21 — Net formal job creation Figure 1.2.22 — Resignations ratio
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9/ According to seasonally adjusted data from the PNAD Continuous, retropolated according to Alves and Fasolo (2015).
10/ According to seasonally adjusted data.
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The average laborincome measured by the PNAD Continuous is still growing strongly in real terms, even
accelerating when compared with the trend seen in the Ffirst half of 2025. In the second half of 2025, the
usual realaverage income grew at an average quarterly rate of 1.5%, a significant acceleration compared with
the 0.9% average rate recorded in the first half of the year. The usual real average income increased by 2.2%
in the Nov-Jan quarter, well above the 1.2% growth observed in the Aug-Oct quarter, with gains recorded
among both formal and informal workers. Considering the YoY change, the usual average income reached a
nominalincrease of 10.0% in the Nov-Jan quarter, equivalent to a real growth of 5.4%. This strong growth rate
is higher than that observed in previous quarters, 3.9% and 3.8% in the quarters ending in October and July,
respectively. From a longer-term perspective, the average realincome is 12.7% above the 2019 average and
5.2% above the level that would have been obtained by extrapolating the growth trend of the pre-pandemic
period, from 2017 to 2019 (Figure 1.2.23).

Figure 1.2.23 — Real average labor income
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125 -

120 A
115 4
110 A
105 A
100 A
95 4

90

Jan Jan Jan Jan Jan Jan Jan Jan

2019 2020 2021 2022 2023 2024 2025 2026
Usually received =~ --------- Trend

Formal

Informal
Sources: IBGE and BCB

In recent years, the real average income growth has outpaced the labor productivity growth. As
presented in a box in this MPR, labor productivity, measured as the ratio of the Gross Value Added (GVA) to
the Employed Population (EP), has increased on average 0.6% per year since 2019."" Excluding agriculture,
the average growth falls to 0.2% per year. On average, over the same period, the usual realincome according
to the PNAD Continuousincreased 1.5% (growth of 0.8% and 3.0% in formal and informal jobs, respectively).
In 2025, in particular, the productivity and the average labor income increased 0.6% and 4.1%, respectively.

Complementary indicators of salary dynamics continue to point to real growth, albeit to a lesser extent
than those of the PNAD. Real salaries for new hirings grew 1.1% (seasonally adjusted data)'? in the Nov-
Jan quarter, following a 0.7% increase in the Aug-Oct quarter, according to the New Caged (Figure 1.2.24).
Compared with the same period of the previous year, the real increase was 2.2% (corresponding to a 6.7%
nominal increase), exceeding by 0.8 p.p. change recorded in the Aug-Oct quarter. Thus, these data reiterate
the acceleration of the last quarter observed in the PNAD data. The average nominal salary adjustments
collected from Collective Bargaining Agreements (CBA),"* which cover the formal private sector, was 5.7%
in the Dec-Feb quarter (Figure 1.2.25), with 71% of negotiations exceeding past inflation. In real terms, the
average adjustmentin the quarter was 0.5%, lower than in the same period of the previous year (0.9%), when
nominal adjustments reached 4.9%.

11/ See Box Recent evolution of labor productivity in this MPR. Labor productivity is defined as the ratio of the GVA to the EP.

12/ The average hiring salary has greater correlation with the economic cycle than the layoff salary, which is why this is the preferred
metric in the analysis of New Caged data. As Caged transitioned to the New Caged in 2020, data should be analyzed with caution,
and the analysis focuses on the most recent period. Further references to the changes in Caged are available in the labor market
section in the March 2021 and December 2021 Inflation Reports.

13/ The adjustments refer to the simple average of CBA nominal adjustments in Sdo Paulo and Rio de Janeiro by the registration date
criterion in the Collective Labor Negotiations System (Mediador) of the Ministry of Labor and Employment (MLE). The conventions
considered are those for which it was possible to adequately capture the agreed adjustment percentage.
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Figure 1.2.24 — Hiring salary Figure 1.2.25 — Salaries and labor income
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Household income, which maintained a strong growth in 2025, accelerated in the Nov-Jan quarter. In
2025, the Household Gross Disposable National Income (HGDNI) —which includes, in addition to laborincome,
othersources of income —grew 4.7% in real terms, in the restricted concept, compared with 5.9% in 2024 and
7.5%in 2023 (Figures 1.2.26 and 1.2.27)." Despite the slowdown, the growth recorded in 2025 was significant.
In the most recent period, real HGDNI increased 1.8% in the Nov-Jan quarter, seasonally adjusted, also
considering the restricted concept. In the previous quarter, growth was 0.5%. The acceleration in the quarter
mainly reflects the evolution of overall labor income, with the recovery of EP growth and the increase in the
average effective income. In the coming months, HGDNI is expected to benefit from the real adjustment of
the minimum wage —which affects both laborincome and social benefits — from the exemption or discountin
the IRPF for the lowest income brackets, and from the release of the second installment of the Employment
Guarantee Fund (FGTS) resources to dismissed workers who had used the anniversary withdrawal modality.

Figure 1.2.26 — Restricted HGDNI Figure 1.2.27 — Restricted HGDNI and usually received
Nov-Jan 2025 BRL billion, 3MMA, s.a. overall labor income
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Credit

Credit market conditions became more restrictive in 2025, in line with the monetary tightening
implemented. Following the movements in the Selic rate, interest rates on credit granting increased broadly
compared with 2024. In the household segment, credit granting decelerated significantly in long-term
modalities, while the use of emergency credit lines increased, signaling greater pressure on household
budgets."” In the corporate segment, non-earmarked credit slowed down, with the demand partly shifting
to earmarked credit and capital markets. In this context of credit granting moderation and higher interest

14/ Monthly HGDNI estimated by the BCB. Further information at Nota Técnica 55 of December 2021 (Portuguese only). Under the
restricted concept, HGDNI is composed of three components: labor income, social benefits, and current transfers. Thus, rental
income and property income are excluded from the total HGDNI.

15/ In the analysis presented in this chapter, in the non-earmarked household segment, the long-term credit is composed of non-payroll-
deducted credit, payroll-deducted credit, financing of vehicles and other goods, and leasing; while emergency lines include overdraft
facilities, revolving credit card, and installment credit card.
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rates, net payments'® of households and companies to the National Financial System (SFN) increased, leading
to a negative credit stimulus in 2025."” Finally, the debt-to-income ratio (DTI) and the debt service ratio (DSR)

got closer to historical highs, while delinquency increased due to the actual growth in past due loans and the
effects of new accounting standards.

The credit financial flow between the real sector and the SFN moved further into negative territory in
2025, especially in non-earmarked credit. Net payments rose from 0.7% of GDP in 2024 to 2.0% in 2025
and 2.2% in January 2026 (Figure 1.2.28). In the household segment, there was a negative credit stimulus
of 1.1% of GDP in 2025, reflecting an increase in net payments of non-earmarked credit and a decrease in
net granting of earmarked credit, especially rural credit. In the corporate segment, the stimulus was also
negative, around 0.2% of GDP, with increases in net payments of non-earmarked credit and in net granting of
earmarked credit, with the Emergency Credit Access Program (PEAC-FGI) operations standing out. Corporate
financing in the capital market, although still robust, declined compared with 2024 (Figure 1.2.29), leading
to a negative stimulus of 0.6% of GDP in 2025.

Figure 1.2.29 — Breakdown of 12-month financial flow

Figure 1.2.28 - Financial flow accumulated in 12 of debentures
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SFN credit to companies and households decelerated in 2025. The YoY change in the credit balance fell from
11.5% in December 2024 to 10.3% in December 2025 and 10.1% in January 2026 (Figures 1.2.30 and 1.2.31).
In the household segment, the pace of growth fell by 0.9 p.p.in 2025, reflecting moderation in the earmarked
credit expansion, particularly of rural credit, while growth in the non-earmarked segmentincreased marginally,
driven by private sector payroll-deducted loans and emergency lines. In corporate credit, growth dropped
by 1.7 p.p. in 2025, with the slowdown concentrated in the non-earmarked segment, especially in discount
of trade bills and receivables operations. By contrast, the earmarked credit balance continued to rise, driven
by PEAC-FGI operations, rural credit, and lending by the Brazilian Development Bank (BNDES).

Figure 1.2.30 — Non-earmarked credit balance Figure 1.2.31 — Earmarked credit balance
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16/ The concept of financial flow was introduced in the box Financial flow and credit stimulus in the September 2021 IR. The box Financial
flow and credit stimulus in 2024 was published in the March 2025 MPR with data up to January 2025.
17/ As thoroughly defined in the boxes mentioned in the previous footnote, credit stimulus is defined as the change in the financial flow.

This, in turn, is defined as the difference between the granting by financial institutions and payments made by debtors regarding
SFN credit operations.
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In 2025, non-earmarked household credit granting decelerated but with distinct dynamics across credit
modalities. Real growth in long-term credit granting fell from 21.6% in 2024 to 1.1% in 2025 (Figure 1.2.32).
A widespread moderation was observed among modalities of this group, except for the private sector
payroll-deducted loans, which picked up after the changes introduced in March, as discussed in a box of the
September 2025 MPR (Figure 1.2.33)."® Long-term credit granting even declined in mid-2025, due to a drop
of payroll-deducted loans to National Social Security Institute (INSS) retirees and pensioners, associated
with new controls on credit approval. Subsequently, there was a slight recovery, with a partial resumption of
payroll-deducted loans to INSS retirees and an increase in vehicles financing. The growth pace of emergency
credit granting, in turn, rose from 2.4% in 2024 to 6.0% in 2025, with greater use of installment credit card
and overdraft facilities. A box in this MPR analyses the heterogeneity in the response of credit granting to
the monetary policy."”

Figure 1.2.32 — Non-earmarked household credit granting Figure 1.2.33 — Non-earmarked household granting -
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Corporate financing in the non-earmarked segment slowed sharply in 2025, with part of the demand
shifting to earmarked credit and capital markets. The real growth of non-earmarked corporate credit
granting fell from 13.1%in 2024 to 2.6% in 2025. Contracting in discount of receivables declined significantly
from June onwards, even after the removal of the increase in the Financial Operations Tax (IOF) rate on
forfaiting operations (Figure 1.2.34).2° Part of the demand for credit by micro, small, and medium-sized
companies may have been met by the PEAC-FGI operations, while that of large companies, by the capital
market (Figure 1.2.35). Funding from the issuance of debentures and promissory notes reached a high level
at the end of 2025, amid an environment of reduced spreads and strong demand.

Figure 1.2.34 — Non-earmarked granting to non-financial Figure 1.2.35 — Non-banking corporate f|nant':|'ng
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In the earmarked credit market, credit granting decreased in the household segment and increased
in the corporate segment. Household credit granting dropped 7.8% in the year, in real terms. Rural credit

18/ More information in the box New private sector payroll-deducted credit in the September 2025 MPR.

19/ See box Monetary Policy and the credit channel: response of bank credit granting to changes in the Selic rate.

20/ In May 2025, the Federal Government raised the rates of the IOF and the additional IOF on corporate credit operations and started
to classify forfaiting operations as credit operations, charging IOF on them. Later, the government withdrew the increase in the
additional IOF rate and exempted forfaiting operations from it. Subsequently, the National Congress suspended the effects of both
decrees, reinstating the previous regulation. After almost two months under legal discussion, the higher IOF on corporate credit
operations became permanent in mid-July, following a Federal Supreme Court (STF) decision. In this decision, forfaiting operations,
which are classified as discount of receivables within credit statistics, continued to be exempt from the IOF.
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granting in the bank market fell sharply (Figure 1.2.36), impacted by the increase in the delinquency rate in
this segment and by the migration of part of the financing to the capital market, through the issuance of
Rural Producer Bills (CPR). Real estate financing operations decreased on average in the year, affected by
the higher credit cost, but registered some recovery in recent months. This movement may already reflect an
initial response to changes in the rules of this modality, introduced in October.?' The increase in operations
funded by the FGTS and associated with the Minha Casa Minha Vida (MCMV) program also contributed to
this recovery. Among companies, earmarked credit granting increased 27.9% in 2025, fueled by PEAC-FGlI,
BNDES, and rural credit operations (Figure 1.2.37).

Figure 1.2.36 — Earmarked household credit granting Figure 1.2.37 — Earmarked corporate credit granting
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Interest rates on non-earmarked credit tracked the Selic rate trajectory, with an initial increase followed
by relative stability after the base interest rate was held at 15% p.a. as of July. The increase in rates was
more significantin the first half of 2025, when the Selic rate was raised by 3.0 p.p. Over the period, the average
interest rate on long-term non-earmarked household credit rose by 3.3 p.p., and that on total non-earmarked
corporate credit, by 2.6 p.p. (Figures 1.2.38 and 1.2.39). In the second half of 2025, interest rates on non-
earmarked credit began to show slight fluctuations, without a clear trend, except for non-payroll-deducted
personal credit. One of the components of this modality is the advance on FGTS anniversary withdrawals,
which became subject to stricter restrictions as of November. Consequently, these operations, for which
interest rates are significantly lower than the average for non-payroll-deducted personal credit, decreased.
This composition effect explains the increase in average interest rates for non-payroll-deducted personal
credit granting in recent months.

Figure 1.2.38 — Non-earmarked interest rates - Households Figure 1.2.39 — Non-earmarked interest rates - Corporations
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Delinquency in the SFN credit rose throughout 2025, reflecting both a cyclical increase of past due
loans and the effects of the new accounting rules For Financial instruments in effect as of January. The
delinquency rate rose 1.1 p.p.in 2025, ending the year at 4.0% (Figure 1.2.40). Of this increase, it is estimated
that 51% is due to the regulatory change introduced by CMN Resolution 4,966, according to the methodology

21/ Resolution CMN 5,255, of October 10, 2025, changed the criteria for signing real estate financing operations funded with savings
deposits, while BCB Resolution 512, of October 10, 2025, changed the rules on compulsory reserve requirements on savings accounts.
The latest results of the Quarterly Credit Conditions Survey (PTC — Portuguese only), which collected data in January and February
2026, show that supply conditions became more flexible in 2025Q4, with a notable reduction in restrictions associated with the
cost or availability of funding, and that they are expected to become even more flexible in 2026Q1.
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described in the box Impact on the delinguency rate resulting from the new accounting rules for financial
instruments in the September 2025 MPR.?2 By segment, the increase was more pronounced in the household
credit portfolio, with a rise of 1.5 p.p. (estimated impact of the regulatory change: 46%). In this segment, past
due loans in the non-earmarked credit increased, mainly in credit card and non-payroll-deducted personal
credit, modalities consisting mostly of operations without collaterals. In the earmarked household segment,
rural credit delinquency increased sharply, reaching record values (Figure 1.2.41). In the corporate segment,
the delinquency rate increased 0.4 p.p. in the year (estimated impact of the regulatory change: 74%).

Figure 1.2.40 — 90 days past due loans Figure 1.2.41 — 90 days past due loans - Earmarked
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Household DTl and DSR increased For the second consecutive year, remaining at high levels. Despite the
favorable labor market developments, especially regarding income, DTl rose by 1.3 p.p. in the year, coming
closer to the record high for the series, amid changes in the private sector payroll-deducted credit and greater
demand for emergency credit. DSR, which is more sensitive to interest rate oscillations and to the increased
expansion of emergency credit, typically at higher rates, reached a record high in 2025Q4 (Figure 1.2.42).

Figure 1.2.42 — Household DTl and DSR
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In this context, the credit balance slowdown in 2025 was milder than anticipated, which was reflected
in an upward revision to the 2026 growth projection, as detailed in a box in this MPR. The 10.3% growth
of the credit balance in 2025 exceeded the 9.4% growth forecast presented in the December 2025 MPR.
In turn, the projection for 2026 increased from 8.6% to 9.0%, mainly reflecting expectations of a stronger
performance in household credit and corporate earmarked credit.

Fiscal

Once again, there have been no significant changes in the Fiscal scenario since the previous MPR. As in
2024, the Central Government recorded a primary deficitin 2025 but met the fiscal target set for this variable.

22/ The delinquency data presented correspond to those released in the BCB's Monetary and Credit Statistics. However, the impact of
the change introduced by Resolution 4,966 was calculated using microdata from the Credit Information System (SCR), following the
calculation presented in that box, and then adjusted to comply with data published in the BCB's Monetary and Credit Statistics. For
further information on the impact of Resolution 4,966, see also the box Change in the proxy for problem assets in the November
2025 Financial Stability Report (FSR).
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Both years were also characterized by real growth in the Central Government’s net revenues. For 2026, real
growth in tax collection and a negative primary balance are again expected. The public debt as a proportion
of GDP continued to rise, as expected, and the outlook remains for a continued upward trajectory. Similarly,
analysts’ assessments, which also consider qualitative aspects, suggest relative stability in the fiscal scenario
(Figure 1.2.43). According to the January and March 2026 editions of the Pre-Copom Questionnaire (PCQ),
most respondents, when assessing the fiscal situation in light of both the central scenario and the risks
involved, believe that there have been no significant changes since the previous MPR.

Figure 1.2.43 — PCQ: Assessment of fiscal situation
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Question: How do you assess the change of the fiscal outlook since the previous
Copom, considering both your baseline scenario and related risks?

The consolidated public sector primary deficit increased marginally in 2025, mainly reflecting a moderate
widening of the Central Government'’s deFicit. Part of this increase in the Central Government’s deficit
between 2024 and 2025, from BRL 45 billion (0.4% of GDP) to BRL 59 billion (0.5% of GDP), stemmed from
the base effect, since large court-ordered payments (precatérios) made in December 2023 included the
anticipation of some expenses of this type that would occur in 2024.2> Conversely, there was an increase in
the surplus of regional governments — concentrated in the results of municipalities — and a reduction in the
deficit of state-owned companies, but both variations were also of a quite limited magnitude (Table 1.2.3).

Table 1.2.3 — Public Sector Borrowing Requirements -
Primary balance

Year-to-date

BRL billion

Itemization 2023 2024 2025
Central Government 265 45 59

o/w Federal Government -42 -253 -259

o/w INSS 306 297 317
Regional governments -18 -6 -10
State-owned companies 2 8 6
Total 249 48 55

Positive values represent deficit and negative values represent surplus.

Asin 2024, the Central Government met its primary balance target For 2025, coming closer to the center
of the target than to its lower limit. The BRL 59 billion deficit, according to the metric released by the
BCB, was lower than expected by analysts throughout 2025. According to the median of PCQ projections,
the deficit expected for January (BRL 79 billion) was revised downward throughout the year, reaching BRL
69 billion in December. In the metric used to measure compliance with the target, the actual result for 2025
was equivalent to a deficit of BRL 13 billion, closer to the center of the target, zero, than to the lower limit,
a deficit of BRL 31 billion.

The slight increase in the Central Government’s primary deficit occurred despite the favorable tax
collection performance. Net revenue grew 2.8% in real terms (Table 1.2.4), influenced by economic activity

23/ In December 2023, court-ordered payments reached BRL 92 billion, due to a Federal Supreme Court's (STF) decision that declared
unconstitutional the provisions of Constitutional Amendments 113 and 114 of 2021, which had established a regime for limiting
the amount of court-ordered payments.
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expansion, still favorable labor market conditions, and the effects of measures to increase tax collection,
particularly the increase in Financial Operations Tax (IOF) rates. At the same time, total expenses increased
3.4% in 2025, also in real terms, with emphasis on social security benefits (4.1%) and personnel expenses
(4.3%), which reflect, respectively, the real increase in the minimum wage and salary adjustments granted
to the Executive Branch employees. The expenses on the Continuous Cash Benefit Program (BPC) payments
continued to grow strongly (9.1%). Finally, discretionary expenses also increased significantly (6.1%),
accelerating in the second half of the year, especially in health and education, after a slow start to the year
due to delays in the approval of the budget.

In terms of primary balance, the beginning of this year resembled 2025. In January 2026, the consolidated
public sector posted a primary surplus of BRL 104 billion, the same amount asin 2025. In particular, the Central
Government posted a positive result of BRL 87 billion, compared with BRL 83 billion in January 2025. This
surplus should be analyzed considering that the seasonality of the first month of the year is positive due to
the payment schedule for some taxes. Central Government’s net revenue continued to perform wellin early
2026, with a notable increase in IOF tax collection compared with January 2025, due to the tax rate increase
in July 2025. Also within the Central Government, expenses continued to grow more than revenues — 2.9%
and 1.2%, respectively, compared with January 2025 - and above the fiscal framework cap of 2.5%. During
the month, there were notable increases in social security benefits and personnel expenses compared with
the same month in 2025.

Table 1.2.4 — Central Government fiscal balance
Year-to-date
BRL billion - current values
Real
2024 2025 change
(%)

1. Total revenue 2,679 2,902 3.2
1.1 - Revenues collected by the Federal Revenue Office 1,690 1,860 4.8
1.2 - Net Social Security revenues 641 710 5.4
1.3 - Revenues not collected by the Federal Revenue Office 348 333 -8.9
2. Transfers by revenue sharing 518 570 4.8
3. Net revenue (1-2) 2,162 2,333 2.8
4. Total Expenditure 2,205 2,394 3.4
o/w excl. court-ordered payments 2,134 2,293 2.3
4.1 Social Security benefits 939 1,027 4.1
o/w excl. court-ordered payments 912 985 2.8
4.2 Payroll 367 403 4.3
o/w excl. court-ordered payments 363 393 3.0
4.3 Other compulsory expenses 358 391 3.7
o/w excl. court-ordered payments 319 342 22
4.4 Executive branch expenses subject to financial programming 540 574 1.2
o/w Bolsa Familia (Family Allowance) 168 158 -10.4
o/w Discretionary 184 205 6.1

5. Central Government primary balance - above the line (3 - 4) -43 -62 32.3

Source: National Treasury

For 2026, both the government and the median of analysts’ projections point to another year with a
primary deficit, although at different magnitudes. The government’s projection, contained in the Annual
Budget Law (LOA) approved in December, is for a primary deficit of BRL 23 billion, lower than the balance
observed in previous years. Since the projection includes BRL 58 billion in expenses not considered for
assessing the compliance with the target, the balance is equivalent, under this criterion, to a surplus of BRL
35 billion. Thus, the target, which is a surplus of BRL 34 billion, equivalent to 0.25% of GDP, would be met.
The median of market analysts’ estimates according to the PCQ points to a primary deficit of BRL 70 billion,
or BRL 10 billion based on the metric used to assess compliance with the target. This latter figure is below
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the lower limit of the tolerance interval for the primary balance target, which is zero for 2026.2* The median
of analysts’ projections differs from the government’s expectations mainly in terms of revenues (Table 1.2.5).

Table 1.2.5 — Central Government fiscal balance forecasts
Year-to-date
BRL billion - current values

LOA PCQ
Net revenue 2,591 2,515
Total expenditure 2,614 2,590
Central Government primary balance -23 -70
Primary balance target discount 58
Primary balance consistent with the target 35 -10

Sources: National Treasury and BCB

To meet the 2026 target, the government proposed - and the National Congress approved - a series of
revenue-boosting measures in late 2025, which are set to take effect this year. Complementary Law (LC)
224/2025 reduced tax benefits and increased tax on betting companies, with a gradualincrease in the tax rate on
grossrevenue from 12%to 15%in 2026, reaching 18% in 2028. Taxes on fintechs and on Interest on Equity (JCP)
alsoincreased. In January 2026, LC 225/2026 (Repeat Offender Law) was enacted, which tends to increase tax
collectionin the fuel sector by strengthening the fight against tax evasion. The LOA also incorporated a forecast
increase of BRL14 billion in import tax revenue. In February 2026, the government announced the products
for which import tax rates would be increased. To mitigate the effects of the recent rise in international fuel
prices, the government eliminated the PIS and Cofins taxes on diesel in March and implemented a subsidy for
producers and importers of that product. To neutralize the impact of these measures on the primary balance,
estimated by the government at BRL 30 billion, a 12% tax on exports of crude oil was created.

The upward trajectory of public debt is expected to persist in the coming years. After reaching a record
highin 2020 of 87% of GDP during the Covid pandemic, the General Government Gross Debt (GGGD) decreased
until 2022, when it stood at 72% of GDP. Since then, this variable has increased, reaching 76% in 2024 and
79% in 2025. According to the Focus report, the median projection points to a GGGD to GDP ratio of 84% in
2026 and 93% in 2030 (Figure 1.2.44). In its reference scenario, the more recent Fiscal Outlook Report from
the National Treasury Secretariat, released in January this year, shows the projection for this same metric
at 86% in 2026 and 88% in 2030.%

Figure 1.2.44 — Debt forecasts

% GDP
100 1 .
54 e

90 4 g

85 1 // ’’’’’
80 4 / "

75 4 Lo

70 4 d

65 4
60 1
55 +
50 A
45 1
40 4
35 1
30

2006 2010 2014 2018 2022 2026 2030 2034

GGGD PSND
Forecasts from 2026 on correspond to the Focus of March 13, 2026.

External accounts

Despite theincrease in exports, the current account deficit of the balance of payments remained virtually
stable in 2025 when compared with 2024, influenced by economic activity which, despite slowing down,

24/ The government included a provision in the 2026 Budget Guidelines Law (LDO) that allows the lower limit of the target to be
considered for compliance purposes.
25/ This report also provides alternative scenarios and sensitivity analyses of the results.
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grew last year. The current account deficit ended 2025 at USD 69 billion (Table1.2.6), equivalent to 3.0%
of GDP, with a composition of its main components similar to that observed in 2024. Compared with 2024,
exports increased, but less than imports, which reached a record level in the year, with particular emphasis
on purchases from China. A still relatively heated domestic economic activity, which influenced the imports
of goods, also reflected in high expenses in the services and primary income accounts. In late 2025 and early
2026, however, the current account deficit declined, reflecting lower imports (Figure 1.2.45). In the financial
account, 2025 was characterized by net inflows of non-resident funds in both direct investment liabilities,
which again surpassed the current account deficit, and portfolio investments, which were positive for the
third consecutive year and remained significant in January 2026.

Table 1.2.6 — External accounts Figure 1.2.45 — Current account
USD billion, 3MMA s.a.
- 12
USD billion
9
Itemization 2022 2023 2024 2025 6
3
Current account -42 -27 -66 -69
0 =
| [ N ! o
Balance in goods 52 92 66 60 3 l W ‘\MWHH \
Exports 340 344 340 351 6
Imports 289 252 274 291 9
Services -42 -44 -55 -53 -12
X Jan Jul Jan Jul Jan Jul Jan Jul Jan Jul Jan Jul Jan Jul Jan
of which: Travel -9 -11 -12 -14 2019 2020 2021 2022 2023 2024 2025 2026
of which: Transport 19 13 15 14 s Balance in goods [ Services
Income Current account
Primary income -57 -79 -81 -81
of which: Interests -20 -30 -31 -28
of which: Dividends -37 -50 -51 -54
Investment - liabilities 96 86 91 130
Dl liabilities 76 63 74 78
Portfolio investments -3 14 8 15
Other investments’ 24 9 9 37

1/ Includes loans, commercial credits, deposits and other investments

Amid domestic demand growth and strong stimulus to exports from China, the imported value reached a
historical high in 2025 but the upward trend observed since late 2023 was replaced by a relative stability
throughout 2025. In line with the growth of GDP, consumption, and investments, the imported volume of
goods also increased in 2025, even disregarding the import of two oil rigs worth USD 5 billion. In particular,
the volume of goods imported from China expanded strongly (Figure 1.2.46), reflecting the significant Chinese
expansion in several markets, in the context of the global trade shifting. Moreover, prices of goods imported
from China have been declining (Figure 1.2.47), as have producer prices of industrial goods in that country.
These price declines helped maintaining Brazilian imports of industrial inputs and capital goods at a high
level throughout 2025. Nonetheless, in December 2025 and January 2026, imports declined, indicating that
the domestic economic activity moderation may have started to affect imports more clearly.

Figure 1.2.46 — Imports quantum index - excluding oil rigs Figure 1.2.47 — Imports price index (CIF)
Index (2019=100), 3MMA Index (2019=100), 3SMMA
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Despite prices of main commodities remaining below those in previous years, the exported value in 2025
increased, reflecting the strong expansion in the volume of primary goods (Figure 1.2.48). In particular,
shipments of iron ore, meat, soybeans, and oil grew significantly, consistent with the strong expansion of
domestic production of agriculture and mining. Despite the relatively low prices of these commodities, the
terms of trade of the Brazilian economy remain above the pre-pandemic period, largely due to the decline
in the prices of goods imported from China. Excluding this effect, the terms of trade would be below 2019
levels (Figure 1.2.49). Amid rising U.S. tariffs throughout 2025, sales to that market dropped strongly, but
growth in exports to other countries helped mitigating the negative impact, and total exports increased
(Figure 1.2.50). The average effective tariff on exports of Brazilian goods to the U.S.reached a peak of 22%in
October 2025, impacted by the rates announced in April and increased in late July (Figure 1.2.51). These rates
were then reduced in late November, when some goods were excluded from the tariffs list. The decision of
the U.S. Supreme Court in February 2026 and its developments may lead to a new reduction in the average
effective rate on imports of Brazilian goods by the U.S.%

Figure 1.2.48 — Exports quantum Index Figure 1.2.49 — Terms of trade
Index (2019=100), 3BMMA, s.a. Index (2019=100), SMMA
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Figure 1.2.50 — Exports to the U.S. Figure 1.2.51 — Import tariffs on Brazilian products
USD billion, 3SMMA s.a. applied by the U.S.
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The deficit in the services account in 2025 was slightly lower than in 2024, with lower net expenses on
cultural services and transport, although it remained high (Figure 1.2.52). Compared with 2024, the change
in the legislation on sports betting explains the reduction in the expenses on cultural services as of January
2025%, Similarly, transport expenses declined, reflecting the normalization of freight prices. Conversely,
the BRL appreciation and the heated labor market explain the increase in travel expenses throughout 2025.
The box Services and primary income deficits in the balance of payments: recent dynamics and possible
persistence, in this MPR, illustrates that, although most of the fluctuation in the services account is associated
with conjunctural factors, some possibly structural determinants are also present and may bring persistence
to the higher deficit observed in some types of services.

26/ The U.S. Supreme Court's decision in February 2026 determined that the U.S. president had exceeded his authority by imposing
tariffs by means of a law specific for national emergencies. Following this decision, the American government, using an alternative
instrument, announced an overallimport tariff of 10% but maintained relevant exceptions, such as the energy sector. In this context,
the average U.S. tariff on Brazilian goods is expected to be reduced again as of February 2026.

27/ As of January 1, 2025, regulations issued by the Secretariat of Prizes and Lotteries (SPA) came into effect to govern the betting
system in the country. Only companies duly authorized by the SPA became eligible to operate in Brazil. As a result, companies in the
sector were no longer required to operate from abroad, which may explain the reduction in outflows of resources in this modality.
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Figure 1.2.52 — Services Figure 1.2.53 — Primary income
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In the primary income account, the deficit remained stable in 2025 compared with 2024, but with a decline
in netinterest expenses and an increase in net expenses on profits and dividends (Figure 1.2.53). Despite
some domestic activity slowdown, the profitability of companies operating in the country with non-resident
shareholders remained high. This issue is also discussed in the box Services and primary income deficits in
the balance of payments: recent dynamics and possible persistence in this MPR. External interest, in turn,
benefited from the U.S. monetary easing, which began in 2024, and net expenses declined, especially in the
last months of the year.

In the Financial account, 2025 was characterized by net inflows of non-resident funds in both direct
investment liabilities, which again surpassed the current account deficit, and portfolio investments, which
were positive for the third consecutive year. In 2025, direct investment liabilities reached USD 78.0 billion,
equivalent to 3.4% of GDP, with higher inflows of intercompany operations and equity excluding reinvested
earnings compared with 2024 (Figure 1.2.54). Reinvested earnings, in turn, were negatively affected by record
remittances of profitsin December, possibly enlarged due to changes in tax on profits. Portfolio investments
recorded net inflows in 2025 for the third consecutive year, mainly due to the positive inflows of securities
tradedin the country, benefited by the high interest rate differential between Brazil and advanced economies
(Figure 1.2.55). In January 2026, the high level of inflows continued: net inflows of portfolio investments
reached USD 9.0 billion, comprising USD 6.9 billion in securities traded in the country, the peak for the month
of January in the last eleven years.

Figure 1.2.54 — Direct investment liabilities Figure 1.2.55 — Portfolio investment - liabilities
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The projections for external accounts in 2026 were revised and further details are available in a box in this
MPR. In line with more recent data, and the domestic outlook —including the prospect of Brazilian economic
activity moderation - and the international outlook, the current account deficit is expected to reach USD 58
billion (2.2% of GDP), compared with a projection of USD 60 billion (2.4% of GDP) in the previous MPR. The
updated projection represents a lower deficit than observed in 2025 (USD 69 billion, 3.0% of GDP) and lower
than the forecast for net inflows of direct investment liabilities (USD 70 billion, 2.7% of GDP).
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Prices

The 12-month consumer inflation continued to decline, showing a small change in the last quarter, but
inflation expectations remained deanchored. The 12-month inflation as measured by the IPCA, which peaked
at 5.53%in April 2025, decreased once again, falling from 4.46% in November to 3.81% in February. According
to the seasonally adjusted and annualized quarterly change, the IPCA rose only by 2.88% in February, influenced
by falling food prices, while the average of core inflation measures increased 4.22%. Part of the disinflation
underway since mid-2025 reflects movements in the exchange rate, which has a significant effect on the IPCA
and the average of core inflation measures, but impacts more strongly the prices of tradable goods —such as
food and industrial goods.?® Conversely, despite moderation in some metrics, services inflation remains high,
still impacted by a heated labor market and a positive output gap. According to the Focus Report, median
inflation expectations declined slightly for 2026, remaining above the target. For longer horizons, however,
expectations remained unchanged and still deanchored.

Commodity prices increased, after four quarters of decline when priced in BRL.? The Commodities Index
—Brazil (IC-Br) measured in BRL increased 6.4% since the previous MPR, reflecting the index’s 9.0% increase in
USD, only partially offset by a 2.4% BRL appreciation (Figure 1.2.56).3° The rise in the IC-Br in USD during the
quarter was driven by a sharp increase in oil prices — a consequence of the conflict in the Middle East — and
by an equally steep rise in metal commodity prices, with significant contributions from both precious and
industrial metals.?' Agricultural commodities, in turn, showed a trend closer to stability, with price increases
for fed cattle and soybean oil offset by lower prices for coffee and cocoa (Figure 1.2.57). Despite the increase
in the quarter, the IC-Brin BRL still accumulates a 9% decline since its peak in January 2025.

Figure 1.2.56 — IC-Br and foreign exchange rate Figure 1.2.57 — Change in commodity prices
10-day moving average; 2023 = 100 % change of the 10-day moving-average in USD between previous and
135 - current MPR cut-off dates

130 1 Cocoa

125 4 Natural gas

120 /s/\j Coffee
Lead

115 1 Sugar

110 4 Coal

105 4 Zinc

100 A Cotton
95 Corn
Iron ore m

920 Fed cattle
Jan Mar Jun Sep Dec Mar Jun Sep Dec Mar Rice

2024 2025 2026 Wheat
In USD In BRL USD/BRL December MPR
Copper

Sources: Bloomberg and BCB Nickel

Aluminum
Gold

Swine
Orange juice
Soy oil

Tin

Brent

Silver

- 40 -20 0 20 40 60
Agricultural = Metal = Energy
Source: Bloomberg

Producer prices in Brazil fell once again in the quarter and show a cumulative deflation on a 12-month
basis. The Broad Producer Price Index (IPA-DI) fell 1.18% in the Dec-Feb quarter, with a decline in agricultural
prices and a rise in industrial prices (Figure 1.2.58). In 12 months, prices fell 5.8%. The decline in prices in

28/ See box Exchange rate pass-through: estimates by local projections in this MPR.

29/ This paragraph uses as reference the IC-Br, an indicator that aggregates the prices of commodities relevant to the dynamics of
Brazilian inflation. The commodity weights in the IC-Br are listed in the metadata of the series 27574, available at the BCB's Time
Series Management System (SGS)

30/ The IC-Br and exchange rate changes discussed in this section refer to the ten-day moving average at the respective cut-off MPR
dates.

31/ Since the previous MPR, the price of silver has increased 51% in USD. The price of gold has also fluctuated significantly, but its
weight in the index is low. Prices for industrial metals such as tin, aluminum, and copper also rose significantly during the quarter.
Since March 2025, metal commodity prices have risen 56% in USD. Excluding gold and silver, the increase is 31%, which is still quite
high, indicating that the rise in the sector is widespread.
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agriculture was relatively widespread in the quarter, with drops in soybeans, being harvested, in coffee, amid
improved prospects for the 2026 harvest, and in fresh milk. In 12 months, prices in the agricultural sector
dropped by 10.7%. Similarly, processed food products also declined in the quarter, particularly sugar, soybean
oil, pork, and poultry. Overall, the IPA still indicates relief in consumer food prices. Excluding processed foods,
tobacco, and fuels, producer prices in manufacturing increased 1.32%, following two quarterly declines. The
12-month changes in the segment still suggest a benign outlook for consumer prices (Figure 1.2.59), but
recent monthly increases may reflect the exhaustion of the pass-through from the BRL appreciation and
upward pressures on input costs for the sector.

Figure 1.2.58 — Contributions to IPA-DI quarterly changes Figure 1.2.59 — IPA-DI
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According to seasonally adjusted data, consumer inflation change was close to the target also in this
quarter but the average of core inflation measures remained higher. Consumerinflation measured by the
IPCA grew from 0.75% in the Sep-Nov quarter to 1.37% in the Dec-Feb one, influenced by the seasonal pattern
inservices (Figure 1.2.60). In the seasonally adjusted series, the IPCA showed moderation in the same period,
with annualized changes slowing down from 3.37% to 2.88%, while the average of core inflation measures
increased from 3.80% to 4.22% between November and February (Figure 1.2.62).32 As discussed below, a
significant share of this low IPCA change in the last quarter, according to seasonally adjusted data, reflects
the decline in food prices. In the 12-month change, both the headline IPCA inflation and the average of core
inflation measures declined - from 4.46% to 3.81% for the IPCA and from 4.73% to 4.46% for the average of
core inflation measures, still above the inflation target (Figure 1.2.61).

Figure 1.2.60 — Contributions to IPCA quarterly changes
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32/ The average considers the Ex-0, Ex-3, MS, DP, and P55 cores. The consolidated methodology for the core measures and other analytical
series is described in the Technical Note Ndcleos de inflacdo e outras séries analiticas derivadas do IPCA: metodologia consolidada
(Inflation cores and other analytical series derived from the IPCA: consolidated methodology) (Portuguese only), published on
December 19, 2025. See box Consolidated methodology for IPCA-derived analytical series.
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Figure 1.2.61 — IPCA and core inflation Figure 1.2.62 — IPCA and core inflation
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Consumer food prices showed little change during the quarter, below the seasonal pattern For the period.
In the series without seasonal adjustment, prices in the food-at-home segment increased 0.47% in the Dec-
Feb quarter, compared with a 0.77% decline in the Sep-Nov quarter (Figure 1.2.63). The price increase was
concentrated in fresh food and beef, which typically experience greater fluctuations during this time of the
year. Still, the 3.00% increase in fresh food prices in the quarter was significantly lower than suggested by
the seasonal pattern. Among semi-processed foods, despite the increase in beef prices, there was an overall
decline, with decreases in UHT milk, rice, and chicken. Price changes for processed foods were small again,
continuing the slowdown observed since the beginning of 2025. In the seasonally adjusted quarterly series,
food-at-home prices fell 2.96% at an annualized rate (Figure 1.2.64), with negative growth in both fresh
food —more volatile — and in semi-processed and processed foods. In 12 months, the food-at-home segment
accumulated a 0.11% decline until February, following a 2.46% increase until November.

Figure 1.2.63 — Contributions to quarterly changes in Figure 1.2.64 — Food-at-home inflation
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Prices of industrial goods posted a stronger increase during the quarter. Inflation in this segment, as
measured by the IPCA, shifted from a 0.20% decline in the Sep-Nov quarter to a 1.43% increase in the Dec-
Feb quarter (Figure 1.2.65). The movement was relatively widespread, with a notable rise in personal hygiene
products, a category with a high weighting and more volatile prices. Telephones and electronic devices
also registered significant price increases, following declines in the Sep-Nov quarter. Ethanol prices grew
strongly —a typical trend during the sugarcane off-season—and household appliances, vehicles, furniture, and
cleaning supplies registered higher price changes. Part of the upward trend may be related to the reversal
of discounts from the Black Friday promotional period or to other seasonal effects.? Still, in the seasonally
adjusted series, the annualized change in industrial goods prices grew from 1.41% to 3.09% (Figure 1.2.66).
Alternative measures that exclude the most volatile items in the segment also generally show higher changes
thanin the previous quarter, exceeding 2% on an annualized basis. The 12-month inflation of industrial goods
declined from 2.56% in November to 2.49% in February, still a high level for this segment.

33/ Inthe specific case of the electronics sector, in addition to seasonal factors, there are also reports of cost pressures, with a significant
increase in the price of RAM memory, a key component in the production of cell phones, TV sets, and personal computers. These
pressures may have influenced retail prices, but producer prices as measured by the IPA (FGV) and the Producer Price Index (IPP/
IBGE) do not yet clearly indicate the pass-through of these higher costs.
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Figure 1.2.65 — Contributions to quarterly changes in Figure 1.2.66 — Industrial goods inflation
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Services inflation remained high, with the quarterly change influenced by seasonal Factors and more
volatile components. Between November and February, the segment’s quarterly change increased from
1.15%to 2.34% (Figure 1.2.67). The sharpest increase is largely explained by adjustments in school tuition fees,
which in the IPCA are concentrated in the February reading. There was also a higher change in EX3 Services,
a measure of underlying inflation in the segment.?* In this case, in addition to seasonality, there was also a
significant influence from rising prices in voluntary vehicle insurance —only partially offset by fluctuations in
the cinema, theater, and concerts subcategory.> The seasonally adjusted series for services inflation generally
indicate moderation or stabilization at a level below that observed throughout 2025 - even though they
remain above the inflation target. Excluding airfare, the seasonally adjusted and annualized inflation rate
for services went from 5.74% in the Sep-Nov quarter to 4.53% in the Dec-Feb quarter - the lowest reading
since late 2023. The EX3 services index, in turn, ended the quarter with an annualized change rate of 5.21%,
accelerating from the previous quarter but still well below the peaks observed between late 2024 and early
2025. Excluding the cinema and insurance sub-items, which have been volatile recently, the EX3 services
index went from 5.17% to 5.16% on an annualized and seasonally adjusted basis (Figure 1.2.68). Measures
focusing on more labor-intensive services continue to show higher annualized change rates, with some signs
of moderation in the latest IPCA readings (Figure 1.2.69).3 In 12 months, services prices increased 6.01%
until February, virtually the same as the increase accumulated until November (5.95%). Excluding airfare, the
segment’s 12-month inflation Fell from 6.07% to 5.68%, still at a high level (Figure 1.2.70).

Figure 1.2.67 — Contributions to quarterly changes in Figure 1.2.68 — Services inflation
services prices — IPCA %, 3MMA saar
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34/ In previous reports and statements, EX3 services were usually referred to as “underlying services.” The Technical Note Ncleos de
inflacdo e outras séries analiticas derivadas do IPCA: metodologia consolidada (Inflation cores and other analytical series derived from
the IPCA: consolidated methodology) (Portuguese only), published in December, introduced the term “EX3 services” to more clearly
indicate that this measure comprises the EX3 core of the IPCA and that there are other possible definitions of underlying inflation
for the services segment. See box Consolidated methodology for IPCA-derived analytical series in this MPR.

35/ The voluntary vehicle insurance sub-item registered a 9.33% decline in the Sep-Nov quarter, followed by a 5.88% increase in the Dec-
Feb quarter. Meanwhile, the “movies, theater, and concerts” sub-item increased 4.51% in the Sep-Nov quarter, due to the reversal
of discounts from August’s Movie Week, and fell 2.63% in the Dec-Feb quarter, reflecting the impact of discounts from February’s
Movie Week.

36/ The series “Reweighted services - labor” was presented in the box Services inflation reweighted by production factors in the June
2024 Inflation Report. The series “Labor-intensive services” aggregates changes in medical and dental services, beauty salon services,
domestic workers, home-repair labor, and dressmaker.
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Figure 1.2.69 — Services inflation Figure 1.2.70 — Services inflation
%, 3MMA saar %, YoY
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Administered prices showed a smaller change than in the previous quarter, largely due to residential
electricity rates. The change in this segment went from 1.93% in the Sep-Nov quarter to 0.48% in the Dec-
Feb one (Figure 1.2.71). The main factor contributing to the slowdown was residential electricity, due both to
fluctuations in rates associated with the Itaipu bonus and to the shift to a more favorable flag.?” Conversely,
there were higherincreasesin gasoline, urban bus fares, and water and sewage fees. The increase in gasoline
prices reflects the ad rem increase in the State Tax on the Circulation of Goods and Services (ICMS) on fuel
in early January and the increase in ethanol prices during a period of unfavorable market conditions. With
regard to water and sewage fees, the highest change reflects the concentration of rate adjustments at the
beginning of the year, particularly in Sdo Paulo, which carries a significant weigh in this sub-item3? In the case
of urban buses, fares are typically adjusted at the beginning of the year. In 12 months, administered prices
slowed, falling from 5.34% in November to 4.38% in February (Figure 1.2.72).

Figure 1.2.71 — Contributions to quarterly changes in Figure 1.2.72 — Administered prices — YoY change
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Inflation expectations have declined slightly for 2026 and remain deanchored throughout the projection
horizon. The median expectations for2026 has fallen from 4.16% to 4.10% since the previous MPR (Figure 1.2.73).
Expectations decreased more sharply until the end of February, reaching 3.89%, but began to rise again until
the cut-off date of this MPR, possibly reflecting the higher-than-expected result for the February IPCA-15
and the strong increase in oil prices during the first two weeks of March.* The slight decline in the median
expectation for the IPCAin the period as a whole reflects lower projections for food-at-home prices, partially
offset by higher expectations for the other segments (Table 1.2.7). For the 2027-2029 period, the medians of

37/ In September 2025, there was a reversion of the one-off discount on August rates, linked to the Itaipu bonus. The reversal of the
discount drove up inflation for the Sep-Nov quarter, which serves as basis for comparison. The transition between flags was also
more favorable in the recent quarter: between August and November, the flag shifted from Red 2 to Red 1, with a smaller impact
than the transition from Red 1 to Green in the Dec-Feb quarter.

38/ Following the privatization of Sabesp, the reference date for rate adjustments in Sdo Paulo shifted from May to January.

39/ Inthe PCQ, the median projection for the price of Brent-type oil at the end of 2026 rose from USD 63 to USD 70 between the January
and March surveys, with no significant change in the projection for gasoline prices over the same period. This divergence suggests
that the recent increase in oil prices has been only partially factored into inflation projections.
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inflation expectations remained unchanged from the previous MPR, above the 3% inflation target throughout
all horizons considered by the Focus survey (Figure 1.2.74).

Figure 1.2.73 — Median market expectations (FOCUS) _ Table 1.2.7 — Breakdown of the revision on the 2026 Focus
Annual IPCA in 2026 survey
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Figure 1.2.74 — Median market expectations (Focus) —
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Seasonal adjustment and uncertainty about the pace of growth
in early 2026

Similarly to 2025, a strong Gross Domestic Product (GDP) growth is expected in 2026Q1, partly due to the prospect
of a favorable harvest in the period. Nonetheless, growth forecasts are high even for GDP ex-agriculture. In this
context, an update of the exercise presented in early 2025 shows that part of this expected GDP ex-agriculture
growth can be attributed to the seasonal adjustment method.

GDP decelerated significantly throughout 2025. After growing 1.5% at the margin’in 2025Q1, GDP registered
more modest changes in the subsequent quarters, with average growth of 0.2% per quarter. The strong
growthin early 2025 reflected, to a large extent, the expansion of agriculture, which grew 14.9% at the margin
in the period, driven by the record harvest of soybeans.? Even so, even excluding the direct contribution of
agriculture — GDP ex-agriculture? - the growth in 2025Q1 remained high (0.8%), and decelerated throughout
the year, averaging 0.2% in the subsequent quarters (Figure 1).

Figure 1 — GDP and GDP ex-agriculture 2026Q1: QoQ change

QoQ (%) — direct seasonal adjustment
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The reading of the deceleration trajectory throughout 2025, however, depends on the seasonal adjustment
method used. As discussed in a box of the March 2025 Monetary Policy Report (MPR),* the official seasonal
adjustment of GDP, calculated by the IBGE, uses the direct method, in which seasonal adjustment is obtained
by seasonally adjusting the original series itself. An alternative would be the indirect method, in which the
seasonally adjusted GDP is obtained by the aggregation of the series of its components already seasonally
adjusted.> Considering the indirect adjustment, the deceleration throughout 2025 is less significant in GDP

1/ In this text, change at the margin always refers to the change in a quarter compared with the immediately previous quarter, using
seasonally adjusted data.

2/ The Brazilian Institute of Geography and Statistics (IBGE) records most of the soybeans harvest in the first quarter of the year.
According to the Systematic Agricultural Survey (LSPA), the harvest of grains rose 18.2% in 2025 and is expected to remain at a high
historical level in 2026, declining 0.6%.

3/ Other GDP components may be influenced by the dynamics of agriculture, such as taxes, trade, transport, and direct industrial
processing of some agricultural goods, such as food and biofuels. See box Impact of the crop harvest on the economic activity in
the June 2017 Inflation Report (IR) and box Efeitos indiretos dos setores produtores de bens bdsicos para o crescimento da atividade
em 2023 in the Regional Bulletin of 2023 (Portuguese only).

4/ Box Seasonal adjustment and uncertainty regarding the intensity of the GDP slowdown in early 2025.

5/ The aforementioned box presents a brief discussion about the advantages and disadvantages of both seasonal adjustment methods.
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and not observed in GDP ex-agriculture (Figure 2). As for GDP ex-agriculture, after a sharp deceleration in
2024Q4, growth remained relatively stable throughout 2025, around 0.4% per quarter.

Figure 2 — GDP and GDP ex-agriculture 2026Q1: QoQ change

QoQ (%) — indirect seasonal adjustment
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Projections signal that GDP will once again show a significant growth in 2026Q1, considering the official
adjustment method. According to the more recent survey of the Pre-Copom Questionnaire (PCQ), the median
projections for GDP and GDP ex-agriculture growth at the margin stand at 0.9% and 0.8%, respectively.®
Nevertheless, part of this acceleration is related to the seasonal adjustment method, as in the previous year.

To assess the relevance of this methodological difference, different simulations were built for GDP
components, corresponding to likely combinations of the trajectories for the series in level, not seasonally
adjusted, starting in 2026Q1. For each of these simulations, the GDP series adjusted by the direct and indirect
seasonal adjustment methods were built.”

Figure 3 presents the changes at the margin for 2026Q1 resulting from the direct and indirect seasonal
adjustments. Each point corresponds to one simulation, i.e., a specific combination of the trajectories of GDP
components. Figure 4 summarizes this comparison by showing, for each simulation, the difference between
the quarter-over-quarter changes under the two methods (direct less indirect), so that positive values indicate
higher growth by the direct adjustment. GDP changes at the margin by the direct adjustment exceed those
calculated by the indirect adjustment in most simulations. For YoY changes close to the PCQ median projections
(1.6%), the growth by the direct adjustment is projected around 1.0%, compared with around 0.7% by the
indirect adjustment.® A similar result is observed for GDP ex-agriculture: close to the PCQ median (1.7%),
the growth remains elevated by the direct adjustment (0.8%), while, by the indirect adjustment, it is smaller
(0.5%), at a level closer to that observed throughout 2025.

6/ Using the projections for YoY changes of GDP and Gross Value Added (GVA) of agriculture, it is possible to calculate the projections
for GDP ex-agriculture growth for each PCQ respondent, as well as the respective projection for the growth at the margin according
to the methodology adopted by the IBGE.

7/ The thorough description of this exercise is found in the aforementioned box of March 2025 MPR.

8/ For the association between the YoY change and the change at the margin, it was considered the median of changes at the margin
for each simulation whose YoY change rounded to one decimal place coincides with the value of interest. The same procedure was
carried out in the remainder of the text.
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Figure 3 — 2026Q1: QoQ change by type of seasonal adjustment

Seasonal adjustment using data up to 2026Q1
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Figure 4 — 2026Q1: Difference between QoQ changes by type of seasonal adjustment
Direct - Indirect. Seasonal adjustment using data up to 2026Q1
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The median (solid line) was computed in 0.1 p.p. intervals of the YoY change.
Similarly to 2025, the difference between the seasonal adjustment methods is concentrated in the First
quarterand tends to be smallin the subsequent quarters of the year (Figure 5). When the seasonal adjustment
is carried out using only information available until each quarter, growth rates obtained by the direct and
indirect methods are similarin the subsequent quarters of 2026. Even so, the estimated difference for 2026Q1
persists when the seasonal adjustment horizon is enlarged, i.e., when the results of the subsequent quarters
are progressively incorporated (Figure 6).
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Figure 5 — GDP ex-agriculture: QoQ change

Seasonal adjustment using data up to the respective quarter
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Figure 6 — GDP ex-agriculture 2026Q1: QoQ change by seasonal adjustment horizon
A. Adjustment up to 2026Q1 B. Adjustment up to 2026Q4
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The Banco Central do Brasil's (BCB) projection for GDP growth in 2026Q1 is 1.5% compared with 2025Q1,
which is slightly below the PCQ's median projections. Considering the seasonal adjustment methodology
used by the IBGE, this projection corresponds to a growth at the margin of 0.9% by the direct adjustment
and 0.5% by the indirect adjustment. For GDP ex-agriculture, the YoY growth projection is 1.7%, in line with

the PCQ, which means growth rates at the margin of 0.8% by the direct adjustment and 0.5% by the indirect
adjustment. Considering the latter method, the expected GDP ex-agriculture growth is only moderately
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Projections for GDP growth in 2026

The projection for the Gross Domestic Product (GDP) growth in 2026 remains at 1.6%, the same figure released
in the December 2025 MPR, maintaining the prospect of moderate expansion over the year.

The stability of the annual growth projection reflects the 2025Q4 result, which was close to expectations, and
the continued prospect for a moderate quarterly expansion throughout 2026. This scenario is conditioned by
the expectation of monetary policy remaining in a restrictive territory, the low level of slack of production
factors, the prospect of deceleration of the world economy, and the absence of the agricultural stimulus
observed in 2025. As in the previous MPR, the outlook also incorporates estimates of the effects of recent
measures with the potential to support domestic demand, such as the real increase in the minimum wage
and the exemption or reduction of the Individual Income Tax (IRPF) for lower income brackets.

Although the aggregate 2025Q4 GDP was in line with the Banco Central do Brasil's (BCB) forecasts, there
were surprises in its components: overall, services outperformed expectations, whereas industry and domestic
demand grew below the previous MPR projections. These surprises have an impact on the projections for the
supply and demand components for 2026. Furthermore, the recent conflict in the Middle East increases the
degree of uncertainty surrounding the forecasts. If prolonged, its predominant impacts, both domestically
and abroad, should be consistent with a negative supply shock, raising inflation and reducing growth, even
though they may benefit some sectors of the Brazilian economy - particularly the oil sector.

In terms of GDP dynamics throughout the year, growth is projected to be strongerin 2026Q1 — following a
virtual stability over the second half of 2025 —and followed by moderate increases in the subsequent quarters.
The aforementioned measures, which may affect demand, as well as the expected growth of agriculture
in 2026Q1 — despite the forecast of moderate annual expansion for the sector — should contribute to the
acceleration of economic activity during this period. However, the expected growth for 2026Q1 and for
the remainder of the year - especially when excluding agriculture from GDP - is sensitive to the seasonal
adjustment specification, as discussed in a box in this MPR." Considering seasonal adjustment by the indirect
method, which aggregates the already seasonally adjusted components, GDP ex-agriculture is expected to
show a more homogeneous growth pattern throughout the year, as already observed in 2025. These results
suggest thatinterpretations of the degree of economic activity momentum, particularly in early 2026, should
be made with caution.

From the supply side perspective, the stability of the annual GDP growth projection reflects a downward
revision for industry and upward revisions for services and agriculture. The expected expansion of agriculture
increased from 0.5% to 1.0%, amid more favorable projections for agricultural production. In industry,
the projection was revised from 1.9% to 1.2%, a reduction that reflects lower growth expectations for
manufacturing and construction, both influenced by a lower-than-expected performance in 2025Q4. Despite
the significant downward revision to the annual growth projection for construction, the sector is still expected
to expand over the year, driven by the residential segment and the anticipated increase in infrastructure works.
The projection for the services sector was revised more moderately, from 1.6% to 1.7%. Among tertiary-sector
activities, negative revisions for trade and transport stand out, while positive revisions were recorded for
information services and financial services, largely influenced by the surprises observed in 2025Q4 results.

1/ Box Seasonal adjustment and uncertainty about the pace of growth in early 2026.
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Still from the supply side perspective, compared with the 2025 result, the projection for 2026 indicates that
the pace of growth in the more cyclical components will be maintained, at 1.4%.2 Therefore, the expectation
remains of a continued moderate expansion in these sectors in a context of tight monetary policy and low level
of slack of production factors. Among the less cyclical segments, growth of 1.8% is projected, compared with
3.7%in 2025, a deceleration mainly resulting from the expectation of more moderate agricultural expansion
in 2026, following the strong increase recorded in the previous year.

In the context of domestic demand, the projections for household consumption and for Gross Fixed Capital
Formation (GFCF) in 2026 were revised from 1.5% and 1.0% in the previous MPR to 1.4% and 0.5%, respectively,
while the growth estimate for government consumption increased from 1.5% to 2.0%. These revisions mainly
reflect the surprises observed in 2025Q4 results. In the external sector, the exports forecast increased from
2.0% to 2.5%, whereas the projection for imports was maintained at 1.0%. Given these updated projections,
the contribution of domestic demand to GDP growth is expected to decrease from 2.0 p.p. in 2025 to 1.3
p.p.in 2026, while the external sector is once again expected to provide a modest contribution of 0.3 p.p.

Table 1 — Gross Domestic Product

Year-to-date
% growth

Itemization 2024 2025 2026'

Previous  Current

Agriculture 3.7 117 0.5 1.0
Industry 3.1 1.4 1.9 1.2
Mining 0.5 8.6 4.0 4.0
Manufacturing 39 -02 1.3 0.5
Construction 4.4 0.5 2.5 1.0
Utilities (EGAER)? 1.0 -04 0.5 1.0
Services 3.8 1.8 1.6 1.7
Trade 3.8 1.1 1.7 1.2
Transport and storage 1.9 2.1 3.0 1.7
Information services 6.1 6.5 3.5 4.0
Financial and related services 5.5 29 0.8 3.0
Other services 53 2.0 1.5 1.7
Real estate 3.1 2.0 1.7 1.7
Public admin., health, and education (APU) 1.7 0.5 1.0 1.0
More cyclical components 4.2 1.4 1.8 1.4
Less cyclical components 1.7 3.7 1.3 1.8
Value added at basic prices 3.1 2.4 1.6 1.5
Taxes on products 5.7 1.7 1.9 1.6
GDP at market prices 3.4 2.3 1.6 1.6
Household consumption 5.1 1.3 1.5 1.4
Government consumption 2.0 2.1 1.5 2.0
Gross Fixed Capital Formation 6.9 2.9 1.0 0.5
Exports 2.8 6.2 2.0 2.5
Imports 156 4.5 1.0 1.0

Sources: IBGE and BCB
1/ Estimated.
2/ Electricity and gas, water, sewage, waste management activities.

2/ Classification of sectors as more or less cyclical, as discussed in several MPR editions. Activities classified as less cyclical are agriculture;
mining; financial activities, insurance, and related services; real estate activities; and public administration, defense, health and
education, and social security.
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Recent evolution of labor productivity

The growth of labor productivity in the Brazilian economy has been modest since 2019, mostly reflecting the
composition effects—with the reallocation of employment towards more productive activities —and the favorable
productivity performance in agriculture. Moreover, labor productivity has remained stable since 2023 when
agriculture is excluded.

From 2019 - the year before the pandemic outbreak — to 2025, the total Gross Value Added (GVA) of the
economy grew by 13.9%. In the same period, the employed population (EP) increased 10.0%, while labor
productivity' rose 3.5%, highlighting that most of the GVA expansion in the period was due to the incorporation
of workers into the economy.

The relatively modest increase of labor productivity after 2019 (averaging 0.6% per year) reflected different
dynamics over the period, as shown in Figure 1, which presents the breakdown of the cumulative change in
GVA into changes in labor productivity and in EP.2 In 2020, labor productivity increased strongly, associated
with the pandemic shock, as the EP decline exceeded the drop in GVA. The increase in productivity was
gradually reverted until 2022, when the cumulative change in productivity since 2019 was virtually null. In
2023, productivity increased significantly, influenced by the expansion of agricultural productivity in a year
of record harvest, growing at a moderate pace in the two subsequent years.

Figure 1 — Decomposition of the cumulative change in GVA
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The breakdown of the cumulative change in labor productivity, according to the methodology presented
in a box of the December 2023 IR,* shows that the growth observed since 2019 was mostly driven by the
composition effect (ECP), resulting from the reallocation of employment towards relatively more productive
activities. Conversely, the contribution of the direct effect (EDP), which captures productivity gains within
sectors, was nearly null in the period under analysis (Figures 2 and 3).

1/ In this box, labor productivity is defined as the ratio of the GVA to the EP. GVA data come from the Quarterly National Accounts
(QNA), while EP data come from the quarterly Continuous National Household Sample Survey (PNAD Continuous). The terms “labor
productivity” and “productivity” are used interchangeably throughout the text, always referring to labor productivity.

2/ Let Y,, A, and L; be the percentage changes in GVA, labor productivity, and EP, respectively: The GVA change can be broken
down as the sum of productivity and EP changes, plus a third term that captures the residue generated by the interaction of both
components (¥; = A; + L + A¢L;). Contributions for several periods are aggregated using the methodology presented in Appendix
3 of the box Sectoral analysis of GDP and labor productivity in the December 2023 IR.

3/ According to Appendix 1 of the box Sectoral analysis of GDP and labor productivity, the change in labor productivity can be broken
down into the direct effect of productivity growth within each sector (EDP), the employment composition effect on productivity
(ECP), in addition to a residue encompassing second-order terms ( A, = EDP, + ECP; + Residual, ). Contributions for several periods
are aggregated using the methodology presented in Appendix 3 of that box.
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Figure 2 — Decomposition of annual productivity change Figure 3 — Decomposition of cumulative productivity
change since 2019
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By sector, agriculture stood out in terms of productivity expansion, reflecting the combination of output
growth and EP reduction. The other services segment has also recorded a positive performance since 2019,
possibly associated with the greater incorporation of technology and organizational changes, although this
assumption requires further investigation. The contributions from the other segments were more modest
or even negative for the evolution of aggregate labor productivity (Figure 4).

Figure 4 — EDP by activity; ECP, EDP, and total
productivity change since 2019
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When agriculture is excluded, productivity performance appears even more limited: it increased by only
1.1% since 2019 (an average of 0.2% per year), with EDP becoming negative — thus indicating an aggregate
decline in intrasectoral productivity across the other segments of the economy. It is also noteworthy that
labor productivity has remained nearly stagnant since 2023, when agriculture is excluded (Figures 5 and 6).

Summing up, the performance of labor productivity has been moderate or adverse in most sectors recently.
The modest expansion of aggregate productivity mainly reflected the composition effects — due to the
reallocation of employment towards relatively more productive activities — and the relevant role played
by agriculture and, to a lesser extent, by some services segments. In particular, excluding agriculture, labor
productivity has been relatively stable in the last three years.
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Figure 5 — Decomposition of annual productivity change Figure 6 — Decomposition of cumulative productivity
ex-agriculture change ex-agriculture since 2019
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This scenario indicates that the contribution of productivity to the reduction of labor costs has been limited.
The possible persistence of modest labor productivity gains, combined with constraints on the growth of EP -
as aresult of low unemployment rate, the relative stagnation of labor force participation, and deceleration of
working-age population expansion —could limit the economic growth potential. In this context, accelerations
in demand can lead to inflationary pressures.
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Monetary Policy and the credit channel: response of bank
credit granting to changes in the Selic rate

This box investigates the causal relationship between the Selic rate and non-earmarked bank credit granting
using the local projections method with instrumental variable. The results corroborate the contractionary
impact of monetary policy tightening on long-term credit granting. They also demonstrate that the aggregation
of modalities with heterogeneous responses to monetary policy makes it difficult to assess the transmission
channels to bank credit.

A previous study, published in the September 2022 Inflation Report (IR), investigated the classicinterest rate
channel, relating the economy’s base interest rate to the rates charged in several credit segments.’ This box
aims to expand the analysis and explicitly explore causal aspects derived from monetary policy decisions on
credit granting in the bank market. While the previous study investigated the price effect, the focus now is
on the quantity effect.

For this purpose, certain non-earmarked credit modalities were grouped, within each borrower type (household
or corporate), based on the similarity of the underlying borrowing motive. This makes it possible to explore
the natural heterogeneity across modalities, which may respond differently to changes in the Selic rate. For
the household segment, three groups of series were analyzed: emergency non-earmarked credit, long-term
non-earmarked credit, and non-earmarked credit ex credit card purchases.? For the corporate segment, the
groups were: short-term non-earmarked credit, long-term non-earmarked credit, and total non-earmarked
corporate credit.? Figures presenting the 12-month changes of these credit granting modalities are available
in the appendix.

Emergency non-earmarked household credit seems to respond positively to increases in the Selicrate (Figure
A1). This result is not a surprise, as the credit lines that compose this group are more frequently used in
situations of household financial stress, which are relatively more common during periods of contractionary
monetary policy. Conversely, the dynamics of long-term credit lines are more consistent with the typically
expected monetary policy transmission channel (Figure A2). For instance, seasonally adjusted real granting of
long-term non-earmarked household credit decreased by 15.7% when comparing the averages for the periods
in which the Selic rate was at 2% (Aug/20 to Feb/21) and at 13.75% (Aug/22 to Jul/23). For corporations, short-
term credit shows, at least in part, a behavior analogous to that of household emergency lines (Figure A4),
whereas long-term non-earmarked credit seems to have been more clearly affected by the contractionary
monetary stance (Figure A5).

1/ See box Selic rate pass-through to the bank credit market in the September 2022 IR. An analysis of this classic channel between
base interest rate and interest rates on banking loans for the recent Brazilian case is also in the box “Monetary Policy Transmission
to Lending Rates” in the 2025 International Monetary Fund (IMF) Article IV Consultation for Brazil.

2/ Following the same breakdown used in the Credit section of Chapter 1 of the latest editions of this report, emergency non-earmarked
credit is the sum of overdraft facilities, revolving credit card, and installment credit card. The long-term non-earmarked credit is
the sum of payroll-deducted loans, non-payroll-deducted loans, vehicles and other goods financing, and vehicles and other goods
leasing. The non-earmarked credit ex credit card purchases is the total non-earmarked credit excluding credit card transactions. The
three groups account for, respectively, the following percentages of non-earmarked household credit granting, based on December
2025 12-month data: 29.6%, 18.8%, and 34.3%. Regarding the credit balance, considering December 2025, they account for: 8.5%,
63.0%, and 77.6%.

3/ Theshort-term non-earmarked credit is the sum of discount of trade bills and receivables, check discounting, advances on credit card
receivables, conta garantida (guaranteed account), overdraft facilities, vendor, compror, and credit card purchases. The long-term
non-earmarked credit is the sum of working capital, vehicles and other goods financing, and vehicles and other goods leasing. The
total non-earmarked corporate credit is the standard series monthly released in the BCB's Monetary and Credit Statistics. The first
two groups account for, respectively, the following percentages of non-earmarked corporate credit granting, based on December
2025 12-month data: 73.9%, and 14.2%. Based on the non-earmarked corporate credit balance, the respective percentages are:
27.4%, and 43.4%.
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In this context, the transmission of monetary policy to credit granting was estimated using the local
projections method (Jorda, 2005), which allows inferring the response of variable y; to a shock at different
time horizons (h = 0,1,2,...). In particular, this box uses the method to estimate the cumulative multiplier
(Jorda & Taylor, 2025), which makes it possible to capture the average impact of monetary policy by
considering the full path of the policy rate rather than only its initial change. More precisely, the multiplier
on the horizon h indicates the expected percentage change in the granting variable, on average between t
and t + h, associated with a 1 p.p. increase in the base interest rate, also on average between t and t + h.
Formally, the multiplier on the horizon h, my, is estimated from the following equation:
h h

(Vesj— Ve-1) = an + my Z(Selictﬂ- — Selic,_1) |+ T X, + &l
=0 j=0

J

where y; is the log of the deflated and seasonally adjusted grantings for each one of the previously mentioned
groups, Selic; is the Selic rate, X, is a control vector,* and el p, is the error term.

Since monetary policy responds to the macroeconomic outlook, the expectations for macroeconomic variables,
and the credit market conditions, there is a potential endogeneity problem that hinders the identification of
causal relationships. Thus, aiming to infer causality, the model was estimated using Two-Stage Least Squares,
instrumenting the Selic rate with the monetary policy surprise, herein defined as the Selic rate forecast
error among respondents to the Focus survey, considering the median projection on the eve of each Copom
meeting.” The sample comprises monthly observations from March 2011 to December 2025. Standard errors
are robust to White-type heteroscedasticity.

The estimated multipliers for the 3, 6, 9, and 12-month horizons are presented in Table 1.6

Table 1 — Multipliers (m(h)) estimated through local projection using an instrumental variable

h Household Corporate

(month)  Emergency  Long-term Excreditcard gy 04 term Long-term Total non-
purchases earmarked

3 1.5 -2.7 -0.6 1.8 -6.9 -0.7

(1.7) (3.0) (2.6) (3.2) (4.6) (1.8)

6 1,8 -3.7* -1,2 1.3 -5.5* -0.5

1,7) (2.1) 1,9) (2.5) (2.9) 1.7)

9 1.3 -3.9** -1.3 1.1 -6.2*** -0.8

(1.5) (1.5) (1.4) (2.1) (2.1) (1.6)

12 1.3 -3.7%* -1.4 1.2 -6.2*** -0.7

(1.6) (1.7) (1.5) (2.1) (1.9) (1.6)

Note: (*), (**) and (***) denote significance at the 10%, 5%, and 1% levels, respectively. Standard errors in parentheses.

In the household segment, the long-term non-earmarked credit has an inverse and statistically significant
relationship with the interest rate over longer horizons. The same relationship was observed with long-term
non-earmarked corporate credit. Based on long-term non-earmarked credit to households, the estimated
multiplier indicates that, over 12 months, an average 1 p.p. increase in the Selic rate leads to a 3.7% decrease
in the average level of credit granting relative to a counterfactual scenario without the shock.

The parameters associated with short-term or emergency credit lines are not significant, neither are those
related to the non-earmarked household credit ex credit card purchases and the total non-earmarked
corporate credit. For the former, the classic interest rate transmission channel likely counteracts the liquidity

4/ The controls consist of lags of the Selic rate, the (seasonally adjusted) IBC-Br log, and the dependent variable.

5/ These surprises capture the unanticipated component of monetary policy decisions and are plausibly orthogonal to credit granting,
constituting an instrument theoretically adequate for causal identification. Leigh and Xu (2025) employ a similar strategy, albeit
with practical differences, to investigate the transmission of monetary policy to interest rates using a local projections approach.

6/ The results for the Cragg-Donald statistic are reported in the appendix. It should be observed that, for most horizons, the Cragg-
Donald F statistics > 10, indicating that the instrument is not weak.
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Appendix

Figure A1 — Credit granting - Emergency non-
earmarked household credit
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Figure A3 — Credit granting - Non-earmarked
household ex credit card purchases
12-month cumulative % change
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Figure A5 — Credit granting - Long-Term non-
earmarked corporate credit

12-month cumulative % change
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Figure A2 — Credit granting - Long-term non-earmarked
household credit
12-month cumulative % change
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Figure A4 — Credit granting - Short-term non-earmarked
corporate credit
12-month cumulative % change

35 4
25 4

15 1

5 J

215 4

-25 4
Feb Dec Oct Aug Jun Apr Feb Dec
2013 2014 2016 2018 2020 2022 2024 2025

Selic hiking cycles
Short-Term non-earmarked corporate credit

Figure A6 — Credit granting - Total non-earmarked
corporate Credit
12-month cumulative % change
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Projections For credit growth in 2026

The projection for the 2026 nominal growth of the National Financial System (SFN) credit balance was revised
upward from 8.6% to 9.0%, primarily reflecting the recent higher-than-expected growth. The updated forecast
continues to point to a slowdown in credit growth for the second consecutive year.

The credit balance in the SFN grew 10.3% in 2025, below the 11.5% increase observed in 2024, but above
the 9.4% projection published in the December 2025 Monetary Policy Report (MPR). The results exceeded
expectations mainly in the segments of non-earmarked household credit and earmarked corporate credit.
In contrast, the growth in non-earmarked corporate credit fell short of projections.

The YoY growth rate of the credit balance in the SFN slowed slightly since the previous MPR, falling from
10.3% in October to 10.1% in January. The growth in the balance of non-earmarked credit slowed in both
the household and corporate segments. However, the balance of non-earmarked household credit grew
more than projected in the previous MPR. Granting in this segment increased in the fourth quarter, with
higher expansions of payroll-deducted credit, vehicles financing, and emergency lines. The growth pace of
the earmarked corporate credit portfolio increased in the period, driven by rural credit and the Brazilian
Development Bank's (BNDES) operations.

In this context, the nominal growth projection for the SFN credit balance in 2026 was revised from 8.6% to
9.0%. The revision mainly reflected the higher-than-expect performance of non-earmarked household credit
and earmarked corporate credit. Projections for these segments increased by 0.5 p.p., to 9.5% and 11.5%,
respectively. The projection for earmarked household credit also increased, reaching 9.5%. In this segment,
in particular, the prospect of a relatively favorable growth of real estate financing remains.

The updated projection shows a continuity of credit slowdown for the second consecutive year. In real terms,
total credit balance is projected to grow by 4.9% in 2026, representing a reduction compared with the real
credit growthin 2024 and 2025 (Figure 1). The expected slowdown is consistent with the prospective domestic
economic activity outlook and the current and lagged effects of monetary policy, amid high debt-to-income
ratio (DTI) and debt service ratio (DSR).

Table 1 — Credit balance
Figure 1 — Total credit outstanding
% year change

12-month % change 25
Occurred Proj. 2026 20
2024 2025 Jan 2026 Previous Current
15
11.5
Total 11.5 10.3 10.1 8.6 9.0 10.3
10 S~ 9.0
Non-earmarked 11.3 8.7 8.3 7.8 8.1 5 —o_
5.8
Households 126 134 124 9.0 95 S
0
Corporations 9.5 23 24 6.0 6.0 \/
-5
Earmarked 11.9 12.6 12.6 9.7 10.2
-10
Households 12.5 9.6 9.6 9.0 9.5 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25 26
Corporations 10.7 18.6 18.5 11.0 11.5 o= Nominal ——o— Real
Total Households 12.6 11.7 11.1 9.0 9.5
Total Corporations 9.9 8.2 8.3 7.9 8.2
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Services and primary income deficits in the balance of
payments: recent dynamics and possible persistence

This box assesses the behavior of deficits in the services and primary income accounts of the balance of payments
to identify whether part of the recent increase may be persistent, possibly reflecting movements of a more
structural than cyclical nature. In the services account, expenses associated with the adoption of new information,
communication, and data storage technologies stand out as the most persistent source of pressure. In the primary
income account, the increase in expenses on profits and dividends may also persist for longer, as it does not only
result from higher profitability but also from larger stock of direct investment liabilities.

The deficits in the services and primary income accounts of the balance of payments have reached record
levelsin recent years. Together, they accounted for 4.4% of the Gross Domestic Product (GDP) on average for
the period from 2010 - the first year to include data on revenues and expenses on reinvested earnings — to
2017. This average increased to 5.3% of GDP for the 2018-2025 period, with the last three years recording
the highest values in the series: 5.6% in 2023, peaking at 6.2% in 2024, followed by 5.9% in 2025 (Figure
1). These persistently high deficits have influenced the current account balance, more than offsetting the
substantial surplus in the balance of goods. In this context, with the aim of identifying possible structural
aspects related to the increase in the deficit, this box examines the behavior of the main components of the
services and primary income accounts.

Figure 1 — Services and primary income deficit
% GDP

6.0
5.0
4.0 -
3.0
2.0

1.0 1

0.0 -

L © I © O ©O — N O F B © K~ © O O «~ N MO ¢ B © ~ 0 0O © « N O ¢ v

D YOO O O 0O 0O O O 9O 9O 9O T T T T T T T T = = AN N N AN N N

o 0 O O 0O O O O O O O 0O O O 0O O O 0O 0O O O O O O O O O O O O o

FFFFF AN N AN AN AN AN AN AN NN NN AN NN NN NN NN NN NN
m Services ® Primary income

*Methodological changes have occurred over time, the most important being the incorporation of reinvested earnings in primary income from 2010.

Services

Between 2004 and 2015, driven by travel and operating leasing expenses, the deficit in the services account
increased consistently, reaching its peak (2.5% of GDP) in 2015 (Figure 2). The reduction in spending in this
latter category explains the decline in the services account deficit since 2016, a trend that intensified during
the pandemic due to restrictions on international travel. From 2022 onward, the deficit in the services account
resumed expansionist increase, now driven by higher spending on transport and recreational and digital
services—the latter two included in the “Other” category. This dynamics and its implications can be analyzed
based on the behavior of each specific component.
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Figure 2 — Services deficit
% GDP
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The disaggregated analysis shows, for instance, that net travel expenses are at a similar level to pre-pandemic
period and remain below the historical peak (0.8% of GDP) recorded in 2014 (Figure 3). Data from the Ministry
of Justice and Public Security' show that 2025 registered a record number of international trips by Brazilians
(Figure 4), in a context of post-pandemic normalization and BRL appreciation. Despite the high passenger
flow, average spending on international travel? has remained stable since 2015 and below the level recorded
between 2012 and 2014 — a period of a relatively favorable foreign exchange rate, expanding disposable
income, and low unemployment. Fluctuations in travel expenses, except in the pandemic period, therefore
seem to be associated with economic conditions, notably the foreign exchange rate and household income.

Figure 4 — International travel by residents - departures

Figure 3 — Travel and average expenses

% GDP

Travelers (million) USD million
0.6 9 - 5.0
.4
0 8 4.5
0.2
Ll 4
0.0 1
6 4 3.5
-0.2
5 4 3.0
-0.4
4 4 25
-0.6
Y/ i 3 1 20
-0.8
2 4 1
-1.0
’ 10
1.2 S ¢TI eee2R 38838
'e] ~ [} - [sed w0 ~ (2] -~ a2l wn ~ [} -~ [se} 'el
2 2 8238 838 88 55 555 88 g SS8&IJIQ&IJII&KII IR
ToT T e e e A e e e aa A Departures Average expenses (rhs)
mmmm— Debit s Credit Travel Sources: BCB and MJSP

Net operating leasing expenses, in turn, are substantially lower than the record highin 2015 (Figure 5), after
which successive reductions were observed until 202 1. High expenses in this item are linked to the operational
leasing strategy for oil and natural gas exploration assets, mainly oil rigs, made possible by Repetro.? This
special customs regime, inits initial conception, allowed the temporary admission of such assets with federal
tax exemption. To take advantage of this tax benefit, units built in Brazil were Ficticiously exported, such as
the P-51 oil rig,* which was leased after being formally exported. This structure created a fictitious increase
in exports (Figure 6) and in expenses related to the leasing of these goods, the latter accounted for under
operating leasing in the services account. In 2017, this and three other customs regimes were replaced by
Repetro-Sped, which eliminated the need for fictitious exports and subsequent leasing to obtain tax benefits,
and goods that had been exported in this way began to be fictitiously imported from 2018 onward. This
regulatory change explains much of the fluctuation in the operating leasing deficit during the period.

1/ Residents’ trips abroad were counted based on the Portal de Imigracdo (Immigration Portal — Portuguese only).

2/ To estimate average travel expenses, total travel expenses from the balance of payments were divided by the number of residents
who left the country as recorded by the Ministry of Justice and Public Security.

3/ More details about Repetro are available on the Federal Revenue Office’s website (Portuguese only).

4/ Example: contract 4600289064 signed between Petrobras headquarters and its subsidiary, PETROBRAS NETHERLANDS B.V.- PNBV,
in 2008. Available at Contratos | Petrobras (Portuguese only).
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Figure 5 — Operating leasing services Figure 6 — Repetro-related operations
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As for transport, even with the slight decline in 2025, net expenses remain slightly above the historical average
(Figure 7). Most of these expenses are related to freight,> whose prices increased significantly in 2021 and
early 2022 (Figure 8),°in the context of the Covid pandemic and in line with the increase in oil prices. Despite
the normalization of prices from 2022 onward, specific shocks — such as attacks on ships in the Red Sea and
operational restrictions in the Panama Canal - continued to generate volatility in the series. In contrast to
this improvement in freight prices, the volume imported by Brazil resumed growth (Figure 9), influenced by
the expansion of domestic aggregate demand and the fall in the prices of Chinese goods,” which prevented
freight costs from returning to pre-pandemic levels by 2025. Due to its impact on ship traffic in the Strait of
Hormuz, the current conflict in the Middle East, which began in late February, is a new source of pressure
on international maritime freight rates. Consequently, there may be repercussions from freight costs in the
Brazilian economy if this situation persists.

Figure 7 — Transport - Net expenses
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5/ Inthe ordinary annual review of November 2022 data, freight revenues and expenses began to follow the data disclosed by Secex.

6/ Theincrease in freight prices has already been addressed in the box Brazilian supply chains pressure index in the September 2022 IR
and in the study Impact of the increase in freight and insurance costs on prices imported from China, published in November 2024
on the BC Blog (Portuguese only). The latter also details the construction of the import freight price index, calculated using freight
rates disclosed by Secex by means of Funcex methodology.

7/ On this topic, see box Brazil's bilateral trade with the U.S. and China in the June 2025 MPR.
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Figure 8 — Freight prices Figure 9 — Quantum Index - imports

Index, 2019 = 100 Index (2019=100), 3MMA s.a.
600 - 150 1
500 1409
130 1
400 A
120 4
300 A
110 4
200 A 100 -
100 A 90 4
0 T T T T T T T 80 1
Jan Jul Jan Jul Jan Jul Jan Jul Jan Jul Jan
2010 2013 2016 2019 2022 2025 70

i Jan Jul Jan Jul Jan Jul Jan Jul Jan Jul Jan
Sea freight 2010 2013 2016 2019 2022 2025

Air freight

Finally, Figure 10 shows the behavior of the “other services” group and its components, an item that has
grown consistently in recent years. Combined, net expenses on intellectual property services and technology
services (telecommunications, computer, and information) reached 0.9% of GDP in 2025, more than double
(0.4% of GDP) the figure recorded in 2019. They include, among others, services related to social media and
digital advertising, as well as streaming and cloud computing. Especially after the pandemic, the intensive
use of digital communication platforms and new information technologies have driven up spending on
this item in the balance of services. Considering that these services are mainly developed and marketed by
companies owned by non-residents, this item in the services account is expected to remain relevant in the
external accounts.?

Figure 10 — Other services - net expenses
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In summary, regarding the services account, part of the deficit behavior over time reflects a combination of
cyclical Factors (Foreign exchange rates and household income affecting travel), regulatory change (Repetro
and its impact on operating leasing), volatility in international trade, and domestic demand for imports
(transport, via freight). In turn, the recent increase in spending on digital services appears to be more
structural, as it is associated with changes in the behavior of households and companies in a context of new
technological communication and information dynamics.

8/ Expenses on sports betting, which has also been affected by regulatory and technological changes in recent years, is compiled in
the personal and recreational services account, which showed a 0.2% of GDP deficit in 2023 and 2024. However, this trend was
reversed in 2025 with the regulation of sports betting, which required companies operating in the segment to have headquarters
and a CNPJ (Corporate Taxpayer ID) in Brazil and authorization from the Ministry of Finance, reducing transactions with non-residents
and shifting part of the expenses to the domestic market.
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Primary income

The primary income account of the balance of payments reflects the remuneration of production factors
between residents and non-residents and can be broken down into three components: compensation of
employees; profits and dividends; and interest (Figure 11). Given its relevance, this box focuses on the latter
two components. Over the last decade, net interest expenses have remained relatively stable, despite some
fluctuations. Net expenses on profits and dividends, however, increased from 2021 onwards and have since
averaged 2.2% of GDP, higher than the 1.3% of GDP observed in the previous five years.

Figure 11 — Primary income deficit
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The increase in expenses on profits and dividends may reflect both a higher return rate and a larger stock
of investments. Therefore, it is worth analyzing the international investment position (lIP), the statistical
statement that shows the value of the stock of financial assets of residents of an economy, which comprises
claims on non-residents, and the liabilities of residents of an economy, which constitute obligations to
non-residents. Brazil's IIP balance, the difference between total assets and liabilities, has historically been
negative (Figure 12).° Some components of IIP liabilities generate interest expenses, such as securities and
intercompany transactions, and others generate expenses on profits and dividends, such as shares and equity
(Figure 13). Currently, most of Brazil’s liabilities consist of direct investment liabilities and equity, the largest
component of Brazil's external liabilities, which grew from 27% of GDP in 2010 to 47% of GDP in 2025.

Figure 12 — International Investment Position (lIP) Figure 13 — lIP - Liabilities
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This growth in direct investment liabilities —equity put pressure on expenses related to profits and dividends.
Even with an increase in revenues, this item averaged a deficit of 2.2% of GDP over the last five years, in
contrast to the average of 1.5% of GDP recorded between 2010 and 2019 (Figure14). Finally, the profitability
of direct investment liabilities — equity — estimated by the ratio of annual profit expenses to the stock held by
non-residents — also grew, but more modestly, averaging 7.6% since 2021 compared with a 6.2% average in

9/ Quarterly historical data are available on the Special Series page of the Statistics section of the Banco Central do Brasil's website.
The most recent yet preliminary data are disclosed in Tables 17 and 18 of the External sector press releases.
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the previous five years (Figure 15).'° Therefore, most of the increase in expenses on profits and dividends in
the most recent five-year period seems to be more closely associated with the larger stock invested in Brazil
rather than with a higher rate of return, which possibly increases the persistence of this source of pressure
on the current account deficit in the balance of payments.

Figure 14 — Dividends and reinvested earnings Figure 15 — DI return rate - Equity and investment fund
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Net interest payments, the second largest item in the primary income balance, have remained relatively
stable as a share of GDP over the last decade (Figure 16), despite some variation observed from 2021 to 2024
reflecting, with some lag, the international interest rates. However, the magnitude of recent movements is
substantially smaller than that observed in the late 1990s and early 2000s, when the high level of expenses
reflected very different structural characteristics of the Brazilian economy, such as high externalindebtedness
of the public and private sectors, high country risk, and greater dependence on short- and medium-term
external loans (Figure 17). In recent years, despite fluctuations in domestic and international interest rates,
as well as in sovereign and corporate spreads, the share of non-residents in the domestic Federal Securities
Debt (DPMFi) has remained limited,'" and funding has generally reflected longer-term interest rates, which
respond with alag to changesin monetary policy. Furthermore, the relevance of interest payments associated
with intercompany transactions, which are a direct investment category and possibly subject to fewer rollover
difficulties in times of crisis, has grown.

Figure 16 — Interest Figure 17 — Interest expenses
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10/ Further information about the flows and positions of direct investment liabilities is available at Direct Investment Report, released
annually.
11/ Foreign share in the DPMFi has been hovering around 10% since 2020. The peak of this series was 20.8%, in May 2015.
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Projections For the evolution of external accounts in 2026

The projection for the current account deficit in 2026 was reduced in comparison with the previous MPR to USD
58 billion (2.2% of the GDP), due to the improved projection for the trade balance. The projection for net inflows
of direct investment liabilities was maintained at USD 70 billion (2.7% of the GDP).

The current account deficit in 2025 reached USD 69 billion, below that expected in the December 2025 MPR
(USD 76 billion). The main surprise was concentrated in exports, which registered a widespread higher-than-
expected balance in December. For 2026, the current account deficit is projected at USD 58 billion (2.2% of
the GDP), slightly below that of the December 2025 MPR, and net inflows of direct investment liabilities at
USD 70 billion (2.7% of the GDP), the same projection of the December 2025 MPR. The expected decline in the
current account deficit is derived from the projection of a higher trade balance, driven by growth of exports
above that of imports. Higher-than-usual risks and uncertainties surrounding the projection are due to the
Middle Eastern conflict, which reduced the trade flow in the Strait of Hormuz, with possible repercussions
on the international trade, production chains, and global financial conditions.

Table 1 — Projections for the external accounts

USD billion
Itemization 2025 2026 2026 Forecast
Year Jan Previous Current
Current account -69 -8 -60 -58
Balance in goods 60 4 64 73
Exports 351 25 355 374
Imports 291 22 291 301
Services -53 -4 -51 -54
of which: Travel -14 -1 -13 -14
of which: Transport -14 0 -13 -14
Primary income -81 -8 -78 -82
of which: Interests -28 -4 -30 -30
of which: Dividends -54 -5 -48 -52
Investment - liabilities
Dl liabilities 78 8 70 70
Portfolio investments 15
Other investments’ 37

1/ includes loans, commercial credits, deposits, and other investments

The higher projection for exports in 2026 arises from the combination of a slight increase in the expected
volume and, mainly, the prospect of higher prices, in line with the recent outlook. The main change in
comparison with the December 2025 MPR comes from the increase in fuel prices resulting from the Middle
Eastern conflict, impacting the projection for oil exports. The revision also reflected the higher growth in the
exported quantum of semi-manufactured goods, in line with the good performance in early 2026 and the
reduction in the U.S. tariff on Brazilian goods. The imported value was also revised upward, mostly reflecting
higher prices, especially for fuels.
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The projection for the services account deficit was increased from the previous MPR to a virtually stable
level when compared with 2025. The revision partially reflects the increase of freight prices, due to increased
logistical costs and terms due to the reduced navigation in the Strait of Hormuz. Travel expenses also increased
slightly, in line with the BRL appreciation and the still heated labor market. In the primary income account,
the expected deficit increase reflects the higher projection for net expenses on profits and dividends, also
influenced by higher commodity prices. Nevertheless, these expenses are expected to remain lower than in
2025, in line with the slowdown in domestic economic activity.

In the financial account, positive net inflows are projected for direct investment liabilities and portfolio
investments, in line with early 2026 results. Direct investment liabilities are projected at USD 70 billion for
2026, the same projection of the previous MPR and slightly below 2025 inflows, when positive surprises
were observed in the year’s final months. As a GDP share, direct investment liabilities are projected to drop
from 3.4% in 2025 to 2.7% in 2026. Regarding portfolio investments, typically more volatile, net inflows
are expected to be positive once again and concentrated in debt securities, benefited by the interest rate
differential. The USD 5 billion projection of the previous MPR was maintained but uncertainty increased
around it due to possible economic and financial repercussions of the Middle Eastern conflict.

Figure 1 — Current account Figure 2 — Investment — liabilities
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Exchange rate pass-through: estimates from local projections

Using local projection models, this box estimates the pass-through of exchange rate variations to headline inflation,
as measured by the Extended National Consumer Price Index (IPCA), as well as to several of its components.
The central estimates indicate sizable but heterogeneous exchange rate pass-through effects across the IPCA
components. Among market prices, for instance, higher effects are seen in food-at-home and industrial goods,
while the pass-through to services is close to zero. However, given the uncertainty associated with the estimates,
the results should be interpreted with caution.

Introduction

The significant movements observed in the exchange rate over the past two years — with a BRL depreciation
throughout 2024, followed by an appreciation during 2025 — have renewed attention to the potential effects
of these variations on inflation. In episodes of this nature, it becomes essential to consider both the magnitude
and the speed at which changes in the exchange rate are transmitted to domestic prices.

This box estimates the exchange rate pass-through to inflation using local projection models, a methodology
that allows for directly measuring the response of inflation to exchange rate shocks throughout different
horizons. The analysis is conducted for the IPCA headline index and for several analytical series derived from
it —such as administered prices, services, food-at-home, industrial goods, and core inflation measures.

The central estimates indicate sizable but heterogeneous exchange rate pass-through effects across the
different IPCA components. However, given the high degree of uncertainty associated with these estimates,
the results should be interpreted with due caution.

Methodology

The exchange rate pass-through coefficients are estimated using local projection models, based on monthly
observations from July 2006 to December 2025. The specification for horizon h is given by:

Pe+n — Pe—1 = " "Aey + ¥ + yiAe,_q + yFAICBT, + YIAICBT, ; +v4' (up — uf) + y£IPPCV, + YEIPPCV,_q + y}Ape_q + &

where P: denotes the price level, in month ¢ , of the inflation measure under analysis, seasonally adjusted;
e; represents the monthly average of the USD/BRL exchange rate in ¢t ; /CBr, and corresponds to the price
level of the BCB’s Commodities Index — Brazil (IC-Br)" in t . The three variables — p; , e: and ICBr; — are
expressed in natural logarithms, so that their absolute monthly change, indicated by the difference operator
A , approximately corresponds to the percentage change of the variable.

1/ Given the negative correlation frequently observed between commodity prices and the USD/BRL exchange rate, the estimated
exchange rate pass-through coefficients would tend to be biased downward if a commodity price index were not included as a
control variable. Intuitively, in the absence of this control, the coefficient associated with the exchange rate would capture not
only the exchange rate pass-through itself, but also the impact of commodity prices on inflation, which tends to offset part of the

exchange rate effect. For a more detailed discussion, see box /nfluéncia dos Precos de Commodities sobre o Repasse Cambial in the
March 2015 Inflation Report (IR) (Portuguese only).

March 2026 \ Banco Central do Brasil \ Monetary Policy Report \ 66


https://www.bcb.gov.br/content/ri/relatorioinflacao/201503/RELINF201503-ri201503b3p.pdf

In addition to these variables, the estimation includes IPPCV_t, which represents the pressure index in
Brazilian supply chains in t 2, and w_t, a monthly proxy for the degree of slack in the economy.? Finally, £ _t
represents the unobserved error term.

The parameters ¢"and Vih ,fori=1,2,..,7,are estimated by ordinary least squares (OLS) for each horizon h
between 0 and 24 months, using heteroscedasticity-robust standard errors. The parameter of interest is ¢",
which measures the cumulative exchange rate pass-through over horizon h . More precisely, ¢" quantifies the
expected increase, in percentage points, of accumulated inflation between t and t + h after a 1% depreciation

of the exchange rate at t . For example, if " = 0,1,a10% depreciation would imply a 1 percentage point (p.p.)
increase in accumulated inflation.

Results

Figures 1 to 6 present the exchange rate pass-through coefficients for the headline IPCA, administered
prices, market prices, and the three market price segments (services, food-at-home, and industrial goods).
Each figure displays both the point estimates and the 90% confidence intervals (Cl).

Initially, it can be seen that, in all cases, the Cl are quite wide, indicating substantial uncertainty surrounding
the estimates. Accordingly, the central results should be interpreted with due caution.

Figure 1 —IPCA Figure 2 — Administered prices
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Figure 3 — Market prices Figure 4 — Services
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2/ This pressure index was presented in the box Brazilian supply chains pressure index in the September 2022 IR. Its inclusion in the
regressions aims to control for the effects associated with disruptions in global production chains, which became particularly relevant
during the pandemic.

3/ The output gap estimates monitored by the Banco Central do Brasil (BCB), and regularly updated in boxes of the Inflation Reports (IR)
through 2024 and of the Monetary Policy Reports (MPR) starting in 2025, are calculated at a quarterly frequency. To obtain a monthly
measure of slack, this box relies on the unemployment gap estimated according to the methodology of Santos and Sabbadini (2025),
which is based on services inflation and labor market data. As highlighted in Chapter 2 of this MPR, there is substantial uncertainty

surrounding any measure of slack, which is why the Copom assesses its projections using different estimates and scenarios for this
variable.

March 2026 \ Banco Central do Brasil \ Monetary Policy Report \ 67


https://www.bcb.gov.br/content/ri/inflationreport/202209/ri202209b5i.pdf

Figure 5 — Food-at-home Figure 6 — Industrial goods
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Regarding the point estimates, coefficients of 0.10 and 0.16 are obtained for the headline index at the
12- and 24-month horizons, respectively. Thus, a 10% BRL depreciation would imply increases of 1 p.p. in
accumulated inflation over the subsequent 12 months and 1.6 p.p. over the 24-month period. The central
estimates for administered and market prices are quite close to those for the headline IPCA. However, in
the case of administered prices, given the higher degree of uncertainty, the estimates are not statistically
significant For most horizons. The BCB's small-scale semi-structural models, both in their aggregate and
disaggregated versions, suggest an exchange rate pass-through coefficient of 0.10 for the headline IPCA at
the four-quarter horizon —the same value as the estimate reported in Figure 1 —but with a higher coefficient
for administered prices (0.18) and a lower one for market prices (0.07), respectively.*

The pass-through coefficients for market price segments are heterogeneous. On the one hand, the estimated
exchange rate pass-through for services is very close to zero, and it is not possible to rule out that it is, in
practice, null. On the other hand, substantial pass-through effects are estimated for industrial goods and,
especially, for food-at-home. In the case of food, the pass-through is not only intense but also quite fast: in
the 12-month horizon, the coefficient is 0.26, which represents almost 80% of the cumulative pass-through
over 24 months (0.33). Even so, given the particularly high uncertainty in this segment, additional caution is
recommended when interpreting these results. These estimates for market price segments are qualitatively
similar to those obtained from the disaggregated version of the BCB's small-scale semi-structural model,
which also suggests low pass-through for services and high coefficients forindustrial goods and, most notably,
for food-at-home.>

The exchange-rate pass-through was also estimated for the average of the core inflation measures.t The
estimated coefficients, shown in Figure 7, indicate sizable pass-through, reinforcing the interpretation that
the exchange rate has an important effect on the inflation process. However, the coefficients obtained for the
average of the core measures are smaller than those estimated for the headline IPCA. This result may stem
from the lower sensitivity of the core measures to the volatile components of the IPCA, which are possibly
more influenced by exchange rate changes. In particular, the EX0 and EX3 core measures exclude components
of food-at-home, a segment for which the estimated exchange rate pass-through is high (Figure 5).

It is interesting to note that lower pass-through coefficients appear not only in the core average, but also
in each of the five core measures that comprise it. This result can be seen in Figure 8, which presents the

4/ See box Updating the model for the medium-term projection of administered prices in the June 2025 MPR, which presents exchange
rate pass-through coefficients for both market and administered prices. It should be noted that the model for administered prices
discussed in this box is generally not based on estimated equations, but rather on calibrations anchored in the prevailing institutional
framework. Therefore, while these calibrations seek to reflect price behavior under the current regime, the empirical exercises
presented here capture an average effect over the sample, which may encompass different institutional regimes.

5/ See box Updating of small-scale semi-structural models in the June 2024 IR.

6/ The core average is calculated as a simple average of the monthly changes of five IPCA core measures: EX0, EX3, the smoothed
trimmed mean core (MS), the double-weighted core (DP), and the 55th percentile (P55). For more details, see box Update of the
set of core inflation measures commonly considered by the BCB for economic outlook analysis in the June 2020 IR.
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coefficients of these core measures at the 12-month horizon. The coefficients are lower than that of the
headline IPCA and exhibit similar magnitudes — a nontrivial result, considering that these core measures
follow quite distinct calculation methodologies.”

Figure 7 — Average of core inflation measures Figure 8 — Core inflation measures
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Analogous results can be observed in Figures 9 and 10, which examine in greater detail the two segments
with the highest estimated pass-through — industrial goods and food-at-home - presenting the coefficients
for some of their subcomponents in the 12-month horizon. In both cases, the estimated pass-through for
the core measure of each segment? is lower than that estimated for its aggregate, in line with the pattern
observed for the headline IPCA.

Figure 9 — Industrial goods and components Figure 10 — Food-at-home and components
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In the case of industrial goods, in contrast with the lower pass-through obtained for the core measure (EX3
Industrial goods), a higher coefficient is estimated for goods with volatile prices. For food-at-home, coefficients
are also estimated for the breakdown of the segment into processed, fresh, and semi-processed foods.
Coefficients are high in all cases. The central results are particularly elevated for fresh and semi-processed
foods, although they are not statistically significant.

The analyses presented so far considered the decomposition of market price products into services, food-at-
home, and industrial goods. Although this segmentation is the most commonly adopted in outlook analysis,
such as in this MPR, it is not the only possible breakdown. Alternatively, the market price segment may be
decomposed into services, durable goods, semi-durable goods, and non-durable goods; or, similarly, into
tradable and non-tradable products. Figures 11 and 12 show the pass-through coefficients estimated for
these alternative segmentations, at the 12-month horizon.

7/ For more details on these methodologies, see the Technical Note Ndcleos de inflacdo e outras séries analiticas derivadas do IPCA:
metodologia consolidada (Portuguese only), published in December 2025.

8/ The food-at-home core in this case comprises the six food-at-home items that are included in the EX1 core: (i) flours, starches, and
pasta; (i) processed meats and fish; (iii) baked goods; (iv) beverages and infusions; (v) canned and preserved foods; and (vi) salt and
condiments.
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Figure 11 — Durables, semi-durables and non-durables Figure 12 — Tradables and non-tradables
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Compared with the aggregate of market price goods, the estimated pass-through is slightly higher for durable
goods, while it is slightly lower for semi-durables. The point estimate is substantially higher for non-durable
goods, possibly reflecting the stronger pass-through observed in food-at-home (Figures 5 and 10), whose
components fall into that category. However, as in the case for food-at-home, the uncertainty associated
with these exchange rate pass-through estimates is particularly high, which precludes definitive conclusions.

Finally, in the segmentation between tradable and non-tradable goods, the estimated pass-through is higher
for the former than for the latter. This is an expected result, given that the non-tradable group includes
products with low export or import potential (such as services), while the tradable group comprises market
price components that are more subject to external conditions.

Conclusion

The central estimates indicate sizable but heterogeneous exchange rate pass-through effects across the
different IPCA components. For the headline index, the estimated coefficients stand at 0.10 and 0.16 over
the 12- and 24-month horizons, respectively, while the average of the core measures shows more moderate,
though still relevant, pass-through. Higher values are observed for industrial goods and, especially, for food-
at-home, a segment in which the estimated pass-through is both strong and relatively fast. In contrast, the
pass-through to services is very close to zero, consistent with the inherently lower sensitivity of this segment
to exchange-rate movements.

Despite these patterns, the analysis reveals wide confidence intervals in all cases, indicating a high degree
of uncertainty surrounding the estimates. Moreover, different approaches — such as structural models,
semi-structural models, vector autoregressive models (VARs), or alternative specifications for local-projections
— may produce different results. Therefore, although the coefficients presented here provide useful
benchmarks for the possible order of magnitude of exchange rate pass-through, their interpretation should
be carried out with caution.
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Consolidated methodology for IPCA-derived analytical series

Technical note released in December 2025 consolidates the methodology for analytical series derived from the
Extended National Consumer Price Index (IPCA). In addition to documenting and updating the calculation criteria,
the note made it possible to provide longer time series.

In December 2025, the Technical Note Ndcleos de inflacdo e outras séries analiticas derivadas do IPCA:
metodologia consolidada (Inflation cores and other IPCA-derived analytical series: consolidated methodology)
was published (Portuguese only). The note promotes greater transparency by consolidating, in a single
document, the detailed methodology for the calculation of 22 IPCA-derived analytical series.' These series,
elaborated by the BCB’s Department of Economics (Depec), have a strictly analytical purpose, intended to
facilitate the assessment of the Brazilian inflation outlook.

Twenty out of these 22 series were already released through the Time Series Management System (SGS).?
The series of underlying services and industrial goods core, often analyzed in the MPR, were included in the
SGS only after the release of the technical note, under the denominations EX3 Services and EX3 Industrial
goods. These new denominations reflect the direct correspondence between these series and the services
and industrial goods components of the IPCA EX3 core.

In addition to the consolidation, the note incorporated minor adjustments in the methodology, with results
remaining virtually unchanged for the post-2012 period.? The adjustments, detailed in Section 3 of the technical
note, sought to correct inconsistencies and promote greater methodological uniformity. The most relevant
change was introduced in the IPCA subgroup "12. Food-away-from-home", reclassified from the industrial
goods segment to the services segmentin the period before 2012, following the classification already adopted
in the subsequent period. Even in cases of more significant changes, the key economic messages underlying
each analytical series are preserved. This can be seen in Figures 1 to 5, which compare the 12-month changes
between the new and previous series for the five categories with the greatest changes (services, industrial
goods, non-durables, semi-durables, and durables).

Finally, in addition to consolidating and updating the methodology, the note made it possible to provide
longer time series, starting in January 1991. The only exceptions are the smoothed trimmed mean core (MS)
and the double-weighted core (DP) — which start in December 1991 and January 1995, respectively, due to
the need for a minimum number of past inflation observations for their calculation.

1/ Previously, these methodologies were discussed in several boxes of the Inflation Report (IR) — currently named Monetary Policy
Report (MPR) — published since June 1999. See Annex | of the technical note for a list of these boxes.

2/ The 20 series that were already available in the SGS are: Administered prices; Market prices; Food-at-home; Services; Industrial
goods; Tradables; Non-tradables; Non-durables; Semi-durables; Durables; EX-Food and Energy (EX-FE) core; Exclusion-based core
EXO; Exclusion-based core EX1; Exclusion-based core EX2; Exclusion-based core EX3; Trimmed mean core (MA); Smoothed trimmed
mean core (MS); Double-weighted core (DP); 55th percentile core (P55); and Diffusion index.

3/ The new series can be accessed in the SGS through the existing codes. Previous series will remain available in the SGS, under other
codes but will no longer be updated. The codes for the new and previous SGS series are listed in Annex 2 of the technical note.
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Figure 1a — Services inflation
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Figure 3a — Non-durable goods inflation
New vs. previous series
%, YoY
30 -
25 4 !
20 A
15
104 ¢
5 44
0 r . r r ] r
-5 4
Jan Jan Jan Jan Jan Jan Jan

1998 2002 2006 2010 2014 2018 2022

Previous series = = = = New series
Figure 4a — Semi-durable goods inflation
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Figure 1b — Services inflation
Difference between the new and previous series
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Figure 3b — Non-durable goods inflation
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Figure 4b — Semi-durable goods inflation
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Inflation outlook

This chapter analyses the inflation outlook. Inflation projections presented extend until 2028Q3, thus
comprising ten quarters ahead.*® Projections use the set of information available until the 277% Copom
meeting held on March 17-18, 2026. As for the conditioning factors used in the projections, especially those
from the Focus survey, the cut-off date is March 13, 2026, unless otherwise stated.

Inflation projections represent Copom’s view and are conditional on a set of variables. Projections
are generated using a set of models and available information, combined with judgment.*' The scenarios
presented in this chapter use as conditioning assumptions the trajectories of the Selic rate from the BCB's
Focus survey and the exchange rate based on the PPP theory.* Projections depend not only on assumptions
about interest and exchange rates, but also on a set of assumptions about the behavior of other exogenous
variables. The projections are presented along with probability intervals, which highlight the degree of
uncertainty surrounding them.

Prospective analysis is essential in monetary policy decision-making. Monetary policy impacts the
economy through long, variable, and uncertain lags. Therefore, prospective analysis is fundamental to Copom's
decisions, involving the building of scenarios and projections and the analysis of the risks involved. The MPR's
projections are some of the quantitative instruments that help guiding Copom’s decisions. The Committee
uses a wide set of information to support its decisions. In the conduct of monetary policy, the horizon that
the BCB deems appropriate for the return of inflation to the target depends on the nature and persistence
of the shocks and the transmission mechanisms operating in the economy.

2.1 Revisions and short-term projections

Consumer inflation in the Dec-Feb quarter was slightly lower than expected, with the downward surprise
once again concentrated in food-at-home. Actual inflation was 0.07 p.p. below the Copom’s scenario (Table
2.1.1). Food-at-home change was again lower than projected, with the downward surprise widespread among
fresh, semi-processed, and processed food. The better-than-expected result in the food group was partially
offset by stronger increases in industrial goods, services, and administered prices. In industrial goods, the
surprises were relatively widespread, with a relevant contribution of personal hygiene. In services, the upward
surprise is mainly due to the higher-than-anticipated change in airfare — the evolution of less volatile services
was in line with projections. Among administered prices, downward surprises were observed in items such as
pharmaceutical products, sewage and water fees, urban bus fares, and electricity. The projection for inflation
in March was revised from 0.29% in the previous MPR to 0.33% in this MPR, with higher projections for food
and administered prices.

40/ See box Governance for the communication of the inflation projections horizon in the September 2024 IR.
41/ See box BCB's analysis and projection system in the March 2023 IR.
42/ See box Exchange rate path in BCB projections and the purchasing power parity in the September 2020 IR.
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Table 2.1.1 — IPCA - Inflation surprise
% change

2025 2026

Quarterly  12-month

Dec Jan Feb up to Feb upto Feb

Copom's scenario’ 041 042 0.60 1.44 3.89
Actual IPCA 0.33 0.33 0.70 1.37 3.81
Surprise (p.p.) -0.08 -0.09 0.10 -0.07 -0.07

Sources: IBGE and BCB
1/ Scenario at the December 2025 Monetary Policy Report cut-off date.

Short-term monthly projections indicate that 12-month inflation is expected to reach its lowest value
in the past two years but will still remain above the inflation target (Table 2.1.2). Following a period with
smaller increases, food-at-home prices are expected to move closer to the seasonal pattern. Despite the
acceleration, the 12-month change in the segment is expected to remain at low levels. Prices of industrial
goods are expected to decelerate compared with the Dec-Feb quarter - period when the reversal of discounts
associated to the Black Friday pressured changes in the segment. In the seasonally adjusted series, prices of
industrial goods are expected to maintain moderate increases, reflecting the BRL appreciation and the still
smallincrease in industrial producer prices. In the services segment, price changes are expected to be lower
until June, following the period with higher seasonality. Considering seasonally adjusted data, underlying
inflation measures should remain under pressure, consistent with the high degree of inertia in prices of this
segment and with the still heated labor market. Among administered prices, the projection incorporates
higher electricity tariff flags, with the transition to more restrictive tariff flags in May (yellow) and June (red
1). The projection also incorporates the recent increase in oil prices and its effects on domestic fuel prices. In
this context, the average of core inflation measures should remain above the inflation target in the seasonally
adjusted and annualized series.

Table 2.1.2 — IPCA - Short-term projections
% change

2026
Mar Apr May Jun

Monthly change 0.33 0.42 0.32 0.33
Quarterly change 1.37 1.46 1.07 1.07
12-month change 3.58 3.56 3.63 3.72

Sources: IBGE and BCB
1/ Copom's reference scenario at cut-off date.

2.2 Conditional projections
Inflation determinants and conditioning assumptions*

Compared with the previous MPR, the trajectory assumed For the Selic rate in the reference scenario
is higher throughout the entire horizon. In the monetary tightening cycle between the September 2024
and June 2025 meetings, the Selic rate was raised from 10.50% to 15.00% p.a., a level maintained until the
March 2026 meeting. In the Focus trajectory considered, the Selic rate resumes a downward trajectory in the
second 2026 meeting, albeit with a lower-than-expected reduction, 0.25 p.p. instead of 0.50 p.p. Although the
Focus trajectory is slightly higher than in the previous MPR during part of 2026, the prospect for the end of

43/ For more details about the procedures used in the building of conditioning assumptions for the Selic, exchange rate, and oil price,
see the methodological appendix in this chapter.
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2026 continues to be 12.25% in both MPRs. For 2027, the Selic trajectory remains above that considered in
the previous MPR but with an extra reduction in the last quarter, so the expected Selic level at the end of the
year was maintained at 10.50%. For the end of 2028, the rate was raised from 9.50% to 10.00%. (Figure 2.2.1).

InFlation expectations declined For 2026 but the gap from the inflation target remains for the subsequent
years. When compared with the December 2025 MPR, median expectations from the Focus survey decreased
from 4.16% to 4.10% for 2026 and remained at 3.80% for 2027. In the analyzed scenarios, in addition to the
trajectory of inflation expectations extracted from the Focus survey, Copom also considers expectations from
other sources, such as financial instruments, endogenously generated expectations from available models,
or from other surveys, such as the Firmus.*

The trajectory of the real ex-anteSelic rate remained slightly higher than in the previous MPR throughout
the entire horizon. The four-quarter-ahead Selic rate, adjusted for inflation expectations over the same
period —both extracted from the Focus survey and measured in quarterly averages —increased in relation to
the previous MPR (Figure 2.2.2). In the short term, the increase in the real Selic rate was mainly due to the
reduction in inflation expectations for 2026. Subsequently, the increase is explained by the slightly higher
nominal Selic trajectory. Overall, the ex-ante real Selic rate began an upward trend in 2024Q2, reaching the
peak 0of 9.6% in 2025Q3, and then resumed a downward trend that reaches 6.2% at the end of the horizon,
higher than in the previous MPR.

Figure 2.2.1 — Selic rate target assumption for Figure 2.2.2 — Four-quarter-ahead real Selic

projections — Focus survey expectations Quarterly averages

Quarterly averages % p.a.
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Dec 2025 MPR inflation expectations for the same period, both variables extracted from the
Focus survey.

Mar 2026 MPR

The BRL appreciated in the quarter but has been oscillating in the short term due to the developments
of the Middle Eastern conflict. The DXY index, which measures the global strength of the USD, oscillated
throughout 2026Q1, showing a depreciation trend until the end of February followed by a recovery after
the outbreak of the conflicts. Domestically, agents’ perception of the fiscal situation continues to affect
domestic asset prices, but the interest rate differential has contributed to the appreciation of the domestic
currency. In the inflation projections of the reference scenario, the exchange rate starts at USD/BRL 5.20 —
2.8% lower than the USD/BRL 5.35 considered in the December 2025 MPR - and follows a path according
to the PPP (Figure 2.2.3). The average exchange rates considered in the last quarters of 2026 and 2027 are
USD/BRL 5.23 and USD/BRL 5.29, respectively.

Oil prices rose strongly due to the Middle Eastern conflict. The outbreak of the Middle Eastern conflict
in late February led to a strong increase in oil prices compared with the previous MPR. As highlighted in the
methodological appendix of this chapter, the governance of the reference scenario projections uses, as a
starting point for oil prices, the average of prices over the ten business days ending on the last day of the
week prior to the Copom meeting. Using this procedure and considering the quarterly average, the Brent-
type oil price starts from USD 75 in 2026Q1, rises to USD 86 in 2026Q?2, falls in 2026Q3 and 2026Q4 to USD
77 and then grows at 2% p.a. (Figure 2.2.4). The prices trajectory from 2026Q1 is around 24% higher than

44/ Further details about the Firmus survey (Portuguese only) are available at https://www.bcb.gov.br/publicacoes/firmus. See box
Firmus survey — expectations and sentiment of Brazilian firms in the September 2025 MPR.
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in the previous MPR. Commodity prices, measured by the IC-Br in USD, have grown since the previous MPR,
especially metal and energy ones.

Figure 2.2.3 — Exchange rate assumption for Figure 2.2.4 — Brent-type oil price
projections — PPP trajectory Quarterly averages
Quarterly averages UsD/Barrel
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The neutral real interest rate assumed for projections in the reference scenario is 5.00%. As it is
an unobservable variable whose measurement is subject to high uncertainty, the BCB relies on several
methodologies for the neutral rate estimation.* In the analysis and decision-making process, alternative
inflation scenarios with different values for the neutral rate are also considered.

From a Fiscal point of view, the structural primary balance is expected to improve gradually over time.
The variable used in the fiscal projections is the 12-month central government primary balance, adjusted for
outliers and for the business cycle. It should be emphasized that projections evaluated by Copom depend on
assessments about the evolution of fiscal and quasi-fiscal policies and their institutional framework, reforms,
and necessary adjustments in the economy. Their effects on projections are captured through asset prices,
expectations from the Focus survey, and their effect on the economy’s structuralinterest rate. Besides these
channels, fiscal policy influences conditionalinflation projections throughiits effects on the aggregate demand.

The hydrological scenario remained similar to that of the previous MPR. The year 2025 ended with a yellow
flag in December. For 2026, the monthly distribution is as follows: green flag in effect until April, yellow flag
in May, red 1 flag in June and July, red 2 flag in August and September, red 1 flag in October and November,
and yellow flag in December. The same sequence of flags is assumed for the last months of each quarter
from 2027: green flag in March, red 1 flag in June, red 2 flag in September, and yellow flag in December. The
assumption of a “neutral” flag sequence from the point of view of YoY projections ensures that medium-
term projections, especially for the relevant horizon, are not affected by this uncertain and specific factor.

Financial conditions have tightened since the previous MPR, mainly reflecting the oil and risk groups.
Financial conditions, measured by the BCB's Financial Conditions Index (FCl), reached more restrictive levels
in mid-March 2026 thanin December 2025 (Figures 2.2.5 and 2.2.6).*¢ The FCl increase since the previous MPR
mainly reflected the rises in the oil price and in the Chicago Board Options Exchange Volatility Index (VIX).*

45/ See, for instance, box Update of neutral real interest rate measures in Brazil in the June 2024 IR.

46/ The previous MPR used FCl data up to December 5, 2025, while the current one uses data up to March 13, 2026. By construction, the FCI
is a dimensionless measure, with a zero mean and unit variance in the sample considered since January 2006. For a description of the
methodology used in the FCl calculation, see box Financial Conditions Indicator in the March 2020 IR, and, for the FCI decomposition
into domestic and external factors, see box Decomposition of the Financial Conditions Index into domestic and external factors in
the December 2022 IR.

47/ It should be emphasized that the FCI reflects multiple elements and should not be interpreted as an indicator of monetary stimulus
or tightening. Moreover, the relationship between this index and inflation is ambiguous because some of its components, such as
those related to risk premium and exchange rate, are in general positively related to inflation and negatively related to activity.
Therefore, tighter financial conditions indicate lower economic activity growth ahead but may imply either higher or lower inflation,
depending on the factors affecting their movement.
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Figure 2.2.5 — Financial Conditions Index Figure 2.2.6 — Financial Conditions Index
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The GDP growth remained relatively stable in 2025Q4, after slowing down throughout the year. Seasonally
adjusted GDP rose 0.1% in 2025Q4 compared with 2025Q3, after stability in 2025Q3 and expansions of 0.3%
in 2025Q2 and 1.5% in 2025Q1. The GDP growth in 2025 reached 2.3%, below that observed from 2021 to
2024. In 2025Q4, services and agriculture increased 0.8% and 0.5%, respectively, while industry declined
0.7%. On the same comparison basis, household consumption remained stable, while GFCF fell by 3.5%,
influenced by the base effect due to the import of an oil rigin 2025Q3. The GDP growth projection for 2026
was maintained at 1.6%.*®

Labor market and installed capacity utilization indicators continue to show mixed signals. The
unemployment rate declined to a new historical low, 5.3%, in the Nov-Jan quarter (seasonally adjusted).
Conversely, net hirings, measured by the New Caged, fell to a monthly average of around 63,000 in the Nov-Jan
quarter, from an average of 83,000 hirings in the Aug-Oct quarter (seasonally adjusted data). The seasonally
adjusted Level of Utilization of Installed Capacity (Nuci), calculated by the Getulio Vargas Foundation (FGV),
increased from 79.9% in November to 81.6% in February.

The labor market spider chart continues to show signs of heating up. This measure considers historical
information from several labor market indicators up to January 2026 (Figure 2.2.7). Most variables are in the
top two quartiles, i.e., above the historical median. By comparing January 2026 and October 2025, except
for the hiring-to-layoff salary ratio and the employment in manufacturing, all other indicators point to labor
market heating. In the YoY comparison, six out of eleven indicators analyzed point to lower labor market
heating compared with January 2025.

The output gap remains at slightly positive levels but is projected to fall over the next quarters.
The estimated output gaps for 2025Q4 and 2026Q1 are 0.4% and 0.1%, respectively (Figure 2.2.8).* The
downward output gap trajectory is consistent with the recently observed inflation deceleration. An output
gap reduction to negative values is anticipated over the next quarters, reaching -0.4% in 2027Q3, similar to
the -0.4% projection for 2027Q2 in the previous MPR. Tight monetary conditions play an essential role in
this movement. As highlighted in previous MPR and IR editions, the output gap presented in this chapter
incorporates information from different methodologies and Copom’s judgment. It should also be noted that,
due to the high level of uncertainty in output gap estimates, Copom evaluates projections with different
estimates and scenarios for this variable.

48/ See box Projections for GDP growth in 2026 in this MPR.
49/ Projections of these activity variables were used for 2025Q4 when data were not available.
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Figure 2.2.7 — Job market Figure 2.2.8 — Output gap: estimates and dispersion
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Inflation projections

Inflation projections presented in this MPR represent Copom’s view and result from a combination of
analysis of recent developments, use of models and conditioning assumptions, and assessment of the
state and outlook of the economy. More specifically, projections involve the following elements:i. analysis of
recent developments and experts’' projections for market prices in shorter horizons and for administered prices
up to a certain horizon; ii. use of macroeconomic models, satellite models, specific models for administered
price items, and studies; iii. building of trajectories and assumptions for the conditioning variables;*° and iv.
assessment on the state and outlook of the economy.*"

In the reference scenario projection, inflation increases until the end of 2026, resuming the downward
trajectory until the relevant horizon but remaining above the target. In this scenario —which uses the Selic
rate from the Focus survey and the exchange rate following the PPP-four-quarter inflation, afterending 2025 at
4.3%, falls t0 3.6%in 2026Q1. It then starts an upward trajectory, to a large extent due to the increase in oil prices,
ending 2026 at3.9%. From 2027 it declines again, reaching 3.1%in the last period considered, referring to 2028Q3
(Table 2.2.1). Inthe relevant horizon for monetary policy, considered to be 2027Q3, projected inflation is 3.3%.
From probability intervals built around the reference scenario (Figure 2.2.9), the estimated probability of
inflation surpassing the tolerance intervalin 2026Q4 rose from 23% to 30% for the upper limit and fell from
7% to 2% for the lower limit (Table 2.2.2), reflecting the higher inflation projection for 2026 than in the
previous MPR.>?

Table 2.2.1 - Inflation projections — Reference scenario
YoY IPCA inflation

%

2025 2026 2027 2028
Price index | 1] 11l v | Il 1] v | Il 1] v | ] 1]
IPCA 5.5 5.4 5.2 4.3 3.6 3.7 3.8 3.9 3.6 3.4 S1S) 3.3 3.2 3.2 3.1
Previous MPR difference (p.p.) [0.0] [0.0] [0.0] [-0.1] [0.0] [0.1] [0.2] [0.4] [0.4] [0.2] [0.1] [0.2] [0.2] [0.2]
Market prices 5.6 5.4 5.2 3.9 3.3 3.3 35 3.7 35 3.4 515 B 3.2 3.1 3.1
Previous MPR difference (p.p.) [0.0] [0.0] [0.0] [-0.1] [-0.2] [-0.1] [-0.1] [0.1] [0.2] [0.2] [0.2] [0.2] [0.2] [0.1]
Administered prices 5.1 5.2 5.1 5.3 4.5 4.9 4.9 4.3 3.8 3.6 3.2 34 3.3 3.2 3.1
Previous MPR difference (p.p.) [0.0] [0.0] [0.0] [0.0] [0.4] [0.8] [1.2] [1.1] [0.7] [0.2] [0.0] [0.2] [0.2] [0.2]

Note: The values in white background are actual ones, and those in hatched background are projections. The values presented are rounded. Therefore, the aggregated values may not match the
combination of the rounded disaggregated values. The difference with respect to the previous MPR is calculated using the rounded values presented.

50/ See the methodological appendix in this chapter for more details about the procedures used in the building of conditioning
assumptions for the Selic, exchange rate, and oil prices.

51/ See box BCB's analysis and projection system in the March 2023 IR.

52/ Itis noteworthy that, with the new “continuous target” system, in force since January 2025, inflation outside the tolerance intervals
implies a target breach only in the case of its occurrence for six consecutive months, in any month.
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Figure 2.2.9 — Inflation projections and fan chart — Table 2.2.2 — Estimated probabilities of inflation
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Compared with the previous MPR, inflation projections have risen. In the relevant horizon for monetary
policy, considered to be 2027Q3, projected inflation rose by 0.1 p.p. Among the factors for upside projections,
higher oil prices and the revised output gap stand out. Conversely, the exchange rate appreciation and the
marginal decline in inflation expectations contributed to smooth this increase. Compared with the Copom
meeting held in January (276 meeting), inflation projections in this horizon also increased by 0.1 p.p. (see
Minutes of the 276 meeting).

2.3 Balance of risks

Copom assesses the existence of several risks around inflation projections in the reference scenario.
There are basically two sources of risks considered. The first one is related to the use, in the reference
scenario, of conditioning assumptions based on the established governance, as is the case of the Selic rate,
exchange rate, and oil price trajectories, which do not necessarily reflect the most likely scenario assessed
by the Committee. The second one stems from the assessment of the possibility of materialization of certain
events, and theirimpacts oninflation, not considered as the most likely when building the reference scenario.
These events may occur both in the short- and medium-term.

The balance of risks presented is an instrument of monetary policy communication and provides
important information about the uncertainties assessed by Copom for the projections horizon. Some
risk factors may be assessed quantitatively with the use of scenarios based on models, while others have a
more qualitative evaluation. Not all risk factors assessed are released in the monetary policy communication.
The Committee evaluates, selects, and communicates the risk factors deemed more relevant for the inflation
dynamics in the relevant projection horizon, considering the probability of occurrence and its impact on the
economy.

In its latest meeting (277t meeting), Copom highlighted that the risks to inflation - both upside and
downside - which were already higher than usual, intensified following the outbreak of conflicts in
the Middle East. The Committee considers the impacts of these conflicts prospectively, particularly their
effects on the global supply chain and commodity prices that directly and indirectly affect inflation in Brazil.
Currently, inflation projections for the relevant horizon for the monetary policy present additional distance
from the target. At the same time, the uncertainty around those projections has considerably increased, due
to the lack of clarity about the duration of the conflicts and their effects on the conditioning variables of
the projection models. The risks to inflation, which were already higher than usual, intensified following the
outbreak of conflicts in the Middle East, and are listed below.
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Upside inflation risks in the reference scenario:
i. amore prolonged period of deanchoring of inflation expectations

The assessment of whether inflation expectations are deanchored is based on longer horizons, typically two
to three years ahead, to rely on measures that are not affected by short-term inflation deviations from the
target. Inflation expectations in the Focus survey for longer terms remained unchanged compared with the
previous MPR, above the 3.00% target, with only a slight reduction for 2026. Compared with the previous
MPR, the median fell from 4.16% to 4.10% for 2026; remained at 3.80% for 2027 and at 3.50% for 2028 and
2029. The persistence of deanchoring for a prolonged period would have consequences for the credibility of
the inflation-targeting system, tending to make expectations more sensitive to short-term shocks, to pressure
the dynamics of prices and salaries, and to increase the exchange rate pass-through to prices.

ii. astronger-than-expected resilience of services inflation due to a more positive output gap

In the case of materialization of higher-than-expected economic activity, inflation would be pressured to
values above those of the reference scenario. Services inflation would be particularly affected for being the
most sensitive to the output gap. Moreover, for having greater inertia than other groups, its disinflation tends
to be more costly and slower than in the other groups. Furthermore, there is uncertainty about the output
gap measures, which may imply an underestimation of current output gap levels.

iii. conjunction of internal and external economic policies with a stronger-than-expected inflationary
impact, for example, through a persistently more depreciated currency.

In the international scenario, uncertainties and decisions related to the U.S. trade tariff policy have caused
volatility to the markets. Moreover, uncertainties remain about fiscal policy and the economic effects of
restrictions on the labor supply. This environment has increased uncertainties about future economic activity
andinflationin the U.S. and, consequently, about the Fed’'s monetary policy, and the behavior of global trade
and growth. Should this scenario be accompanied by global USD appreciation and strong reduction in risk
appetite, there would be pressure on the BRL, impacting domestic inflation. From the domestic point of
view, in the case of implementation of policies, such as fiscal ones, leading to a new deterioration of agents’
perception, there could be new effects on the exchange rate and inflation expectations and, consequently,
inflationary pressures.

Downside inflation risks in the reference scenario:

i. possible greater-than-projected deceleration of domestic economic activity, with impacts on the
inflation scenario

The set of economic activity and labor market indicators continues to show, as expected, some moderation
in growth, but the labor market still shows dynamism. It is noteworthy that the economic deceleration is
part of Copom's reference scenario, and its materialization is in line with the functioning of monetary policy
transmission mechanisms and its impact on inflation. However, the pace of the slowdown could be Faster
and stronger than that projected by the reference scenario. In this case, the output gap would be even more
negative in the future, amplifying the effects of the economic slowdown on prices and inflation expectations.

ii. steeperglobal slowdown stemming from the trade shock and the scenario of heightened uncertainty
Uncertainties and decisions on U.S. trade tariff policy, already mentioned in the upside risks forinflation, could
have disinflationary effects. In fact, compared with what is already considered in the reference scenario, a

greater loss of momentumininternational trade as a result of increased uncertainties and the implementation
of protectionist policies could cause a sharper slowdown in the U.S. economy and in other major economies,
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with a negative effect on global activity. This scenario could lead to the pricing of higher cuts in the Fed Funds
rates. The reduction in the U.S. Treasury yields would benefit the BRL, thus contributing to lower domestic
inflationary pressures.

iii. reduction in commodity prices with disinflationary effects

Commodity prices are highly influenced by the world business cycle. In the event of a deceleration of the
global economy, commodity prices could be pressured downward, which, if not followed by a balancing effect
of a BRL depreciation, would have disinflationary implications for the domestic economy.

2.4 Conduct of monetary policy

In the December 2025 meeting, Copom maintained the Selic rate at 15.00%, effective since June 2025,
and stressed that this decision was consistent with the strategy for inflation convergence to a level
around its target throughout the relevant horizon (Figure 2.4.1). The scenario at that time, marked by
heightened uncertainty, required caution in the conduct of monetary policy, being marked by deanchored
inflation expectations, high inflation projections, resilience on economic activity, and labor market pressures.

Figure 2.4.1 — Selic rate target
% p.a.
16 1

Jan Jan Jan Jan Jan Jan Jan
2014 2016 2018 2020 2022 2024 2026

Note: Daily values from 1.1.2014 to 3.20.2025.

In the January 2026 meeting, the Committee maintained the Selic rate at 15.00% and foresaw, if the
expected scenario was confirmed, to initiate the flexibilization of monetary policy in the March meeting.
Copom reinforced, however, that it would keep the appropriate restriction to ensure the convergence
of inflation to the target, and that the pace and the magnitude of the easing cycle would depend on the
evolution of factors that allowed greater confidence in meeting the inflation target at the relevant horizon
for the conduct of monetary policy.

Inits latest meeting, in March 2026, the Committee reduced the Selic rate to 14.75% p.a. The Committee
deemed it appropriate to begin the monetary policy calibration cycle, insofar as the prolonged period of the
Selicata contractionary level gave evidence about monetary policy transmission to the economic deceleration,
creating conditions under which adjustments to the pace of this calibration, in light of new information, can
be made so as to ensure convergence to the inflation target.

Copom judges that this decision is consistent with the strategy for inflation convergence to a level
around its target, throughout the relevant horizon For monetary policy. In the current scenario, marked
by heightened uncertainty, the Committee reaffirms serenity and cautiousness in the conduct of monetary
policy, so that future steps of interest rate calibration could incorporate new information about the depth
and duration of the conflicts in the Middle East, as well as their direct and indirect effects over time on the
price level.
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Methodological appendix
Conditioning assumptions

In the building of the reference scenario, the following procedures were adopted for the construction of the
Selic rate, exchange rate, and oil price conditioning assumptions:

i. Selicrate-starting point:targetin place at the time of the meeting in the month of the MPR publication.
Trajectory: use of the median expectations for the Selic target extracted from the Focus survey of the last
day of the week prior to the Copom meeting. It uses interpolation for the months in which the survey does
not collect the respective data, considering the values for each year’s end. Due to the use of the four-quarter-
ahead Selic rate for the calculation of the real ex-ante interest rate, the rate used extends to four quarters
ahead of the presented projection horizon;

ii. Exchange rate - starting point: average exchange rate over the period of ten working days ending on
the last day of the week prior to the Copom meeting, rounded to the second decimal at intervals of five
cents. Trajectory: based on the PPP. For the easiness in the construction of projections and the simplicity of
communication, the assumed inflation differential is the difference between the Brazilian inflation target, of
3.0% p.a., and the long-term external inflation, 2.0% p.a., in line with the inflation target of most developed
countries;

iii. Oil price — starting point: value around the average prices of Brent-type oil over the period of ten
working days ending on the last day of the week prior to the Copom meeting. Trajectory: the oil price follows
approximately the futures market curve for the next six months and then increases 2.0% p.a.

Output gap

The output gapis an unobservable variable subject to high uncertainty in its estimation, being recommended
to rely on several methodologies. The starting point are the estimates provided by several small-scale semi-
structural models and are complemented by information from other methodologies.> Therefore, the output
gap presented in this chapterincorporates information from different methodologies and Copom’s judgment.
Among economic activity variables used, the GDP, the Nuci - calculated by the FGV, the unemployment rate -
measured by the IBGE, and the stock of formal jobs — measured by New Caged of the Ministry of Labor and
Employment (MLE), all seasonally adjusted, stand out.

53/ See, for instance, box Updating output gap measures in Brazil in the June 2025 MPR.
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2025 inflation decomposition

According to estimates from the Banco Central do Brasil’s (BCB) semi-structural models, the key factors that led
inflation in 2025 to exceed the target were the inflation inertia from the previous year, inflation expectations,
and the output gap. The imported inflation and the shocks in food-at-home and industrial goods contributed to
the opposite direction.

This box shows the estimated decomposition of the deviation of the 2025 inflation rate, measured by the
change in the Extended National Consumer Price Index (IPCA), in relation to the target set by the National
Monetary Council (CMN)." The aim is to measure the contribution of the key drivers of inflation using the
BCB's semi-structural models.?

The deviation of inflation from the target is decomposed into five components: (i) inertia from the previous
year (deviation of the previous year’s inflation from the target);’ (ii) expectations (difference between inflation
expectations measured by the Focus survey and the inflation target); (iii) imported inflation (difference from
the target); (iv) output gap; and (v) other factors.* These estimates are approximations based on models and
are therefore subject to the uncertainties inherent to the modeling and estimation process.

The estimation of components relies on a scenario in which all conditioning factors are neutral, i.e., they
have no impact that would lead inflation to deviate from the target.® The contribution of each factor to the
deviation of the inflation rate from the target is obtained when these neutral conditioning factors are replaced
by the values actually observed.

Inflationin 2025 was 4.26%, 1.26 percentage point (p.p.) above the 3.00% inflation target, within the tolerance
interval set by the CMN, of plus or minus 1.50 p.p. (Figure 1 and Table 1). Inflation was 0.57 p.p. lower than the
4.83% recorded in 2024. Market prices inflation fell from 4.89% in 2024 to 3.91% in 2025, while administered
prices inflation increased from 4.66% to 5.29%. Among market prices, services rose 6.01%, industrial goods
increased 2.36%, and food-at-home rose 1.42%. Among administered prices, the contributions of residential
electricity, health insurance, and medicines stood out.

The main results of the decomposition are the following (Figure 2):

i. Inflationary inertia was the Factor with the largest contribution to the inflation deviation from the
target in 2025. Inflation in 2024 was 1.83 p.p. above the 3.00% inflation target, contributing with 1.13 p.p.
to the inflation deviation from the target in 2025. As for market prices, past inflation means current cost
pressure, arising both from other prices of goods and services used as inputs and from informal inertial
wage indexation mechanisms. For example, adjustments in wage negotiations in 2025 once again not only
followed the pastinflation trend but were also above inflation. Regarding administered prices, the emphasis
is oninstitutional arrangements that link price adjustments to past inflation, especially health insurance and
medicines;

1/ The inflation decomposition based on projection models is presented annually in the Inflation Reports (IR) through 2024 and in the
Monetary Policy Reports (MPR) starting in 2025. See, for example, the box 2024 inflation decomposition in the March 2025 MPR. Further
details on methodological procedures in the box 2017 inflation decomposition, in the March 2018 IR, and in Cusinato et. al (2016).

2/ See boxes Updating small-scale semi-structural models, in the June 2024 IR, and Updating the model for the medium-term projection
of administered prices, in the June 2025 MPR.

3/ The component “inertia from the previous year” includes the effects of all the factors affecting inflation until December 2024.

4/ Theitem “other factors” includes factors not considered in the previous items, such as specific conditioning factors of the administered
prices models and the model's residual term.

5/ As for variables that exhibit seasonality, the neutral conditioning factors also include a seasonal component.
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ii. AfFfter a strong increase in late 2024 and early 2025, inflation expectations declined throughout
2025, thus reducing its deanchoring but remaining, in general, above the target and the values observed
throughout 2024. Its contribution for the inflation deviation from the target was 0.69 p.p. The decline in
expectations reflected current and prospective inflationary pressures. According to the Focus survey, the
median expectations for the 12-month-ahead inflation (smoothed) started 2025 above the upper limit of the
inflation target, at around 5.00%, and increased until mid-February, when it reached 5.90%. Then it began a
downward trajectory, ending the year at around 4.0% (Figure 3). The median expectations for 2025 followed a
similar behavior. It began the year around 5.0%, increased until reaching values above 5.6% between February
and April, and then began a downward trend, remaining below the upper limit of the tolerance interval of
4.50% in mid-Novembetr;

Figure 1 — Inflation: IPCA and components

Table 1 — Components of the IPCA in 2025 YoY inflation
%
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. IPCA change 8
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(p-p.) 6
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Sources: IBGE and BCB

Figure 2 — Contributions to the deviation of inflation
from the target in 2025
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Sources: IBGE and BCB

Figure 3 — 12-month-ahead inflation expectations
(smoothed) — Focus survey
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iii. Imported inflation (as deviation from the target) contributed negatively to the inflation deviation
from the target, -0.47 p.p. Of this value, the main contributions came from the decline in the international oil
price (-0.28 p.p. effect) and the exchange rate appreciation (-0.19 p.p. effect). As for commodities in general,
measured by the Commodities Index — Brazil (IC-Br), the effect was neutral in the year (Figures 4 to 6);

Figure 4 — IC-Br (index in USD)
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Figure 5 — Brent-type oil price
Monthly averages
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Figure 6 — Nominal exchange rate
Monthly averages
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iv. The output gap contribution to the deviation of inflation from the target was 0.48 p.p. After strong
growth in 2024, economic activity remained heated in 2025 but, in general, following a moderate growth
trend. Gross Domestic Product (GDP) grew 2.3% in 2025, after growing 3.4% in 2024. Net formal job creation,
measured by the New Caged, fell from 1.7 million in 2024 to 1.3 million in 2025. The seasonally adjusted
Level of Utilization of Installed Capacity (Nuci), calculated by the Getulio Vargas Foundation (FGV), remained
stable at an average of 82.0% in 2025. The average unemployment rate, in turn, dropped from 6.9% in 2024
to 5.9% in 2025. Therefore, the estimated output gap for 2025 remained positive, contributing to inflation
in the period; and

v. Lastly, the other factors contributed with -0.57 p.p. to the deviation of inflation from the target in
2025.The latteritem includes factors not considered in the previous ones —mainly specific factors conditioning
administered prices, the effect of climate anomalies, and tax measures — and a part not explained by the
model, represented by shocks in the Phillips curve of market prices and in the equations of administered
prices. Using the disaggregated small-scale model for estimating the contribution of shocks in groups of prices,
the highlight is the negative contribution of shocks in food-at-home (-0.66 p.p.) and industrial goods (-025
p.p.). Conversely, it stood out the contributions of 0.13 p.p. from shocks in administered prices, and of 0.18
p.p. in electricity tariff flags, which ended 2025 at the yellow level, as opposed to the green level observed
in December 2024. These estimates are approximations based on models and are therefore subject to the
uncertainties inherent to the modeling and estimation process.

Summing up, according to the decomposition presented in this box, the key factors that led inflation in
2025 to exceed the inflation target were the inertia from the 2024 inflation, inflation expectations, and the
output gap. The imported inflation and shocks in food-at-home and industrial goods prices contributed to
the opposite direction.
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