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Increase of uncertainty in world trade
US — China dispute
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Trade uncertainty effect on global activity

=) Advanced Economies Emerging Economies us
a 0
< ’
8 -0.2 -
< -0.4 | 3 ’
(%) s
< -0.6 L’ ‘
> -
< 038 | \/ |
(o
o -1.0 |
T)
c -1.2
(@)
o -1,4
()
&= -1.6 |
18a1 18a3 19a1 19a3 20a1r 20a3 18a1 18a3 19a1 19a3 20a1 20a3 18a1 18a3 19a1 19a3 20a1r 20a3
Total effect - == = Effectofthe first wave only
= -0.8p.p.on global activityin 2019. = -1p.p.accumulatedfrom 2019to 2020.

Source: Caldara, D., M. lacoviello, P. Molligo, A. Prestipino, and A. Raffo (2019)" /

* "The EconomicEffects of Trade Policy Uncertainty." IFDP 2019-1256. ‘L BANCO CENTRAL
HLv DO BRASIL

Board of Governors.of the Federal Reserve System.




US Economy

Probability of recession - US Government popularity follows the economic activity
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Industrial Production: fall among commercial partners
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Global slowdown

Expected slowdown of the global economy
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High monetary stimulus in advanced economies
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Outflows from emerging economies — August/19

Emerging currency index —MSCI
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Outflows from emerging economies

Accumulatedin 12 months — USS billion
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Brazilian Net FX Position
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Credibility increase of the Brazilian economy

Reduction of perceived excess risk* 5 year CDS (bps) versus credit rating**
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Inflation Control and expectation anchorage
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Yield curve — DI future

2016 Reduction of inflation and of long term interests
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Yield curve — DI future
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Yield curve — DI future

2017/18 Inflation on the target and reduction of Selic rate
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Yield curve — DI future

2019 Agenda of reforms supports reduction of risk premia
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Credibility on long term targets

Fast convergence of expectations after definition of new targets
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Monetary Policy

* Inits last meeting, Copom unanimously decided to lower the Selic rate to 5.5% p.y.

* The economic conditions prescribe stimulative monetary policy, i.e., interest rates below the

structural level.

/
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Monetary Policy — Risks to the baseline inflation scenario

* Risk of inflation reduction:
i.  The high level of economic slack may continue to produce lower-than-expected prospective inflation

trajectory.

* Risks of inflation increase:

ii. A possible frustration of expectations regarding the continuation of reforms and the perseverancein
the necessary adjustments in the Brazilian economy may affect risk premia and increase the path for
inflation over the relevant horizon for the conduct of monetary policy.

* Risk (ii) intensifies in case of:

iii. The outlook for emerging economies deteriorates.

/
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Monetary Policy — Next steps

 The consolidation of the benign scenario for prospective inflation should permit additional

adjustment of the degree of stimulus.

 The next steps in the conduct of monetary policy will continue to depend on the evolution of

economic activity, on the balance of risks, and on inflation projections and expectations.

/
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Macro Stability: different policies, different instruments

Macroeconomic Stability
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GDP growth: Brazil and abroad
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Expectatlon on economicrecovery
IBC-Br shows recent improvement 1.6 % of GDP Growthin the second quarter
IBC-Br* . GDP and demand side components
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Brazilian growth affected by important shocks in 2019

Projection 2019 Argentina Global Brumadinho Forecast 2019
(Focus Oct/19) decelaration (no shocks)

Source: BCB /
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Capital and credit market expansion

Credit growth remains robust
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Credit/GDP gap —there is room to keep growing

Credit/GDP gap, disregarding FX effects
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Capital markets democratization

People trading in the stock market* Debentures

Accumulatedissuingin 12 months
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Changes already underway
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Fintech growth

In 2018 the BCB regulated 2 kinds of credit fintechs:
* Direct credit (SCD)
* Peer-to-peer (SEP)

* The segment is blossoming:

e 13 firms already in the market:
e 9SCDs
* 4 SEPs
e 20 waiting for the BCB authorization

e Qutstanding credit is growing by 300% on a yearly basis.*

* The segment is already responsible for near USS 250 millions in credit operations.

* A major aport in 2019 increased the capital of credit fintech by USS 231 millions.

4 L BANCO CENTRAL
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Changes already underway

 |nvestment funds have to redefine their business

Administration fee Fixedincome funds vs. savings account
Fixedincome, retail Afterincome tax
Initial investment Adminstration fee Income tax Breakeven Adm. Fee
(RS) (% p.y.) (%) (% p.y.)

up to 1,000 2.3 22.5 0.51

from 1,000 to 25,000 1.0 20.0 0.66

from 25,000 to 100,000 0.9 17.5 0.80

15.0 0.93

more than 100,000 0.5
* Hypothesis:
Average 1.0 1)  Selicrate: 5,50% p.y. and
’ 2)  Returnsof 100% of CDI

Source: BCB./
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Fall of the banking credit cost
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Spread decomposition

Emerging Countries * Brazil
Funding cost ** 4.0% 6.5%
Inflation** 3.1% 3.7%
Default*** 3.4% 3.6%
Banking Spread ** 3.8% 18.4%
Loan Recovery** 52.7% 14.6%
Recovery Time** 1.7 year 4.0 years
*Average among Chile, China, Colombia, Indoneésia, Meéxico, Rulssia, South Africa and Thailand
revz0ts,

Source: IFS/IMF, WEO/IMF, Doing Business/World Bank, GFDD/World Bankl, BCB and IBGE.

Source: BCB/REB./
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Emergency credit lines are regressive
Overdraft

User Profile The larger the borrower’s income, the less
the compromised income

6 monthsormore pervear I I 50

(M -allyear) Part of the income compromised with
Overdraft isthe biggest debt 1 i overdraft interests
(IM - overdraft is the only debt) Borrower's
In default income
8,8 16,8 [ % i
( M- in the overdraft) Median Top 10% indebted
Age: from 34 to 54 years old ] Up to 2 m.w.* 2.75% 21.10%
- From 2 to 5 m.w* 1.62% 10.80%
Income: less than 2 minimum wages “
From 5to 10 m.w* 1.21% 9.20%
Education: high school or less Above 10 m.w.* 0.79% 7.50%
*m.w. - minimum wage
0 10 20 30 40 50 60 70 80
+, ' Source: BCB/REB
BCEducatlon “Cheque Especial: Estatisticas adicionais sobre sua utilizacdo”, BCB Special Studies n® 60/2019./
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Overdraft, financial education is the answer

Room for improvement with users:

* Understanding how the instrument
operates

* Developingskills to choose the more
appropriate instrument to their
needs

#F BCeducacgéo

Dimension:

Financial Education

Source: BCB/REB./
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Improvements in card market

Credit Card Machine Accrediter

Market share (2015)
14.8%

85.2%

m Two largest  ®m Others

Credit Card Machine Accrediter
Market share (2018)

m Two largest  m Others

Source: BCB./
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Improvements in card market

Discount rate - Cards
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REFORMS
Agenda BCif

.



Why a reform agenda?

Structural reforms: current situation™
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Why a reform agenda?
Low growth and halted productivity
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Why the Agenda BC 7

Filling the gap: productivity impact
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Why the Agenda BC 7

Financial sector reforms have popular support and high productivity impact
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INCLUSION

TRANSPARENCY EDUCATION
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Agenda BC3t — Recent actions

e Electronic Invoice Law

e Positive Credit Bureau Law

o Both will improve competitivenessin the credit market and the banking spread.
* New funding instruments for Credit Unions

* Capital Markets Initiatives: actions to facilitate investor’s access and to promote competitiveness of

fund offering.

 Use of CPl in real estate financing contracts

o Flexibility in housing market, fosteringits integrationto the capital market, via securitization.

/
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Investments — new properties

Brazil Metropolitan Region of Sao Paulo —RMSP
1 1.000 un SA 3MA 9 1.000 un SA 3MA
8
9 7
6
5
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3
S 2
1
3 0
Mar Jul Jul Jul Jul Jul Mar  Aug Aug Aug Aug Aug Aug Aug
2014 2015 2016 2017 2018 2019 2004 2005 2007 2009 2011 2013 2015 2017
= Net sales =—New properties offering = Sales — New properties offering
Net sales Brazil New propertigs offering Sales RMSP New properties offering
Brazil RMSP
Accumulated in 2018 88,050 100,405 38,941 40,327
Accumulated in the last 12 months 93,245 103,678 48,982 57,667
Variation 6% 3% 26% 43%

Fonte: Abrainc (Brazilian Association of Real Estate Developers) and Secovi/SP

Aug
2019

/
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Agenda BCi+ — Home Equity: high potential

In a conservative scenario, around RS 500 billions can be injected in the credit market, almost the total
current real estate credit stock. = bilions)

Gross residential housing stock® 12.065 :
g Parameters Home Equity CDC *
Irregular legal status or unsettled debt? 48%

i ization® 50% Maximum Value
Not available for collateralization 0 R$300 thousands S e ek
Net residential housing stock 9.160 (RS)
Adhesi 10% 30% .
esion ° ’ N2 of instalments 120 months Up to 48 months
Available guarantee 916 2.748
Average LTV 33%
J ° Interest rate (% p.y.) TR+ 15% 153.63% p.y.
_ 300 900
Increase of stock (first draft) I I x
50% 150% Actual Total Cost
i ’ . TR + 18% 160 % p.y.
(% p.y.)
Scenario (prob.) 67% 33% . R$6,490.60 R$4,123.49
ayment
Credit to be offered (expected) 500 b (with insurance) (without insurance)

* - Market average

1 - IBGE (number of residences) and BCB (average value of residences) LTV of 60%
- (0] (!

2 - IBGE (residences w ith unsettled debt) and UN-Habitat (residences under irregular legal status)

3 - Assumption: Part of the total value of residences w ith unsettled debt or under irregular legar status that is
not available for collateralization
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Agenda BCit — FX Simplification
Single and e Consolidation and revocation
bracing L (more than 40 instruments
. : S e created after 1920)
Modernization Simplification
‘ Rationalized and _
principle * End of antiquated
iented requirements, searching for
or'eln t'e more efficiency
regulation
Flexibility to o . _
incorporate * Possibility of incorporating
Legal Security technological ra\;::‘tsbusmess models and
innovations

Alignment to international best practices /
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Agenda BC3+ — LFA

* ER v
* Diagnostic
e Operational model
proposals

e LFA v

* Policy proposals (assets
and counterparty
eligibility)

* Risk and price
methodologies

Ordinary Situations:
Legally and regulatory foreseen operations

|

Extraordinary Situations

Liquidity Financial Assistance (LFA)

-

Last Resort Operations Rediscount
o
@dings: I Operation: Reguh
Foreign currency : 15 working days
TS ; 90 consecutive days
, Lending . | 1 Modality: repo, or Operation:
.supported by Lawd | | rediscount Standing Facility
"(Law 4,959/64 and; :_ L (intraday and one
11,882/08) ;| 7 ~! working day)
‘o ' Operation: Special ; Type: repo
= Up to 359 consecutive| |
days ———————
w)dality: repo

_/

o=~

.
R |
-

I |
Need of Regulation 1 BCB Rediscount

Specific Law required
(LRF)

FGC Financial Assistance
FGC Resources Allocation Program
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Agenda BC3+ — LFA

 Compliance with FSAP recommendation (2012)
* Incentive to liquidity in markets

* Promotion of asset registering

* Facility to perform a classic central bank function

e Structural reduction compulsory deposits needs

/

4 L BANCO CENTRAL

ln,_v DO BRASIL



LFA
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Agenda BC
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Agenda BC3f — BCB Autonomy

Average Inflation

Countries with more autonomous CBs have lower inflation level and volatility

m SPA
m NZ
mITA
UK
: AUS m DEN
| m FRA/NOR/SWE
0.5 1 1.5 2 2.5 3 35 4

Index of Central Bank Independence

4.5

Variance Inflation

40
miITA
30
m UK
B NZ
20 | [ ] AUS;"FR.‘.\J
10}
0 L L : . ' ,
0.5 1 1.5 2 2.5 3 3.5 4 4.5

Index of Central Bank Independence

Source: Alesina A. e L. Summers (JMCB, 1993), Central Bank Independence and Macroeconomic Performance: Some Comparative Evidence /
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Conclusions

e Selic rate renewed its historical minimum at Copom last meeting.

= External outlook s still uncertain and risks of a deeper slowdown of the global economy remain.
= Reforms and adjustments of the Brazilian economy are progressing;

=  The continuity of this process is essential for the structural interest rate reduction and the sustainable

recovery of the economy.

=  The next steps of the Monetary Policy will continue to depend on the evolution of economic activity,
on the balance of risks, and on inflation projections and expectation, and the consolidation of the
benign scenario for prospective inflation should permit additional adjustment of the degree of

stimulus.
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Conclusions

 Another important issue has been the BCB renewed credibility, built on a cautious conduct of

the Monetary Policy.

=  An additional step toward more credibility will come from the approval of BCB Autonomy Bill.

 Moreover, to contribute to productivity growth in our economy, the Agenda BC# acts to remove

existing barriers that prevent the financial system to fulfill its role of promoting an efficient

resource allocation among the economic activities.
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THANK YOU

ROBERTO CAMPOS NETO
Governor of Central Bank of Brazil

October, 2019




