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BRAZIL: DIVERGENCE IN CREDIT GROWTH CYCLES May 2nd 2013

Credit operations: March 2013 results

= The stock of outstanding credit held by the private sector rose to R$2.3trn—51.3% of GDP—in March, according to monthly data released by the
Brazilian Central Bank last Friday. Real (inflation-adjusted) annual credit growth slowed 40bp from February to 10.1%. The result points to
deceleration in the annual growth pace of credit since 2012. (Figure 1.) It also shows that there are ongoing growth cycle divergences between
directed vs. non-directed loans, as well between loans issued by government vs. private banks. (Figures 2 and 3.)

= Real year-on-year loan growth to companies decelerated 40bp mom to 10.5% in March upon the slower expansion of non-directed loans, mainly from
foreign banks. Loan growth to individuals slowed 20bp mom to 9.7% yoy owed to weaker growth of auto and personal loans.

= Directed loans—which are earmarked funds issued at subsidized rates by the government and private banks—now account for 42% of outstanding
credit. Their growth has been outpacing that of non-directed loans since 2009 upon acceleration in BNDES and mortgage lending. (Figure 2.) Year-
on-year directed loan growth accelerated 40bp mom to 17.5% in March, on account of expansion in corporate lending. Non-directed loan growth has
yet to regain traction; it slowed 70bp mom to 5.4% upon broad-based deceleration in corporate and consumer lending.

Figure 1: Bank credit growth to private sector Figure 2: Growth of directed vs. non-directed lending Figure 3: Bank credit flows to private sector by lender,
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Loan quality: Some improvement for private banks.

= The 90-day total NPL ratio peaked in 2H12. It came in at 3.6% in March, unchanged from February but down 20bp yoy. Improvement is uneven and
varied by segment. The 15-90 day NPL ratio rose 10bp mom to 4.1% due to a 20bp mom deterioration in the ratio for loans to individuals. The 90-
day NPL ratio is higher for individual (5.4%) vs. corporate (2.2%) loans; non-directed (5.5%) vs. directed loans (1.1%); and loans issued by private
(5.0%) vs. government banks (1.9%). The highest NPL ratio is for non-directed loans to individuals, which fell 10bp mom to 7.6% in March.

= Asset quality is gradually improving for private banks. The 90-day NPL ratio among domestic banks decreased 20bp mom to 4.8%, while among
foreign banks it decreased 10bp mom to 5.4%. At government-controlled banks it was at 1.9%, unchanged from February. (See Appendix for graphs.)

= The household debt burden remains high. Households’ payments on principal and interest obligations as a share of disposable income fell to 21.7%
in February from 21.9% in January. Yet, at this level, it means that over one-fifth of disposable income is still directed to pay debt obligations.

Origin of capital: Government-controlled banks are still driving credit flows.

= Credit flows to the private sector are being driven by government-controlled banks since mid-2011. Government banks have financed 49% of the
stock of outstanding credit as of March, up from 33% in 2007. Moreover, in the last 12 months, they have supplied nearly three-quarters of credit
flows to the private sector, as private banks restrained lending amid deteriorated asset quality and slower pace of economic growth. (Figure 3.)

= Government banks have been gaining market share under pressure to aggressively increase lending to stimulate credit growth and reduce private
banks' high spreads. Credit costs for individuals dropped 50bp mom to 24.4% in March, prior to the BCB's recent SELIC rate hike in April.

= An important part of lending growth is attributed to BNDES, the development bank that since end-2007 has tripled the stock of its outstanding credit.
In addition, since 2010 other government-controlled banks (such as Banco do Brasil and Caixa Econémica Federal) have substantially boosted
lending. Loan growth by other government-controlled banks was up by 32.3% yoy in real terms in March, outpacing loan growth by BNDES (9.7%
yoy), private foreign banks (0.8% yoy) and private domestic banks (0.4% yoy). But, following weak growth in the first two months of the year, the real
growth of private domestic banks did accelerate sequentially by 0.9% mom in March. (See Appendix for graphs.)

Moderation in real credit growth will test the resiliency of consumption.

= Reasonably, credit growth remains constrained on both the demand and supply sides. In an environment where sluggish lending is owed to a high
household debt burden, slow recovery, and poor (though improving) asset quality at private banks, government banks will be leading credit flows.

= The gap between government-controlled and private bank lending growth should begin to narrow, however. For government banks, it will be important
to monitor the ability to sustain such strong lending growth without the buildup of risks in asset quality and inflation. Meanwhile, after a difficult year for
private banks in 2012, gradual lending acceleration is expected to be favored by less pressure from government banks and better asset quality.

= The moderation of aggregate loan growth will restrain inflation pressures but also challenge the resiliency of private consumption, the main growth
driver of the economy. The decelerated credit market will work in the opposite direction of favorable labor market dynamics in supporting consumption.
This is one more reason why the BCB’s monetary tightening cycle may likely be short and the size of rate increases will be marginal.

BMTU Latin America Topics




Non-directed lending

mDirected lending

sT-IeN NONOWNONONONONNONO oONOoONONONOWNOLOLNO

Stock of oustanding directed vs. non-directed lending
R$bn
3,000 -
2,500 4
2,000 -
1,500 -
1,000 -
500 -

r 55
- 50
- 45
r 40
- 35
- 30
- 25
- 20

b LLBLSLERL2 S vow NN 7= 7 IF = D P PN PNk i p= NEOBBFITB BN O S
M.MWM T T S S S R R » eT-leiN L1 L eT-IRN [ T S S M S o 15 | -1
ct-unt L Zr-99a 2 - ET-0Pd o> L eT-0e4
] - ET-uer = - eT-uer
ZT-1eN L cr-des 3 - = -
2 - z1-09a 2 - 21-08a
1ed 2 - ereune 3 L Zr-noN < L ZT-noN
Hne £ £ T = aRe s E [t 5
TN § 2 P Toead g By & o By &
or-0ed & £ L Tr-des § Feabny § 0 S = Lzr-bny & N
-des & aune 3 W8 AU < - Lzrine g )
Or-08s ¥ FooTTunc @ e " LzZl-ung = S FZT-unft %
or-unc o Fotten o B 8 refen g T er-hen g
PLSSARN - ooea 5 B § Feridv 5 Y F2rdy S
s0-dos S BE Fooordes 5 S £ FCIeN & = LZIenN §
60-ung el =  ootung & Bl S rared g B o LeT-ed g "
eo-en = B oten 2 5 a2 s (a2 B
goea & B 2 o0q £ S _ xﬂ“w,wn_ B = S ,ﬁ”\o,wn_ = 5
ao-dos & B < € ) 0ed m B o LA © g PII7ON @ e
g80-ung = 3 g O 60-dos i m S xHH.MO X 2 S o vHH.uQO ¥ '
< B < L 60-UNC & o Bl F11-dss g S o 3 FTI-08S g o
80-BN @O Ref o B osg L TT-6ny @ o = L TT-6ny @ =
0000 £ K = RS- < E-An FITInc 8 > ERn LIT-Inc © ©
10-des € B ® - 80-92a £ = LT1T-unc € < B LTT-unc E 1S
so-une S P 2 dos & B S fen S By S PR <
Soen - B £ - sodes § MY © F1T n__>_ I S I F1T Q_>_ O =
+ B — m L 80-UNC — w FTT-OY o N W FTIT-OY g =
o =N < I gorey S M5 Tt 1IN & B e TTRN 2 ©
Sl © IS . o - o ) 2 [ S wowononounowonono 3 M cowowonouomwownono S —
2 O B O NN A » BE S rErNocounuttomaaa-HHoo n E S NoouwmuStmmaaNdHdo o 2] W
=
o

45 -
40 -
35 1
0
5
0
5
0
L5 5 -
0
-5

directed loans.

Private domestic banks
Private foreign banks

NS

—— Other govemment banks

—BNDES

5 -

Growth: Bank credit to private sector, by lender
0

% real annual variation

55 1
45 4
40
35 4
30 4
25 -
20
15 A
10

indicators while, at the same time, reduces the historical data availability of some categories. The charts below highlight key bank credit trends in
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The Brazilian Central Bank (BCB) has introduced a new monthly database that provides a more detailed breakdown of certain financial system credit

Brazil, as well as display some of the new data available for directed and non
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For historical data and commentary following BTMU’s Economic News Releases, see our website at: https://reports.us.bk.mufg.jp/portal/site.

The information herein is provided for information purposes only, and is not to be used or considered as an offer or the solicitation of an offer to sell or to buy or subscribe for securities or other financial
instruments. Neither this nor any other communication prepared by The Bank of Tokyo-Mitsubishi UFJ, Ltd. (collectively with its various offices and affiliates, "BTMU") is or should be construed as investment
advice, a recommendation to enter into a particular transaction or pursue a particular strategy, or any statement as to the likelihood that a particular transaction or strategy will be effective in light of your
business objectives or operations. Before entering into any particular transaction, you are advised to obtain such independent financial, legal, accounting and other advice as may be appropriate under the
circumstances. In any event, any decision to enter into a transaction will be yours alone, not based on information prepared or provided by BTMU. BTMU hereby disclaims any responsibility to you
concerning the characterization or identification of terms, conditions, and legal or accounting or other issues or risks that may arise in connection with any particular transaction or business strategy. While
BTMU believes that any relevant factual statements herein and any assumptions on which information herein are based, are in each case accurate, BTMU makes no representation or warranty regarding
such accuracy and shall not be responsible for any inaccuracy in such statements or assumptions. Note that BTMU may have issued, and may in the future issue, other reports that are inconsistent with or
that reach conclusions different from the information set forth herein. Such other reports, if any, reflect the different assumptions, views and/or analytical methods of the analysts who prepared them, and
BTMU is under no obligation to ensure that such other reports are brought to your attention.
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