due to high political uncertainty reflecting Rousseff’s lack of support in Congress, the "Car
Wash" investigation and the economic crisis. Therefore, the risk remains on the downside, as
the government could fail to obtain political support to minimally shore up the fiscal
accounts, leading to greater financial and economic instability.

We cut our 2815 GDP forecast to -2.8% from -2.3%, and our 2616 GDP forecast to -8.5% from -
B.2%. We expect fixed-asset investment to plunge roughly 11% this year, and the external
sector’s positive contribution will prevent a larger economic contraction. We raised our 2615
IPCA consumer price index forecast slightly to 9.4% from 9.3%, and our 2816 IPCA projection
to 5.9% from 5.4% (mainly due to the weaker FX). We now expect the BRL to finish 2815 at
BRL3.78/UsD, and 2816 at BRL3.98/USD (instead of BRL3.46/USD and BRL3.65/USD, respectively).
Despite the higher inflation, we continue to expect the BCB to cut the SELIC rate to 11.58%
in 2816 (with the easing cycle still beginning in April), as we expect the authorities to
throw in the towel and postpone convergence of inflation to the 4.5% target again (although
we still do not see inflation at 4.5% in 2817). The silver lining is that the deeper
recession and weaker FX will produce a larger adjustment in the external accounts: we cut our
current account deficit forecast to USD78.8bn from USD7ebn for 2815, and to USD63bn from
usb7ebn for 2816.
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