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« The elevated Selic is trying to offset the out-of-control inflation, however, this hawkish stance is a
double-edged sword.

« Brazil’'s Central Bank intervening to ensure the smooth functioning of the market, is an attempt to
curb the volatility mid-term.

 Fiscal uncertainties and political noise add downside risks to growth through next year.
« Implied Volatility for 1 month is around 16%.

« Plans to expand social programs ahead of next year’s elections will continue to weigh on the
BRL.

« USDBRL forward points skyrocketing.

« DXY is moving up to its highest level in a year, after the FED turned in another hawkish display.
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BCB Inflation Report Core Message

== 2021 Inflation report s=3Q21 Inflation report —Inflation target ----Tolerance interval
% « Although the inflation

remains out-of-control,
Brazil’s Central Bank
delivered a somewhat less
hawkish message.

* The bank will use all their
tools to ensure inflation
convergences to its targets,
however policy markets are
not compelled to overdo it
just to prove they remain

Sep- Dec- Mar- Jun- Sep- Dec- Mar- Jun- Sep- Dec- Mar- Jun- Sep- Dec- .
21 21 22 22 22 22 23 23 23 23 24 24 24 24 committed to that goal.
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2021 2022
Aggregate 4weeks 1week Today Weekly Resp. Sworking Resp.ll 4 weeks 1 week Today Weekly Resp. 5working Resp.
ago ago Trend * b days bl ago ago Trend * e days bk
IPCA (%) 721835 845 A (25) 134 852 63 305 410412 A (10) 132 414 61 AT -
GDP (% growth) 522 504 504 = (2) 82 502 32 200 163 157 V (4 81 1.50 31 v
Exchange Rate (R$/USS) 5.15 500 520 = (2) 111 5.27 35 5.20 525 524 A (2) 108 5.30 34 05 .10 5 =
Selic Target (% p.a.) 750 825 825 = (1) 126 825 49 750 850 850 = (1) 123 8.50 49 =
IGP-M (%) 1965 18.21 18.18 ¥ (4) 79 18.60 24 491 500 500 = (1) 17 5.29 24 =
Regulated Prices (%) 1131  13.30 1350 A (5) 57 13.67 18 450 437 412 v (2) 53 4.07 18 v
Current Account (USS billion) 115 -2.00 -2.00 = (1) 27 200 9 1500 -1650 -17.00 ¥ (1) 25 2190 8 A
Trade Balance (US$ billion) 70,00 70.70 70.70 = (1) 21 68.80 9 62.00 63.00 63.00 = (3) 26 56.34 g v
Foreign Direct Investment (US$ billion) 54.00 50.00 50.00 = (1) 26 50.90 9 65.00 65.00 62.00 ¥ (1) 24 60.00 8 =
Net Public Sector Debt (% of GDP) 61.30 61.00 61.00 = (2) 23 60.60 5 63.20 62.97 62.97 = (1) 22 63.02 4 A
Primary Result (% of GDP) -L.74  -150 -1.50 = (1) 27 -1.37 6 -1.10 -1.00 -1.00 = (1) 26 -1.00 5 A
Nominal Result (% of GDP) -6.20 -6.10 -5.80 A (1) 23 -6.10 4 -6.30 -6.40 -6.36 A (1) 22 -6.32 3 =
* trend since the previous Focus Market Readout; the Figures in parenthesis express the number of weeks with the same behavior ** respondents in the last 30 days *** respondents in the last 5 business days

« The elevated Selic is trying to offset the out-of-control inflation, however, the
| BCB’s hawkish stance is a double-edged sword, because a high-interest rate
- can also be a handicap for economic growth (credit more expensive). Therefore,

the market might be pricing in a potential slow down in the next years. DEAGLO
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Brazil’s unemployment rate
fell in the 3 months through
July as the country’s
recovering economy created
more new jobs.

The jobless rate reached
13.7% in the period through
July, from 14.1% in three
months through June.
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« Brazil's worst water crisis in nearly a century is fueling inflations that’s echoing through the economy.

| « Water crisis, unexpected electricity tariff readjustments are very impactful for inflation.

« Other factors: Currency weakness and a potential truckers” strike.

IPCA Headline, Breakdown and Targets

W IPCA 9.68 M Non-regulated services 3.93
W Core (trimmed means) 5.32 ® Non-regulated tradable goods 12.95

« Annual inflation running at an
above-target 9.68% in August.

White lines: inflation target set for calendar year.
Dotted lines: tolerance band.
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Source: Banco Central do Brasil; IBGE
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« As mentioned in Sep’s presentation, the BRL at 5.10 level should be viewed with more caution,
and it was true!!

« Amid rising political pressure over fuel prices, Petrobras’s board approved the allocation of
300 million reais for the creation of a social program to help vulnerable families buying essential
goods, such as cooking gas, as it's the company which sets the price not states or governors.

 Lula ahead! Brazil’s former leftist leader Lula da Silva would win a 2022 presidential first round
against the incumbent Bolsonaro 40% to 30%, according to a Poder360.
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Last Price 5.4671
T High on 03/09/21 5.8743
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o USDBRL Fwd Pts  The USDBRL forward points curve in
10,000 three different moments. As you can

¥ = 2.6806x" + 341.69x - 180.22 see, the curve is getting steeper,
which means that hedging costs have
been rising rapidly (more than triple
since the lows of 2020). Hedging cost
here is understood as the interest rate
differential. Last week the Brazil
Central Bank hiked up the benchmark
Selic rate by 100 basis points to
6.25%. Also, the bank said it expected
to raise rates again by 100bps at its
next meeting in October.
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USD Deposit (R1)
® BRL Deposit (R1)
® |JSDBRL Forward (R2)
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5 Delta Calls for 3 months is more expensive thana 5
Delta Puts for 3 months. That really is just a function of !
what the market is doing at the moment with the P10 ' ' ' ' 40C_35C_30C 25C_20C 1 10CSC
currency expecting to depreciate even more due to

domestic factors!
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BRL depreciating

Inflation: Brazil is facing another month of surging inflation as higher
energy costs add to constraints in global supply chains.

Selic: BCB may need to raise the Selic meaningfully above 8.25% if it
intends to tighten policy and lower inflation.

Commodities. China’s economic slowdown, which could add pressure
on commodity prices.

Political risk. The prospect of political polarization between Lula and
President Jair Bolsonaro ahead of 2022 Presidential elections.

BRL appreciating

Institutional conflicts: The political trend has improved from
negative to neutral. The main factor for the change was the decrease
In institutional conflicts.

Public management is in neutral mode: Despite the fact that a
large number of members of the first level of government were tested
positive for Covid-19, thus, reducing our leadership metric, the
government managed to reassess an apparently mistaken decision.

BCB’s interventions: Brazil's Central Bank started this week to

intervene to ensure the smooth functioning of the market, an attempt
to curb the volatility mid-term.

DEAGLO



Brazil |

M Actual Historical 4.97
L | Median c.44
L tHigh L.60

Low 4.55
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Hawkish wave -

U.S. Treasury yield

/

Economic Growth

/

Inflation Evergrande
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The Federal Reserve hinted at imminent tapering expected to be announced in their upcoming meeting in
November while the market prepares expectations towards rate hikes in 2022 and 2023. The hawkish shift in
stance induced a significant rise in U.S. treasury yields from 1.30% to 1.56% in a matter of days while Jerome

Powell, Chairman of the Fed said at his congressional hearing that inflation is now more concerning than
earlier this year.

M Last Price 1.5271
High on 03/31/21 1.7404
Average 1.2671
Low on 10/01/20 0.6774
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« Unemployment keeps
making small progress
towards recovery as
disappointing job reports
suggested that summer
growth drivers were offset
by the impact of the delta
variant on the economy.

Initial Jobless Claims

M Last Price 362.00
High on 01/08/21 904.00
Average 606.8846
Low on [I‘*?,-"'[PEI.-"'Ej_ 312.00

Dec
2020

3CIC Imdex (US Initial Jobless Claims 54) weekly 305EP2020-305EP2021  Copyrightld 2021 Bloomberg Finance L.P.  30-5ep-2021 21:02:33

Initial Jobless Claims report indicated that 362,000
Americans filed for unemployment benefits in a week
compared to analyst consensus of 335,000. Continuing
Jobless Claims declined from 2.82 million (revised from

2.85 million) to 2.8 million.
DEAGLO
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 The U.S. dollar stays strong as traders bet that Fed will soon have to cut its asset purchase
program as inflation remains elevated due to high commaodity prices and problems in the global
supply chain.

B DXY Index - Last Price 94.176

Jul Aug Sep
2021
XY Curncy (DOLLAR INDEX SPOT) Daily 30SEP2020-305EP2021 Copyright® 2021 Bloomberg Finance L.P. 30-5ep-2021 17:35:32 DEAGLO
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* Aside from internal drivers,
we withessed across the
month a dampened
sentiment after China’s
authorities and top
executives announced that
Evergrande, the second-
largest real estate developer
In the world, was missing
upcoming interest payments
for its outstanding debt
valued around USD 288
billion.

China Evergrande Group operates as a multi-industry and digital technology
enterprise. The company owns real estate development, new energy, property
service, network, health, and other industries. The company mainly conducts
businesses in China.

M Last Price 0.3837
High on 01/25/21 2.80
Average 1.4889
Low on 11/20/20 0.0001
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Deaglo is a cross-border advisory company providing the next generation of FX risk

management and execution solutions. We educate and empower Investment and Finance

teams to take control of their FX risk and manage their cross-border transactions more

effectively.
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Follow us

Visit Our Webpage

Subscribe here for our #3things newsletter and Daily Market Commentary
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https://lnkd.in/e_xiYY7
https://www.deaglo.com/
https://deaglo.us4.list-manage.com/subscribe?u=fd6711bdf0c518181f9007c55&id=a8d5b38e5d
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Disclaimer. All statements of opinion and/or belief contained in this document and all views expressed represent Deaglo Partners LLC. (“Deaglo”) own assessment
and interpretation of information available to it as at the date of this document. The information contained in this document is based on publicly available
information only, from third party sources. Deaglo does not represent that it is accurate, timely, comprehensive or complete and it should not be relied upon as such,
nor has it been independently verified. No reliance may be placed for any purposes whatsoever on the information contained in this document. Under no
circumstances should the information provided in this document be considered as investment or trading advice, or as a sufficient basis on which to make investment or
trading decisions and is provided to you for information purposes only. Whilst this document has been prepared in good faith, Deaglo and its group undertakings,
members and employees from time to time (“Affiliates”) do not make and are not authorized to make any representation, warranty or undertaking, express or
implied, with respect to the information or opinions contained in it and no responsibility or liability is accepted by any of them as to the accuracy, completeness or
reasonableness of such information or opinions or any other written or oral information made available to you. Without prejudice to the foregoing and to the fullest
extent permitted by law, Deaglo and its Affiliates do not accept any liability whatsoever for any loss howsoever arising, directly or indirectly, from use of this
document or otherwise arising in connection therewith. Nothing herein shall not exclude any liability for, or remedy in respect of, fraud or fraudulent
misrepresentation. Our professionals may provide oral or written market commentary or trading strategies to our clients. Deaglo will not treat recipients as clients by
virtue of their receiving this report. Data may be subject to update and correction without notice. No part of this material may be (i) copied, photocopied or
duplicated in any form by any means or (ii) redistributed without the prior written consent of Deaglo. The distribution of this document in certain jurisdictions may be
prohibited or regulated. For this reason, distributing /taking /sending /dispatching /transmitting this document, or any part hereof, by a recipient (through whatever
means) in any foreign jurisdiction is prohibited and per sons into whose possession this document comes should inform themselves about, and observe any such
restrictions. Failure to comply with this restriction may constitute a violation of certain applicable laws, for which Deaglo shall not be responsible or liable.
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