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* Among the factors driving the currency lower has been the fear that the government will increase public
spending ahead of next year’s presidential election regardless of the likely inflationary consequences of such
spending.

» Pressure for loose fiscal policy in Brazil is likely to persist and market’s expectations is that the spending cap
will be cast aside in the coming years.

« Impact of agricultural prices on inflation. The inflationary impact can disproportionately affects emerging
markets and can contribute toward social unrest.

« The central bank picked up the pace of its rate hikes given the increase in its inflation projections.
« The Brazilian stock market index is the worst performer of the year.
« The BRL slipped further and, quarte to date, is second worst behind the Turkish Lira.

« The yield curve is now pricing in a double-digit policy rate in February, reaching 11.7% by end-2022.
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« The government of President Jair Bolsonaro recently announced
an increase in government transfer payments that are not covered
by the federal spending cap. As a result...

 The government is already testing the water with creative accounting to get around spending limits
and this is likely to be a sign of things to come.

* One way to expand the limit for expenses is through a proposal of amendment to the Constitution

(PEC) postponing the payment of Precatorios that was sent for consideration by the Plenary of the
Lower House.

« Another is by changing the indexer of the ceiling of spending that, today, is corrected by the IPCA in
12 months until June of the previous year. The proposal is that the new indexer is calculated by the

IPCA from January to December. If the changes are approved, it could create a budget space of
R$83bn for 2022.
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Fiscal Spending

Debt levels were improving before the announcement of renewed cash transfers
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Brazil’'s massive budget policy
response to its COVID-19-
induced recession inflicted major
damage to the country’s public
finances.

Last year, as a result of a 17% of
GDP increase in public spending,
Brazil’s budget deficit blew up to
a record 10% of GDP. That in
turn caused the country’s public
debt to rise to a record of almost
100% of GDP.

That ratio far exceeded the 60%
to 70% of GDP debt level that is
generally considered the level
that emerging market economies
should not exceed to avoid a
public debt crisis.
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| » Although much has been discussed about the inflationary effect of rising fuel prices, we have to
. consider the high level of agricultural commodity prices. The inflationary impact here
disproportionately affects emerging markets and can contribute toward social unrest.
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Inflation 12 months

« Annual inflation surged to 10.25% in
September, and 10.34% in mid-October (the
'iEi:%E highest level for the month since 1995).

4.1143
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* As we saw, it's running high as a result of
higher food and energy prices. However,
more importantly, it is doing so also because
of expansionary monetary and fiscal policy
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3.5% BCB target

| - Auxilio Brasil is likely transate into an additional rise in inflation.
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« BCB delivered a hike of 150-basis-point its
policy rate to 7.75% in its last meeting on
Nov, 27t

* Another large increase in December can be
expected.

» Policy makers indicated this pace was
adequate to ensure inflation converges to the
target over 2022 and 2023.

« The BCB was careful in its treatment of the
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Iron ore is a red outlier in a
green-hued commodities
market.

The staple is setting records
on the way down as the
fundamentals turn against
keeping prices above
$100/ton.

Mine supplies are booming,
but Chinese demand is not
as Beljing makes good on its
vow to hold this year’s steel
production below last year’s
total.

Iron ore
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« Brazilian real is also suffering from the relative weakness of
iron.

* The expected economic slowdown in China creates

additional risks for the Brazilian economy. DEAGLO
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Iron ore

 The committee formally
approved on Tuesday (26") a
report calling for prosecutors to
try Bolsonaro on charges
ranging from charlatanism and
Inciting crime to misuse of
public funds and crimes against
humanity.

* The report is expected to fuel
criticism of the divisive
president, whose approval
ratings have slumped ahead of
his 2022 reelection campaign.
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» As a result of the confluence of
populist government movements,
fiscal maneuvers, higher
commodity prices, expected
economic slowdown, as well as
high interest rates:

g

a) The Brazilian stock Market
index is the worst performer of

the year.
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in a double-digit policy rate in
February, reaching 11.7% by
end-2022.
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 The USDBRL forward points curve in
three different moments. As you can
see, the curve is getting steeper,
which means that hedging costs have
been rising rapidly (more than triple
since the lows of 2020).

 Hedging impact here is understood
as the interest rate differential
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currency expecting to depreciate even more due to

domestic factors!
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« The Federal Reserve is playing a dangerous game in their ability to ignore and constantly undermine high
sustained inflation, referring to such price behaviour as transitory. Policymakers are now navigating between
their own senses of patience and risk, and a U.S. economy stymied by disrupted supply chains, slow hiring,
weaker consumer demand and poor Q3 Gross Domestic Product (GDP) readings, raising concerns over the

Fed’s next move.

U.S. Gross Domestic Product Quarterly
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Personal Consumption Expenditure price index

» Poliycmakers raised significant

concerns around the sharp M Last Price 3.622
: - High on 08/31/21 3.622

slowdown in consumerlspendlng, Average L0074

one of the reasons behind the Low on 04/30/20 0.9148

disappointing growth figures
during this quarter.

 However, continuing supply-
chain restrictions, labor
shortages and commodity price
Increases are set to make the fall
and winter as uncomfortable for
consumers as the summer.
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 The greenback remained subdued against most of its peers during the course of the month.

 However, stocks continue to reach new all time highs with S&P hitting 4,569 and looking to close
the month with strong momentum to break over once more.

U.S. Dollar Index
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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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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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