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Coming into 2024, the prospects for Brazilian equities looked good. The postpandemic recovery has been
stronger than anticipated and, with a sharp fall in inflation, the central bank was one of the first globally to lower
interest rates, while valuations remain severely depressed. Yet even as economic data continues o be healthy
and inflation remains under control, equities have struggled — why is this and how might the market fare over
the remainder of the year and into 20252

Solid outlook coming into 2024

Despite having handsomely outperformed global equity markets in both 2022 and 2023 (+15% vs. -18% in
2022 and +33% vs. +23% in 2023 in USD), valuations were still depressed at a material discount both to their
own history and broader emerging markets. The Brazilian Central Bank (BCB) moved early and decisively to
hike interest rates in the face of the postpandemic surge in inflation, raising rafes from 2% to 13.75%, beginning
the cycle a full twelve months before the Federal Reserve.

By the second half of 2023, inflation had already fallen back into the central bank’s target range, allowing it to
begin lowering inferest rafes, with many more cuts expected through 2024. Even with some of the highest real
interest rafes in the world, Brazil's economy has surpassed expectations in the post-pandemic recovery and robust
growth has continued this year; higher commodity prices had driven the trade balance to record levels, providing
a further boost to both the economy and the currency.

The primary risk that has concerned investors in recent years has been the level and trajectory of government
debt and the need to get this onfo a sustainable path. A combination of the reforms infroduced by former
presidents Temer and Bolsonaro, which included the landmark pension reform and limits on government
spending, and the betterthan-expected economic data allowed for government debt as a proportion of GDP to
fall from @ pandemic high of 88% down o 74% - back to levels last seen in 2017-18.
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What has changed over the first half of the year?

Fast forward six months and economic data confinues to be strong, inflation is under control and the trade
balance is again sefting new records, yet Brazil is one of the worst performing major markets so far this year.
There are several reasons for this, both external and domestic, but the largest factor has been the substantial
resefting of expeciations for inferest rate cufs fo be delivered by the Fed and other developed market central
banks. Back in January, the consensus was for six or seven cuts in the US through 2024. Now the chances of
the first cut coming in September is little better than 50:50 and no more than two cuts are expected by December.

As the Brazilian Cenfral Bank began cutting inferest rafes in August 2023 at a pace of 0.5% per meeting for six
consecutive meetings, the expectation was that rates could fall to around 8% (from nearly 14%) by the end of
2024. lower inferest rates would help in a number of ways: reducing the financial expenses of companies,
lowering the cost of capital to help stimulate investment and faster economic growth, raising the net present value
of future cash flows, and triggering the reversal of domestic fund flows back info equities from fixed income.
With government debt yielding 11-13%, domestic investors have favoured bonds over equities, while when
yields were 7-10% in 2017-21 the money was flowing in the opposite direction.

The BCB slowed ifs pace to 25 basis points in May and held rates steady in June, with only one further cut (to
10.25%) expected in the second half of the year. Many central banks across emerging markets have become
more hesitant fo cut interest rates aggressively in the face of a more hawkish Fed, mainly due to concerns it may
weaken their currencies and lead fo inflationary pressures reemerging. The BCB should be able o resume more
regular cufs next year when a more synchronised interest rate cycle emerges.

Domestic events have exacerbated the challenges. The new fiscal framework was well received when passed
last year and attention tumed to the tax reform which aimed to simplify Brazil's byzantine tax system without
increasing the burden. Initial progress was good with the VAT reform consolidating five taxes info just two,
resembling India’s highly successful Goods and Services Tax in many ways. However, since then the lula
government has been reluctant fo cut spending to meet the targets sef out in the fiscal framework, instead looking
fo raise some faxes to fund shortfalls. This has resulted in the market questioning the fiscal discipline of the
government, leading fo a weaker currency and slightly higher inflation expectations.

How might the market fare going forward?

As a difficult first half draws to a close, what does this mean as we look ahead to the rest of 2024 and to
20252 The two issues noted above will continue to be important to monitor. Should the Fed proceed with its
first cut in September and then deliver regular cuts through next year, a lot of pressure will be alleviated from
central banks across emerging markefs who will then be able to resume their own inferest rate cutting cycles. If
this scenario doesn't materialise then we are likely to see many remain on hold for longer than they would really
like. Similarly, Lula has a history of being pragmatic and this time is likely to be no different. With a clear
message from the market that the government needs to reaffirm its commitment to fiscal responsibility, discussions
are already underway about where spending cuts can be found in order to respect the targefs laid out in the
fiscal framework. Uncertainty remains but there is a clear path to an easing of the challenges faced both externally
and domestically in the months ahead.

On top of this, valuations have derated further and at less than seven times forward earnings, the Brazilian market
is now frading at a record 40% discount to the broader emerging markets and a 34% discount to its own ten
year average. This is despite solid eamings growth supported by the strong economic expansion and both
profitability and refurn on capital being significantly above emerging market averages. Even as global recession
fears have eased, significant risks continue to be priced into Brazilian equities. Expectations are clearly very low
that the two key challenges that have weighed on share prices so far this year can ease in the quarters ahead.
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For a comprehensive list of common financial words and terms, see our glossary at:
https: / /www liontrust.co.uk/benefits-ofinvesting /quidefinancialwordsterms

Key Risks

Past performance does not predict future refums. You may get back less than you originally invested. We recommend any fund is held
long term (minimum period of 5 years). We recommend that you hold funds as part of a diversified portfolio of investments.

Overseas investments may carry a higher currency risk. They are valued by reference to their local currency which may move up or
down when compared to the currency of the Fund.

This Fund may have a concentrated portfolio, i.e. hold a limited number of investments. If one of these investments falls in value this can
have a greater impact on the Fund's value than if it held a larger number of investments.

The Fund may encounter liquidity constraints from time fo time. The spread between the price you buy and sell shares will reflect the less
liquid nature of the underlying holdings.

Invesiments in emerging markets may involve a higher element of risk due to less well-regulated markets and political and economic
instability. This may result in higher volatility and larger drops in the value of the fund over the short term.

Qutside of normal conditions, the Fund may hold higher levels of cash which may be deposited with several credit counterparties (e.g.
international banks). A credit risk arises should one or more of these counterparties be unable 1o retumn the deposited cash.
Counterparty Risk: any derivative contract, including FX hedging, may be at risk if the counterparty fails.

The issue of units/shares in Liontrust Funds may be subject to an initial charge, which will have an impact on the realisable value of the
investment, particularly in the short term. Investments should always be considered as long term.

Disclaimer

This document is issued by Liontrust Fund Partners LLP (2 Savoy Court, London WC2R OEZ), authorised and regulated in the UK by the
Financial Conduct Authority [FRN 518165) to undertake regulated investment business.

It should not be construed as advice for investment in any product or security mentioned, an offer to buy or sell units/shares of Funds
mentioned, or a solicitation o purchase securifies in any company or investment product. Examples of stocks are provided for general
information on|\/ to demonstrate our investment phi|osophy. The investment being promofed is for units in a fund, not direcﬂy in the
underlying assets.

The document confains information and analysis that is believed to be accurate af the time of publication, but is subject to change
without notice. Whilst care has been taken in compiling the content of this document, no representation or warranty is given, whether
express or implied, by lionfrust as to its accuracy or completeness, including for external sources (which may have been used) which
have not been verified.

This is a marketing communication. Before making an invesiment, you should read the relevant Prospectus and the Key Investor
Information Document (KIID) and/or PRIIP/KID, which provide full product details including investment charges and risks. These
documents can be obtained, free of charge, from www liontrust.co.uk or direct from Liontrust. If you are not a professional investor
please consult a regulated financial adviser regarding the suitability of such an investment for you and your personal circumstances. All
use of company logos, images or trademarks in this document are for reference purposes only.
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