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As long-time investors in Brazil, the recent presidential election has been of keen interest to us. One can certainly
say it’s been an interesting race! The market had been volatile based on the changing polls leading up to the
election; there were hopes that new leadership would ignite a positive new direction for Brazil’s economy, which
hasn’t experienced the type of economic boom many (including us) had hoped for—and believe is possible. After
a particularly close race, incumbent Dilma Rousseff emerged victorious and Brazil’s stock market, at least
initially, didn’t seem to like the result. This isn’t really a surprise, as many investors, frustrated with the direction
of the economy and the business climate there, were clamoring for change. We hope that Rousseff can now
follow through and deliver positive changes, not just promises.

Seemingly recognizing the stock market’s potentially negative reaction, in her post-election speech Rousseff
stated that one of her first tasks would be to overhaul the political system, with the intent to reduce corruption.
She also pledged to engage in a more open dialog with her critics. Heavy bureaucracy and alleged cases of
corruption (particularly among state-owned companies) are big problems that we think warrant attention. The
bottom line, as reflected in the debate leading up to the election and the particularly close result—Rousseff
received just over 51% of the vote—is that people want change. In our view, the degree of inefficiency and lack
of progress with regard to reform is holding back investors and the country in general. Although we see some
positive longer-term trends, recent macroeconomic indicators appear generally weak.

The unemployment rate is low, but that’s tied in part to shrinking labor forces; job creation has deteriorated due
to losses in construction, manufacturing and transportation sectors. Industrial output was down over the summer,
stalled in part by the World Cup events as many workers, and host cities, took holidays. While tourism swelled,
the event came with a high price tag, and it remains to be seen if significant long-term structural or economic
benefits will result.

Brazil is currently flirting with recession, as gross domestic product (GDP) shrank in the first and second quarters
of this year. Real GDP growth (adjusted for inflation) in Brazil is expected to rise a mere 0.3% in 2014, while

consumer price inflation is expected to rise an uncomfortable 6.3%.1 | don’t think you can blame Brazil’s poor
fundamentals solely on outside market influences. Brazil’s economy is huge—the 7th largest in the world by

GDP.2 Brazil has the resources and the people to do better from a domestic standpoint, regardless of the issues
in the global economy, in our view.


http://blog-dev-mobius.fti-projects.com/pdf.php?p=5920#_ftn1
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As investors, we certainly pay attention to the overall political and macroeconomic environment, but we don’t
base all of our investment decisions on these areas either. We remain investors in Brazil and plan to continue
searching for potential opportunities there on a stock-by-stock basis. We have seen, for example, Brazilian banks
show resilience during hard times, so that’s an area we are watching. Consumer spending is a big question mark
right now, as spending power is down. If Brazil’'s market continues to correct, we will be searching for potential
bargains there, in companies we think can survive and, hopefully, thrive in spite of the broader political or
macroeconomic environment. We would note that often the most unpromising short-term situations can
potentially deliver the greatest long-term investment outcomes, as bad news can become overly discounted.

We also believe Brazil's exceptional endowment of natural resources, including both industrial and agricultural
commodities, could have rising long-term value in an industrializing, urbanizing and increasingly wealthy world,
while a growing body of middle-class consumers in Latin America at large could represent a substantial additional
source of longer-term growth in demand.

In our view, a more market-driven economic approach in Brazil, together with a reduction in bureaucracy, should
benefit both the people of Brazil and investors in the country, but our investment metrics suggest that a number
of businesses with strong management and attractive positions in their markets are well placed potentially to
prosper even in a business-as-usual environment.

We still remain optimistic that Brazil can reach its full potential with these three words: reform, reform, reform!
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What are the Risks?

All investments involve risks, including possible loss of principal. Foreign securities involve special risks,
including currency fluctuations and economic and political uncertainties. Investments in emerging markets, of
which frontier markets are a subset, involve heightened risks related to the same factors, in addition to those
associated with these markets’ smaller size, lesser liquidity and lack of established legal, political, business and
social frameworks to support securities markets. Because these frameworks are typically even less developed in
frontier markets, as well as various factors including the increased potential for extreme price volatility, illiquidity,
trade barriers and exchange controls, the risks associated with emerging markets are magnified in frontier
markets.
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