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Just when Brazil’'s economy seemed to be turning a corner, a new political scandal has caused a strong market
reaction, sending Brazil's stock market into a tailspin. President Michel Temer, who came into office following the
impeachment of former President Dilma Rouseff due to a corruption scandal, is now caught up in a corruption
scandal of his own.

If Temer is found not guilty, Brazil’s next general election takes place in 2018, so he would remain in office two
more years and presumably continue to pursue his agenda. If he is found guilty, he would likely be impeached
and removed from office, like Rouseff was.

While we have been encouraged by Temer’s more reform-minded government, in our view this latest scandal
doesn’t mean that momentum will necessarily end—even if he’'s removed from office.

If Temer were to be removed from office, we believe there will still be reforms, although they will likely take
longer to implement. The bottom line is that the reform movement against corruption is ongoing, and that is
overall positive for Brazil. Even if Temer himself may not be able to carry out the reforms he is now supervising,
we think the reformists can move forward since they already have a momentum of their own. There is a
realization that reform is needed in many areas, but it often takes time.

These developments emphasize the importance of taking a long-term view when investing in emerging markets.
Change doesn’t happen overnight.

We think there are still plenty of opportunities on an individual-stock level in Brazil, and these types of market
shocks can unlock values. We are currently seeing value in almost every sector in Brazil, simply because the
market is depressed in all directions. Most interesting to us are the banking and retail sectors.

In terms of monetary policy in Brazil, in my view, there is still room for Brazil's central bank to cut interest rates
further. Its currency has seen a recovery from its lows hit on May 18 when the Temer scandal broke. More

importantly, there has been a steady downturn in inflation. Brazil’s annual inflation rate stood at 3.77% in mid-
May, its lowest level in 10 years.t

In my view, an aggressive cut in interest rates would be very good for the economy. | think it's about time that
Brazil had a reasonable interest-rate environment, particularly for small- and medium-sized businesses which
could then get financing at lower rates. This could give an overall boost to the economy.

We will of course be monitoring the situation in Brazil to determine what type of impact this latest setback has on
Brazil's economy and the businesses operating there. In my view, the setback is temporary; we have seen other
markets bounce back from political scandals in the past. The ongoing, longer-term recovery of Brazil's stock
market and economy still looks to us to be intact.


http://emergingmarkets.blog.franklintempleton.com/pdf.php?p=9814#_ftn1

Mark Mobius’s comments, opinions and analyses are for informational purposes only and should not be
considered individual investment advice or recommendations to invest in any security or to adopt any investment
strategy. Because market and economic conditions are subject to rapid change, comments, opinions and
analyses are rendered as of the date of the posting and may change without notice. The material is not intended
as a complete analysis of every material fact regarding any country, region, market, industry, investment or
strategy.

Important Legal Information

All investments involve risks, including the possible loss of principal. Investments in foreign securities involve
special risks including currency fluctuations, economic instability and political developments. 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. Stock prices fluctuate, sometimes rapidly and dramatically, due to factors affecting
individual companies, particular industries or sectors, or general market conditions.

1. Sources: Reuters, IBGE.
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