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The upcoming presidential and general elections will shape not only Brazil's
macroeconomic and fiscal outlook but also its geoeconomic position in an
increasingly multipolar world.

1. Narrow mardin between the two main candidates: With the latest polls indicating a statistical tie in a
potential second-round run-off between incumbent President Luiz Inacio Lula da Silva and Flavio Bolsonaro,
the outcome of Brazil's presidential election is highly uncertain. In the past few years, political uncertainty
and sustained fiscal spending have contributed to elevated inflation and an increase in political risk, which
has been weighing on Brazilian financial markets.

2. Brazil’s geopolitical role comes into focus: Beyond domestic economic policy, the outcome of Brazil's
elections will significantly influence its geoeconomic strategy. Brazil is both a strategic resource power in an
emerging multipolar world and an increasingly important geopolitical swing state in the US-China rivalry.

3. What impact for Brazilian markets? The country is facing a challenging macro environment, which neither
candidate is likely to resolve easily in the near term. Lula’s re-election, which would likely bring continued tensions
with Washington and fiscal looseness, would limit any decline in the risk premium. A Bolsonaro presidency would
bring closer alignment with the US and be more positive for financial markets, but only moderately so.

The US midterms in early November will not be the only major political event to track this autumn. Indeed, in October,
Brazilians will head to the polls to elect a president, state governors and members of the National Congress. The first
round will take place on 4 October, the second on 25 October. With a population of more than 200 million, the world’s
fifth largest territory, abundant natural resources, and the eleventh-largest GDP globally, Brazil merits close attention
in its own right. Its upcoming elections are particularly significant, however, given the political shifts across Latin
America in recent years, especially after the start of Trump 2.0, and the intensifying US-China rivalry for influence in
Western Hemisphere. Hence, their outcome could have implications for the global balance of power.
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Lula vs. Bolsonaro (adgain)

As in 2022, the presidential race is expected to revolve around a Lula-Bolsonaro contest. This time, however, it will
be Flavio Bolsonaro (Liberal Party — PL), rather than his father Jair, facing incumbent President Luiz Inacio Lula da
Silva (Workers’ Party — PT). Bolsonaro senior, who won the 2018 presidential election against Fernando Haddad and
served as president for four years, was sentenced last year to 27 years and three months in prison for leading an
attempted coup following his defeat in 2022. He had already been barred from holding elected office until 2030
after the Superior Electoral Court (TSE) found him guilty in 2023 of abuse of political power and misuse of the media
in the previous campaign.

CHART 1: PT CANDIDATES WON 5 OUT OF THE LAST SIX PRESIDENTIAL ELECTIONS IN BRAZIL
OUTCOME OF THE SECOND ROUND OF LAST PRESIDENTIAL ELECTIONS

100%
Gl Neves Bolsonaro@Bolsonaro
Bolsonaro I W PSL/PL
50% PSDB
Roussef Roussef Haddad i
0%

2002 2006 2010 2014 2018 2022 2026 (polls)

Source: Superior Electoral Court, The Investment Institute by UniCredit

Note: Jair Bolsonaro won 2018 presidential election representing the Social Liberal Party (PSL). He left the party in 2019 to found Alliance for
Brazil and then joined the PL. The Brazilian Social Democracy Party (PSDB) is a centre-right party. On average, recent polls indicate a statistical
tie between Lula and Flavio Bolsonaro.

Flavio Bolsonaro, therefore, faces a difficult balancing act. He must establish an identity distinct from that of his
father, who has a strong charisma but whose ledal troubles are a potential liability. At the same time, he must rebuild
the broad anti-Lula coalition that brought Jair Bolsonaro to power, attracting moderate voters, evangelicals and other
sectors of the society. The main points of Flavio Bolsonaro’s agenda are:

e tighter criminal laws and a greater focus on public security,

e |lower taxes and public spending,

e a3 more limited role of the state in the economy and

e family-friendly initiatives.

His program embodies conservative-right values, in line with the 2018-22 government. While Bolsonaro junior has
already been endorsed by Argentinian President Javier Milei and Israeli Prime Minister Benjamin Netanyahu, his
selection caused dissatisfaction among some supporters, who would have preferred other politicians, such as Sao
Paulo governor Tarcisio de Freitas. Bolsonaro’s pick of Alfredo Gaspar as running mate also raised doubts about his
ability to broaden the electoral coalition, as both men belong to the Liberal Party,an unusual arrangement in Brazilian
presidential elections.

His main rival, Lula, is an 80-year-old political veteran who won the presidential elections in 2002 and 2006. In
2018-19, he spent 580 days in prison following corruption convictions that were later annulled as the Supreme Court
ruled that the trial court lacked jurisdiction over the case. He returned to power in 2022, narrowly defeating Jair
Bolsonaro. He is now seeking a fourth term. Lula’s agenda follows that of his current government.

www.the-investment-institute.unicredit.eu 2



https://www.the-investment-institute.unicredit.eu/

The Investment Institute The Long View
by UniCredit 21 September 2026

In particular, he leverages on

e  afairer tax system and efforts to reduce inequality,

e national sovereignty in defence and the exploitation of rare earths,
free public transport and other initiatives to ease cost-of-living pressures and
e investment in education.

Recent polls strongly suggest that Lula and Bolsonaro will advance to the second round, while the other candidates
are polling at around 5%. With respect to the second round, polls indicate that Lula’s lead over Bolsonaro has
narrowed in recent weeks, probably due to the Banco Master controversy, with some even placing the two candidates
within the mardgin of error. Hence, possible endorsements from candidates eliminated in the first round could prove
crucial to the final result. Whenever a second-round run-off has been required under the current electoral system,
the first-round leader has gone on to win. It remains to be seen whether this pattern will hold this time.

While the presidential election will undoubtedly attract the most attention, the outcome of the legislative elections
will also be crucial to the Brazilian political agenda in the coming years. In 2022, despite Lula’s victory, his coalition
secured fewer than 30% of the seats in the lower house and had to nedotiate with a group of centrist parties known
as the Centrdo. Bolsonaro’s coalition, by contrast, won almost 40% of the seats.

Politics takes its toll on Brazilian outlook and markets

Turbulent political events, including the impeachment of President Dilma Rousseff in 2016 or the attempted coup
in 2022, have weighed on Brazil's credibility and contributed to the weakening of its macroeconomic fundamentals
in the last few years. Thus, political risk is a key factor for Brazilian markets.

As depicted in Chart 2A, GDP growth was disappointing in the 2014-20 period, significantly weaker than in other
Latin American countries. This underperformance was initially caused by falling prices for non-energy commaodities,
particularly key Brazilian exports such as iron ore, soybeans and sugar. The government responded to this downturn
with subsidised public-sector lending and increased tax exemptions, which only provided temporary relief while
warsening the country’s fiscal position. While economic growth has recovered mare recently, inflationary pressure in
Brazil has remained elevated. This has forced the Central Bank of Brazil (BCB) to keep its key policy rate, the Selic
rate, high over the past ten years, at roughly 9.5% on averade. Despite 125bp of rate cuts this year, Brazil’'s monetary
policy stance is among the tightest in the region.

CHART 2A: BRAZIL HAS LAGGED PEERS CHART 2B: STUBBORN INFLATIONARY PRESSURE
GDP GROWTH ACROSS LATIN AMERICA YOY CPI INFLATION ACROSS LATIN AMERICA
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Source: Macrobond, The Investment Institute by UniCredit

Note: In chart 2A, we compare cumulative GDP growth in Brazil since 2010 with cumulative growth in Argentina, Chile, Colombia, Costa Rica, EL Salvador,
Honduras, Mexico, Paraguay and Peru. In Chart 2B, we compare yoy CPIinflation in Brazil with CPI inflation in Chile, Colombia, Costa Rica, the Dominican
Republic, Ecuador, El Salvador, Guatemala, Honduras, Mexico, Panama, Paraguay, Peru, Puerto Rico, Trinidad and Tobago and Uruguay.
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Political uncertainty, limited progress on structural reforms and persistent corruption, coupled with an unfavourable
economic environment, have eroded investor appetite for Brazilian financial assets.

Since Lula’s election victory in 2022, the 7Y Brazilian government bond yield has risen by 300bp and stands at
14.25%, substantially above comparable yields elsewhere in Latin America, which have remained stable or declined
slightly over the same period. As depicted in Chart 3, Brazilian yields rose substantially in the second half of 2024
and have since failed to return to their previous levels. Government fiscal measures, including a proposed tax
exemption for workers earning up to BRL 5,000 per month, raised investor concems regarding fiscal sustainability,
particularly following the reintroduction in 2023 of Bolsa Familia, a cash-transfer programme for poorer households.
Since December 2022, the deneral government gross debt on GDP has risen by more than 10pp to 81.9%. Since
looser fiscal policies were expected to raise inflationary pressure, the BCB turned more hawkish, hiking rates from
late 2024 to mid-2025. However, this was not enough to prevent the real from depreciating. As noted by rating
agency Fitch, hiking rates in the absence of a strong fiscal anchor risks creating an adverse feedback loop between
fiscal and monetary policy. This policy mix has undoubtedly exerted upward pressure on Brazilian govemment bond yields.

USD-denominated Brazilian govies appear to be in a better shape, with the 7Y spread to USTs at 125bp, in line with
its four-year average and close to spreads on comparable Colombian and Mexican paper. In our view, the resilience
of USD-denominated bonds reflects solid investor demand for emerging market hard-currency bonds, together with
good liquidity in Brazilian paper. This has probably offset recent fiscal and political concerns.

CHART 3: BRAZILIAN GOVIES TRADING AT THEIR UPPER BOUND
7Y GOVERNMENT BOND YIELDS IN LOCAL CURRENCY (%)
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Source: Bloomberg, The Investment Institute by UniCredit

As highlighted in Chart 4, Brazilian stocks have significantly underperformed broader EM equities over the past four
years. In addition to elevated discount rates, the government’s substantial stakes in several of the country’s largest
companies, including Petrobras and Axia Energia, and its golden shares in Vale mean that political uncertainty has
also weighed on investor appetite for Brazilian financial assets. In 2024, for example, government-appointed
members of the Petrobras board blocked payment of an extraordinary dividend, causing the stock price to fall. In
addition, the Brazilian stock market is skewed towards old economy sectors (financials, energy and materials), which
have not benefitted from the recent Al hype. Although Brazil holds Latin America’s lardest and most diversified
industrial base, including a globally competitive aerospace sector led by Embraer, higher-value-added manufactured
exports still play a relatively modest role. Its commodity-based trade structure raises concerns about economic
overdependence and entrenchment in low-value supply chains. However, the picture could chande if Brazil were to benefit
from growing global competition for minerals and other scarce natural resources vital to the 21st-century economy.
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CHART 4: UNDERPERFORMING BRAZILIAN STOCKS
MSCI WORLD, EM, LATAM AND BRAZIL (10 OCT 22 = 100; LOCAL-CURRENCY INDICES)
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Source: Bloomberg, The Investment Institute by UniCredit

Brazil’s role as a middle power and its geoeconomic implications

Beyond domestic economic policy, the outcome of Brazil's elections will significantly influence the country’s geoeconomic
strategy in the coming years, possibly even decades. In our view, the related future grand strategy of the country could be
more important for investors than the election’s conventional right-versus-left economic dimension. The key point is
that Brazil is not merely a large emerging market; it is a strategic resource power in an emerging multipolar world.
At the same time, it has become a deopolitical swing state amid the US-China rivalry. The election will therefore
determine which geopolitical bloc Brazil will gravitate towards, how it monetises its natural resources and how much
strategic autonomy it retains.

In a nutshell, both leading candidates view Brazil as a middle power: a country with significant regional influence but
lacking the capacity to challenge major powers or shape the international system independently. However, they differ
markedly on how they approach Brazil's international partnerships. While Lula advocates greater strategic autonomy
through diversified extemal relations, promating pragmatic multilateralism and seeking to balance ties with both the US
and China, Bolsonaro’s intends to fully align with the Trump administration, reprising his father's approach: rhetorical
sovereignty combined with close links to the US, in practice. In this respect, public opinion is finely balanced — according to
a Pew survey, China and the US have almost identical favourability ratings among Brazilians, at 46% and 47 %, respectively.

CHART 5: BRAZIL'S POPULATION IS DIVIDED IN ITS VIEW OF THE US AND CHINA
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Source: PEW Research Center, The Investment Institute by UniCredit
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These poll results reflect two long-standing principles guiding Brazil’s foreign policy: commitment to multilateralism
and pursuit of strategic autonomy. Several structural factors help explain these principles: Brazil's continental size,
its dominant economic and strategic position in South America, the relative absence of security threats and a long-
standing sense of exceptionalism within Latin America. Since Brazil became a republic in 1889, these factors have
encouraged it to play an active role in the development of intemational rules and ordanizations while reinforcing its
reluctance to join military alliances that might constrain its freedom of action.

An important pillar of this strategy has been Mercosur, a free trade bloc comprising Ardentina, Brazil, Paraguay and
Uruguay. As the bloc’s largest economy, Brazil has traditionally played a leading role. The India-Brazil-South Africa
Dialogue Forum (IBSA) serves as a platform for coordination among three major democratic powers of the Global
South on political and economic issues. Even more important is BRICS, which now comprises 10 countries, including
China, India and Russia, and has evolved from an economic cooperation framework into a political platform
advocating reforms of global governance institutions such as the UN Security Council and the IMF. For Brazil, BRICS
remains a key instrument for promoting a more multipolar international order and increasing the influence of
emerging powers in global decision-making. Notwithstanding the close links with China, however, Brazil’s decision
not to formally join the Belt and Road Initiative (BRI) reflects an effort to maintain strategic autonomy and signal to
Beijing that it seeks a balanced partnership rather than excessive reliance on Chinese capital.

CHART 6: BRAZIL AIMS TO PLAY AN ACTIVE ROLE IN THE DEVELOPMENT OF INTERNATIONAL RULES
BRAZIL'S MEMBERSHIP OF SELECTED INTERNATIONAL ORGANIZATIONS
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So far, membership of intemational ordanizations has enabled Brazil to project influence beyond its borders by
strengthening economic and political ties and shaping regional arrangements. Going forward, however, this strategy
is likely to be challenged by the Trump administration’s “Trump Corollary” to the Monroe Doctrine, set out in its
December 2025 National Security Stratedy. The document calls for a Western Hemisphere that is “free of hostile
foreign incursion or ownership of key assets, and that supports critical supply chains”. As the sole BRICS member in
the Western Hemisphere and a country with vast natural resources, Brazil is also at the forefront of geopolitical
tensions between the US and China. Looking ahead, its membership of the bloc could increasingly conflict with US
efforts to preserve its global hegemony and contain China’s emergence as a rival hegemon.

Brazil’s importance results not only from the size of its economy but also from its natural endowments, which are
among the world’s richest and include exceptional biodiversity, mineral resources and energy assets. While fossil
fuels remain important (the country is the world’s fifth-lardest oil producer), the strategic resources of the 21st
century are primarily minerals underpinning advanced technolodies, e.g. semiconductors, renewable energy
systems, robotics and defence applications.

Here, Brazil is exceptionally well positioned (Chart 7A): the country holds around 20% of global rare earth reserves
and accounts for more than 90% of niobium production. Niobium is essential for strengthening steel alloys and is
widely used in high-technology and military applications. Brazil is also a major producer of beryllium, iron ore,
mandanese, lithium and other industrial minerals, making it a key part of global supply chains. Separately, besides
the Amazon rainforest, which contains an extraordinary share of world’s biodiversity and physical resources, Brazil
also encompasses the Cerrado, a vast tropical savannah covering much of the country’s central plateau. The Cerrado
is central to global agriculture, producing about 27% of the world’s sugarcane, 25% of its soybeans, 9% of itscotton
and 6% of its beef and corn, making the region an agricultural powerhouse (Chart 7B).

As demand for these resources grows, Brazil's geoeconomic importance is likely to increase further, making the
country a stratedically important partner for both Washington and Beijing. This in turn, could leave the country
vulnerable to the dynamics of the Thucydides’ Trap — a concept popularized by Graham Allisson in his book Destined
for War: Can America and China Escape Thucydides’s Trap? The book describes a situation in which a rising power
threatens to displace an established one, where fear, rivalry and miscalculations can make conflict likely. He argues
that the rise of China and the established dominance of the US create a structural Thucydides Trap. Allisson identifies
16 such cases since 1500, 12 of which led to a major war between the established and rising powers. Adainst this
backdrop, the US could seek to use Brazil as an instrument in its efforts to contain China.

CHART 7A: BRAZIL'S SHARE OF WORLD PRODUCTION CHART 7B:

IN SELECTED COMMODITIES BRAZIL AS WORLD’S FOOD POWER
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Source: US Department of Adriculture, The Investment Institute by UniCredit
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So far, Brazil’s non-aligned foreign policy has allowed it to maintain good relations with both Washington and
Beijing. This is also reflected in the geographical composition of the country’s trade. China has been Brazil’s largest
trading partner since 2009, ahead of the US, and has risen from 24% in 2019 to 26%. The share of trade with Global
South economies has risen from 28% to 30%, while that with Global North economies has fallen from 48% to 44%
over the same period (see Chart 8).

However, as deopolitical competition intensifies, Brazil's next president will confront the reality that the US and
China have distinct interests in Brazil’s resources. From the US perspective, some Brazilian resources complement
domestic economic needs, while others, including oil, soybeans and other agricultural products, compete directly
with US production. At a strategic level, Washington seeks to secure critical-mineral supply chains and curb Chinese
influence in Latin America, while Beijing wants to maintain access to the region’s agricultural commodities, energy
and minerals to sustain its industrial base. In this context, the new Monroe Doctrine could serve as a pretext for the
US to exert pressure on Brazil to reshape its trade relations in ways that bolster US influence and weaken China. One
example of this policy approach is US Trade Representative Jamieson Greer’s latest demand that Brazil should review
the sale of Anglo American’s nickel mines to Chinese state-controlled miner MMG and limit investment by “non-market
actors” and foreign entities in mining, refining and other critical industrial sectors as part of negotiations over tariff relief.

CHART 8: CHINA IS BRAZIL’S LARGEST TRADING PARTNER
BRAZIL'S FOREIGN TRADE STRUCTURE
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Source: UN Comtrade, The Investment Institute by UniCredit

Market implications: more than a conventional left-right contest

Brazil is at a crossroads. On the one hand, its resources represent a distinct competitive advantage, particularly as
some commodities are key to global supply chains. Brazil holds more of what the global economy now demands
than most countries do. On the other hand, the political framework appears weak and macro and fiscal fundamentals
have deteriorated over the past few years. Whoever wins the presidential vote will need to strengthen the country’s
international credibility. Adainst this backdrop, the electoral outcome will help determine how Brazil navidates the
competing geopolitical ambitions embodied in the Trump administration’s new US Monroe Doctrine and China’s
vision of @ multipolar world. At stake is whether Brazil can set the terms of foreign access to its resources or whether

www.the-investment-institute.unicredit.eu 8



https://www.the-investment-institute.unicredit.eu/

The Investment Institute The Long View
by UniCredit 21 September 2026

those terms will increasingly be shaped by others. As such, its outcome matters well beyond Brazil's borders and could
influence critical-mineral supply chains, climate governance and the balance of power in the Americas for a generation.

In this context, a re-election of Lula is likely to see a continuation of his commitment to multilateralism and close
relations with China. This could heighten tensions with Washington and potentially prompt it to use instruments of
economic coercion, including tariffs or sanctions against Brazil. Moreover, under Lula, fiscal policy would likely remain
expansive, limiting the scope for inflation to slow substantially and for the BCB to cut policy rates. In that case,
government bonds would probably continue to price in an elevated risk premium and appetite for Brazilian stocks
would remain contained.

In the event of a Bolsonaro victory, Brazil would likely align more closely with the US and distance itself from China,
with Washington relying on soft power to encouragde this shift. Since this would likely reduce political risk, we see a
Bolsonaro presidency as being moderately positive for markets. For the rally to be more sustained, however, the
new president would need to tackle the country’s deep-seated structural weaknesses.

We have a positive stance on emerging markets and believe that Brazilian stocks and bonds offer attractive
valuations that are hard to ignore. That said, uncertainty over the upcoming election and its implications for Brazil's
future and the US-China rivalry represents a political risk that could weigh on Brazilian markets. We would therefore
take a cautious approach to Brazilian assets.
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Legal Notices

Glossary

Terms used in the report are available on our website: Our glossary.

Marketing Communication

This publication/video constitutes a marketing communication of UniCredit S.p.A., UniCredit Bank Austria AG, Schoellerbank AG and
UniCredit Bank GmbH (hereinafter jointly referred to as the “UniCredit Group”) is addressed to the general public and is provided free of
charge for information only. It does not constitute investment recommendation or consultancy activity by the UniCredit Group or, even
less, an offer to the public of any kind nor an invitation to buy or sell securities. The information contained herein does not constitute an
investment research or financial analysis since, in addition to the lack of content, it has not been prepared in accordance with legal
requirements designed to promote the independence of investment research, and it is not subject to any prohibition on dealing ahead
of the dissemination of investment research.

UniCredit Group, including all its group companies may have a specific interest in relation to the issuers, financial instruments or
transactions detailed herein. Relevant disclosures of interests and positions held by UniCredit Group are available at: Conflicts of interest.
Any estimates and/or assessments contained in this publication represent the independent opinion of the UniCredit Group and, like all
the information contained therein, are given in good faith on the basis of the data available at the date of publication, taken from reliable
sources, but having a purely indicative value and subject to chande at any time after publication, on the completeness, corre ctness and
truthfulness of which the UniCredit Group makes no guarantees and assumes no responsibility. Interested parties must therefore carry
out their own investment assessments in a completely autonomous and independent manner, relying exclusively on their own
considerations of the market conditions and the information available overall, also in line with their risk profile and economic situation.
Investment involves risk. Before any transaction in financial instruments please refer to the relevant offering documents. It should also
be noted that:

1. Information relating to the past performance of a financial instrument, index or investment service is not indicative of future results.

2. Iftheinvestment is denominated in a currency other than the investor’s currency, the value of the investment can fluctuate strongly
according to changes in exchande rates and have an undesirable effect on the profitability of the investment.

3. Investments that offer high returns can underdo significant price fluctuations following any downgrading of creditworthiness. In the
event of bankruptcy of the issuer, the investor may lose the entire capital.

4. High volatility investments can be subject to sudden and significant decreases in value, being able to generate significant losses at
the time of sale up to the entire capital invested.

5. In the presence of extraordinary events, it may be difficult for the investor to sell or liquidate certain investments or obtain reliable
information on their value.

6. If the information refers to a specific tax treatment, it should be noted that the tax treatment depends on the individual situation of
the customer and may be subject to change in the future.

7. If the information refers to future results, it should be noted that they do not constitute a reliable indicator of these results.

8. Diversification does not guarantee a profit or protect against a loss.
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