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IMPORTANT DISCLOSURES

Millennium Global comprises:

Millennium Global Investments Limited, an independent,
institutional currency investment manager based in London
Millennium Global Investments Limited is authorised and regulated
by the Financial Conduct Authority and registered as an investment
adviser with the Securities and Exchange Commission. Registration
with the SEC does not imply a certain level of skill or training. The
Financial Conduct Authority can be contacted by telephone on +44
207 066 1000 or in writing to: Financial Conduct Authority, 12
Endeavour Square, London, E20 1JN, United Kingdom.

AND

Millennium Global (Europe) SAS, a Paris-based Alternative
Investment Fund Manager that provides investment services to
professional clients in Europe.

Millennium Global (Europe) SAS is authorised and regulated by the
Autorité des Marchés Financiers (GP-19000031). L'Autorité des
Marchés Financiers can be contacted by telephone on +33 1 53 45 60
00 or in writing to: Autorité des Marchés Financiers, 17 place de la
Bourse, 75082 Paris Cedex 02, France.

This document contains the views and opinions of the Economics
Team as of December 2022 and does not necessarily represent
the opinions of Millennium Global, or the funds/accounts it
manages or of any Portfolio Managers.

This information contained in this document is intended for
Professional Clients (or Elective Professional Clients) only.
Millennium Global does not target retail clients and our services
are not suitable for, nor will they be made available to retail
clients.

This document has been prepared by Millennium Global solely for
the purposes of providing background information on certain funds
or investment strategies offered by Millennium Global (“Products”).

In the United Kingdom, this document is only available to persons
who are: (i) investment professionals within the meaning of Article 19
of the Financial Services and Markets Act 2000 (Financial Promotion)
Order 2005 ("FP Order") or Article 14 of the Financial Services and
Markets Act 2000 (Promotion of Collective Investment
Schemes)(Exemptions) Order 2001 ("CIS Order"); (ii) high net worth

companies and certain other entities falling within Article 49 of the FP
Order or Article 22 of the CIS Order; or (iii) any other persons to
whom such communication may lawfully be made, including in
accordance with the relevant provisions of the FCA Conduct of
Business rules. This document is not intended for distribution in the
United States or for the account of US persons (as defined in
Regulation S under the US Securities Act of 1933, as amended (the
“Securities Act”)) except to persons who are “qualified purchasers” (as
defined in the US Investment Company Act of 1940, as amended (the
“Company Act")) and “accredited investors” (as defined in Rule 501(a)
under the Securities Act). It must not be acted, or relied, upon by any
other persons.

The information contained in this document is strictly confidential
and is only for the use of the person to who it is sent and/or who
attends any associated presentation. Distribution of this document or
the information herein to any person, other than the person to whom
this document was originally delivered and such person's advisors, is
unauthorised. Any reproduction or publication of this document, in
whole or in part, or the disclosure of any of its contents, without the
prior consent of Millennium Global in each such instance is
prohibited.

Distribution of this document may be restricted in certain
jurisdictions. This document is not intended for distribution to, or use
by any person or entity in any jurisdiction or country where such
distribution or use would be contrary to local law or regulation, and it
is the responsibility of any person or persons in possession of this
document to inform themselves of, and to observe, all applicable laws
and regulations of any relevant jurisdiction.

There can be no assurance that professionals currently employed by
Millennium Global will continue to be employed by Millennium Global
or that the past performance or success of any such professional is
indicative of such professional’s future performance or success. This
document is not, and should not be regarded as investment advice or
as a recommendation regarding any particular investment or
Strategy, or market(s) in which to invest.

Nothing in this document should be construed as an offer,
solicitation, invitation, marketing of services or products,
advertisement, inducement, or representation of any kind, or as an
opinion on the merits or otherwise, of any particular investment,
investment strategy or market in which to invest. Any examples of
Strategies or trade ideas are intended for illustrative and/or
educational purposes only, and are not indicative of the historical or
future Strategy or performance or the chances of success of any

particular Strategy. You should consult your investment, tax, legal,
accounting or other advisors about the matters discussed herein.

Millennium Global, its affiliates and clients may, as at the date
of publication, have a long or short position in the investments
covered in this document. We intend to continue trading in the
relevant investments and may at any time be long, short or
neutral these securities (or any other securities of the same
issuer) or any related securities, regardless of the position or
views expressed in this document.

The views and opinions in this document are not guaranteed nor
intended to be complete, and material aspects of the descriptions
contained herein may change at any time. Millennium Global and its
employees have no obligation to provide recipients hereof with
updates or changes to the information contained in this document.
While every care has been taken in the compilation of this document
and every attempt has been made to present up-to-date and
accurate information, we cannot guarantee that inaccuracies will not
occur. Neither Millennium Global, its portfolio managers nor any of
its employees will be held responsible for any error or omission
and/or any claim, loss, damage or inconvenience caused as a result of
reliance on information contained in this document.

Past performance of any Strategy shown herein is not a guide, and
should not be construed as a guarantee of future performance as the
value of any Strategy or investments may fall as well as rise, and an
investor may lose all or a substantial amount of their investment.
Certain portions of the information contained in this document may
constitute forward-looking statements, views or research opinions.
Due to various uncertainties and actual events, the actual
performance of the economy may differ materially from those
reflected or contemplated in such forward-looking statements, views
or opinions. As a result, investors should not rely on forward looking
statements, views or opinions in making any investment decisions.
Any models contained in this document have been provided for
discussion purposes only. There can be no assurance that any
investment opportunities described in such models will become
available to any Strategy or to Millennium Global. Likewise, it should
not be assumed that any investments described by these models
would be profitable if implemented. It should not be assumed that
any trade or illustration contained in this document would be
implemented by Millennium Global or that it would be profitable if
implemented.
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SUMMARY OF ECONOMIC & FX VIEWS

Economic Views

US inflation is set to fall in the first quarter, mainly driven by
supply side factors (energy and core goods) but then by shelter
prices

There are clear signs that monetary tightening is impacting the
economy. Although US growth should slow via the investment
channel, the consumer should help the US economy avoid
recession as falling inflation becomes a windfall to purchasing
power

We see a change in the Fed's reaction function as being
important; a forward looking approach allows them to react to
disinflation in shelter prices and accept that wages will be the last
price to slow

Meanwhile wider central banks are likely to finish their hiking
cycles faced with sufficient evidence that growth is weakening
and inflation is peaking. We see the BoE and ECB lagging behind
the rest due to tight labour markets and a slow start

The euro area is likely in a mild recession with growth likely to
slow further from here. However unexpected warm weather has
almost eliminated the likelihood of output cuts this winter and
even reduced the expected rise in gas prices in Q2 next year, with
the risk to prices actually lower from here as weather normalises

China reopening should be relatively gradual and therefore limit
any uplift to global energy demand from industrial usage. We
expect more policy support to be announced to support a growth

FX Views

Correlations show that we are in a “top-down” environment
where global inflation is still the primary driver of equity, bond
and currency markets

We acknowledge that the US bond market has somewhat front-
run our economic view of falling inflation, but still see scope for
US yields to fall further

This leaves us negative on the USD helped by improving
sentiment: inflation falling, China reopening and the likelihood
of another terms of trade shock receding

We favour the JPY and EUR as they have valuation support and
benefit from stable-to-lower commodity prices. The euro
should be supported by a hawkish ECB which has some scope
to “catch-up”. This could also see CHF weaken (versus the euro)
as gas prices move lower

We are more cautious on equity-linked currencies, AUD and
GBP, given medium term US recession risks and dovish risks
around domestic interest rate pricing

We are negative CAD, given an earlier end to the hiking cycle
from the BoC and lack of support from commodity prices

In EM, we are positive CNH as China reopening suggests a
more reflationary environment going forward and neutral on
BRL as the attractive carry offsets domestic fiscal and recession

target of 5% next year risks
Source: MGI Economics, all view are as of 16 December 2022
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CURRENCY VIEWS
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Key currency views

USD (-)

The dollar should weaken helped by
lower yields and improving sentiment:
inflation falling, China reopening and the
likelihood of another commodity terms
of trade shock receding

CAD (-)
Stable-to-lower commodity prices

unhelpful given weak growth prospects
and an end in the hiking cycle

We see BRL suffering from fiscal
uncertainty and recession. However,
very restrictive monetary policy should
support the currency

All views vs USD. Source: MGl Economics, 15 December 2022

EUR (+)

Well placed to benefit from a weaker
dollar: EUR has valuation support,
should be helped by lower commodity
prices and an ECB which needs to raise
rates further

Better risk environment should be
supportive near term, but less so
medium term as US growth slows. The
UK cyclical and structural backdrop is still
poor with downside risks to BoE rate

pricing

See a dovish SNB going forward but
scope for EURCHF to move higher as gas
prices fall and relative monetary stance
vs ECB

JPY (+)
Still cheap with good risk-reward

given the outlook for US inflation
and downside growth risks

CNH (+)

Quite simply, domestic reopening is
reflationary while limiting a drag
from the services balance

Equity environment mixed in the
medium term coupled with dovish
risks around the RBA
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ECONOMIC OUTLOOK
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US core inflation crucial to Federal Reserve rate path

In Q1, energy will turn to drag on inflation Driver of core inflation now services and shelter

il

Contribution to US core CPI, %

) e -20

I I I I I I
2020 2021 2022 2023 2012 2014 2016 2018 2020 2022

== US Average Gasoline Price (constant price forecast), Ihs W Services Less Shelter (31%) M Shelter (42%) M Core goods (27%)

— US CPI Energy, y/y, rhs

Source: Macrobond, MGl Economics, 15 December 2022 Source: Macrobond, MGl Economics, 15 December 2022
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ECONOMIC OUTLOOK

Ingredients for disinflation are here: Core goods

Supply chains have broadly normalised Disinflation in the pipeline for autos

DD m e

100 T -

Index
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2006 2008 2010 2012 2014 2016 2018 2020 2022

I I I I . . .
2000 2005 2010 2015 2020 — Manheim Used Vehicle Price
— Manheim Used Vehicle Price, Tm lag, rhs

. o . _ . . B
PCE A-cyclical Inflation, rhs MGI Supply Chain Indicator*, Ihs — CPI, Used Car & Trucks, lhs

Source: Macrobond, MGl Economics, 15 December 2022 Source: Macrobond, MGl Economics, 15 December 2022
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ECONOMIC OUTLOOK
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Ingredients for disinflation are here: Shelter

New lease inflation now slowing sharply

B0 m et -8
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— CPI OER, rhs — S&P US House Prices, 6Q lag, |hs
— US Existing Home Sales Price YY/ 6Q lag, Ihs — US Zillow Rent Prices, 2Q lag, lhs

Source: Macrobond, MGl Economics, 15 December 2022

Activity suggests more to come
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— US Existing Home Sales Average Price, 6mMA, |hs
— US Existing Homes Sales, 6mMA, 3Q lag, lhs
— US New One Family Houses Sold, 6mMA, 3Q lag, rhs

Source: Macrobond, MGI Economics, 15 December 2022
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ECONOMIC OUTLOOK

Ingredients for disinflation are here: Non-shelter services

Current wage growth still too high for 2% inflation But some surveys show turning at margin
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— EClI — Atlanta wage growth tracker, 3SMMA — Average hourly earnings

Source: Macrobond, MGI Economics, 15 December 2022 Source: Macrobond, MGl Economics, 15 December 2022
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ECONOMIC OUTLOOK

There are clear signs that tightening is hitting the economy

Housing activity weakens Credit conditions tighten for firms
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ECONOMIC OUTLOOK {DELSO

Federal Reserve makes important shift to forecast driven policy making

Labour market a lagging indicator of activity Fed funds not only policy tool this time around

YN %
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— Shadow Rates, "Proxy" Federal Funds Rate* — Target Rate, Fed Funds Target Rate

— Employment, Payroll, Nonfarm, Payroll, Total, lhs = Services ISM, rhs

Source: Macrobond, MGl Economics, 15 December 2022 Source: Macrobond, MGl Economics, 15 December 2022

*The proxy rate indicates federal funds rate typically associated with prevailing financial market conditions if these conditions were driven solely by the funds rate
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ECONOMIC OUTLOOK

This implies Fed rhetoric not to be taken at face value

Fed’'s own forecasts imply a deeper cutting cycle vs market Breakdown of Taylor Rule based on Fed'’s outlook
% %
35
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H Neutral Nominal M Inflation component
B Fed projections ® Market m Taylor Rule* implied using Fed forecasts B Unemployment component Taylor Rule* Implied Fed Funds
Source: Macrobond, Bloomberg, Federal Reserve, MGl Economics, 15 December 22 Source: Federal Reserve, MGl Economics, 15 December 22
*Taylor Rule takes Fed projections, coefficient of 1 on unemployment and 0.5 to core PCE
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ECONOMIC OUTLOOK
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Driver of lower rates important for equities and wider risk markets

Pricing out of higher inflation scenario good for equity

% Fed Funds Rate Scenario Analysis

ul

N

w

N

1

O I T T T T T T T

Mar-22 Sep-22 Mar-23 Sep-23 Mar-24 Sep-24 Mar-25 Sep-25

Higher Inflation, More Hikes
— Market Pricing
—Recession, Limited Cuts
—Recession, Substantial Cuts

The above is stylised rate outlook under different scenarios.
Source: Goldman Sachs, MGI Economics, 11 December 2022

But medium term growth risks are negative
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Source: Bloomberg, MGl Economics, 15 December 2022
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ECONOMIC OUTLOOK
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Surveys suggest consumption still has momentum

Consumption growth improved in October Surveys suggests momentum holding up
Q/QAR %
5
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I I I I I I I I I
W Total PCE W Goods 2006 2008 2010 2012 2014 2016 2018 2020 2022
B Goods ex food and energy Services
Servi — Consumption, Y/Y, rhs = Service ISM, 3mMA, lhs
ervices ex energy
Source: Bloomberg, MGl Economics, 15 December 2022 Source: Macrobond, MGI Economics, 15 December 2022
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ECONOMIC OUTLOOK

Households facing cross-currents but inflation major tailwind

Inflation a tailwind for consumer income
Real Disposable Income
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Source: Goldman Sachs, MGl Economics, 15 December 2022

Savings rates close to record lows, with stock uneven
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Source: Morgan Stanley, MGl Economics, 15 December 2022.
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ECONOMIC OUTLOOK

Meanwhile investment likely to slow

Residential investment likely to drag on growth further Business capex intentions fall
B e %2Q, AR Index, quarterly avg
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Source: Macrobond, MGI Economics, 15 December 2022 Source: JPM, Various Fed Branches, 15 December 2022.
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ECONOMIC OUTLOOK
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Recession likely too mild for ECB to stop hiking

Domestic demand likely to slow from here Exceptionally warm weather slows gas storage draw-down
Q/Q % change
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ECONOMIC OUTLOOK

European disinflation likely to lag the United States

Energy likely to keep inflation

Energy contribution to headline inflation (pp) Core inflation, y/y%
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Dashed line is Goldman Sachs forecast.
Source: Goldman Sachs, MGl Economics, 14 December 2022

Dashed line is Goldman Sachs forecast.
Source: Goldman Sachs, MGI Economics, 14 December 2022

2023

Falling headline inflation a tailwind for the US consumer

2024

18

This information does not constitute an offer to buy or a solicitation of an offer to sell and does not constitute an offer or solicitation in any jurisdiction in which
such asolicitation is unlawful or to any person to whom it is unlawful. We kindly draw your attention to the Important Disclosures on pages 2.

MILLENNIUM

G L OB AL



ECONOMIC OUTLOOK
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ECB still has some catching up to do

ECB only just reaches neutral Europe likely to be hawkish for longer
Policy rate, bps Hikes expected, bps
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Today, as of 15 December 2022. Source: Bloomberg, Goldman Sachs (estimate of neutral rate), MGl Economics, 15 December 2022
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China prepares to reopen but fundamentals point to speed limit

Elderly vaccination rate is still low Comparators show exit wave and mobility decline
Over 80 years old, % Index % vs. 2019
Taiwan
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ECONOMIC OUTLOOK
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Gradualism boosts sentiment more than energy demand

Chinese equities have risen but still at low levels China oil demand is 2mb/d lower than pre-covid trend
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— Shanghai Shenzhen CSI 300 Index, hs — China Oil Demand (exponential trend 02-19)
Source: Bloomberg, Macrobond, MGI Economics, 9 December 22 Source: Macrobond, Morgan Stanley, MGl Economics, 9 December 22
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ECONOMIC OUTLOOK

Leaving oil prices likely stable to lower

Qil prices have fallen in face of supply concerns Global demand a headwind to commodity prices
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Source: Bloomberg, Macrobond, MGI Economics, 9 December 2022 Source: Bloomberg, Macrobond, MGI Economics, 9 December 2022
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USD (-) Inflation is still dominant theme in a top-down market

We are in a risk on/ risk off (RORO) world Equity-bond correlations show inflation

Correlation across (multi) asset class

) Correlation Coefficient
HSBC RORO Indicator
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6M Correlation. Source: HSBC, MGI Economics, 14 December 2022 Source: HSBC, MGl Economics, 13 December 2022

Our currency views are broadly based on a simple observation about what is driving financial markets. Correlation across asset classes is
historically extremely high and the equity-bond correlation is very positive. This tells us we are in a “top-down” world, where inflation is the main
driver of directionality. This points to the global inflation outlook being particularly important and bottom-up idiosyncratic stories less so
important. For us, while we accept the US inflation outlook is partially priced in bond markets (see slide 12), our views on inflation suggests further
room for yields to fall as the probability of higher yields driven by stubbornly high inflation recedes. While inflation (not growth) remains the
dominant driver of markets, the equity-bond correlation should stay positive - having important implications for equity driven FX (such as AUD,
GBP) vs duration sensitive FX (such as JPY, CHF). This reflects lower inflation being the primary driver of Fed cuts rather than recession fears.
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CURRENCY VIEWS LSO

USD (-) DXY still expensive as yield differential support reverses

Yield differentials move against the dollar DXY is still overvalued
Spot % from PPP
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While the dollar has weakened, it still remains expensive, particularly through the lens of the DXY Index. The risk environment has broadly
become more supportive as central banks reduce the pace of tightening, China reopens (but not too quickly to negatively impact Europe) and a
warm winter has bailed out Europe; significantly reducing the likelihood of another severe terms of trade shock. Our view remains reasonably
tactical - the US is on track for a mild recession with a Federal Reserve that has signalled an unwillingness to cut interest rates. However, we see
“soft-landing” dynamics at play over the first quarter with the US avoiding a recession as the consumer benefits from a boost to purchasing
power, the labour market remains strong and a private sector that has a buffer that should avoid a quick retrenchment in spending.
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EUR (+) Energy shock to take a smaller than expected toll on growth

Hard data has outperformed surveys While natural gas prices should fall in Q1 2023
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While the energy shock is taking a toll on growth, so far, activity has been resilient and Europe’s ability to increase gas storage levels to 95%
coupled with warm weather has offered enough buffer to get Europe comfortably through the winter. In the medium-term, the likelihood of a
terms of trade shock similar to the one experienced in 2022 has significantly decreased. While gas prices are likely to increase again next summer,
they are not expected reach levels registered last summer as the increase in other sources of energy supply, nuclear notably, should help in
containing upward price pressures as well as a lacklustre rebound in Chinese economic activity.
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EUR (+) ECB to remain hawkish despite recession

ECB hikes in pipeline as inflation remains elevated Italian sovereign spread risks contained

Contribution to euro area CPI, y/y %

B

1T et
10 et /
0

B

7

B e

D e
Ao

B

D

.‘] N I I T 075 P -, o o o o [ PP
1

' ' ' I ' ' ' I ' ' ' I
S Jan Apr Jul Oct Jan Apr Jul Oct Jan Apr Jul Oct Jan
2020 2021 2022 2020 2021 2022

B Food MEnergy M Core Goods M Services — Euro area CPI =— 10Yr Bund yield == Italy BTP yield == 10Yr BTP Bund spread

Source: Macrobond, MGl Economics, 12 December 2022 Source: Macrobond, MGI Economics, 12 December 2022

Despite having increased rates by a 200bps thus far, the European Central Bank is lagging behind its hiking cycle. A tight labour market and
persistently elevated inflation point to a continuation of rate hikes, though at a slower pace. Risks around the terminal rate are on the upside
amid inflation stickiness, wages upward pressures and uncertainty around further energy shocks. In our view, while the relative growth dynamic
should weigh on the currency, the relatively more hawkish stance from the ECB compared to the Fed should support the currency. Additionally, in
the short term, there should not be any concerns related to fiscal stability and debt sustainability in Italy, that could have driven a negative euro
sentiment.
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JPY (+) A valuation opportunity with good risk-reward

Yen does well in range of economic scenarios

Scenario description IR [l I
assessment

Fed has already overtightened, near

1 term global recession

5 Growth slows and US slips into
recession late 2023

3 Inflation has not peaked, Fed hiking
resumes in H2 23

4 Soft landing

Source: JP.Morgan Global Economics, 9 November 2022
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Despite its recent appreciation, the yen is still the cheapest currency in G10 (see slide 36). Given the main driver of the yen continues to be relative
yield differentials, our view that US inflation and growth are likely to slow over the next quarter points to treasury yields moving lower. We also
acknowledge the broad uncertainty in the economic outlook but see good risk-reward for the yen given the economic scenarios (see chart above).
While our view is premised on the US side of equation, we think the explicit forecasting of a “virtuous” inflation cycle from the Bank of Japan (“Bo)")
is meaningful and though we do not see a change in yield curve control from the Bank of Japan next quarter, we expect Japanese inflation
developments to generally support a normalisation in policy in the second half of the year.
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Benefits from supportive risk backdrop as US inflation falls

Sterling has been boosted by the recent equity rally In context of lower energy prices
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Sterling has benefitted from the broad turn in risk sentiment and in particular, the FX correlation with US equities. Our view that US inflation
is likely to fall over the quarter should continue to support GBP from a yield differential and risk-sentiment point of view (as US yields move

lower and equity risk is supported). Meanwhile, as global growth slows, energy prices should not act as an impediment to sterling
appreciation.
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But UK cyclical and structural vulnerabilities remain

Wage growth should keep the Bank of England hawkish UK growth prospects worst in G10 next year

2023 Growth Expectation, y/y %
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Our bottom-up view is less supportive of sterling. Firstly, we expect UK growth to underperform the US primarily due to the dispersion in real
wage growth outlook as well as building fiscal headwinds. Secondly, nominal wage growth of 6% should keep the Bank of England hawkish in the
near term and hiking into Q2. However, a terminal Bank rate of 4.7% is already priced into bond markets. Moreover it is not clear that signs of
further second round effects will be supportive of the currency given it will come as the cost of a more severe recession and in the backdrop of
continued structural vulnerabilities. On the whole, we think the top-down story is likely to overwhelm but aware of there is lack of UK domestic
impulse.
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SNB normalisation almost complete

SNB forecasts suggest not much more to do CHF strengthened through gas crisis
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From a cyclical point of view, the relatively low inflation and wage backdrop suggest the Swiss National Bank (SNB) are nearly done with their
hiking cycle, leaving the central bank to focus on monetary policy implementation. We therefore take a slightly more dovish view than the market,
which leaves us neutral on the Swiss franc versus the US dollar and slightly negative versus the euro. The latter should also be helped by the
receding probability of another terms of trade shock (which benefitted the Swiss franc as a European safe-haven earlier on in the year). This

suggests EURCHF could drift higher, particularly as the SNB become more sanguine about the inflation outlook and therefore the associated pass
through from currency.
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Mixed equity environment with dovish risk to RBA

AUDUSD broadly a view on equity risk
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RBA faces an interest sensitive economy
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Correlations suggest the Australian dollar remains a view on equity risk as well as yield differentials. In the near term, our top down views
suggests equity risk should be supported by lower US inflation however as growth slows (as the probability of a hard landing rises) this should be
accompanied with equity weakness, particularly if the Fed are reluctant to cut interest rates. We ultimately see the Fed becoming more dovish, but
this presents a likely volatile path for “Aussie”. We also see downside risks to the RBA rate path, leaving us neutral vs USD overall.
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CAD (-) No support from commodity prices and domestic downturn

Commodities should not be supportive of CAD While the housing market downturn should be a drag
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The fall in commodity prices, which is the main driver of the Canadian dollar, should not be supportive of CAD. Additionally, we expect a
significant slowdown in activity, amid high inflation and ongoing housing market correction, that should weigh on the currency. The Bank of
Canada (“BoC") has reduced the pace of its tightening cycle in October and signalled, at its December meeting, a potential further step-down
further out. Another smaller hike is currently reasonably priced for January, as inflation is likely to still show signs of stickiness. We expect the BoC
to end its hiking cycle earlier than the Fed given a more frontloaded hiking cycle and a higher sensitivity of households to interest rates. Overall,
commodity prices and domestic factors should not support the currency in the short-term.
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CNH (+) Reopening growth and sentiment supportive

Scope for equity flows to pick up

% AUM Foreign Flows into Mainland China Equity Funds (4wma)
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In mid-November China began the reopening process and policymakers are now signalling a focus on supporting growth next year. Low
vaccination rates in the elderly and limited hospital capacity point to reopening being a gradual process with the economic reward likely in the
second half of next year. This is important for two reasons. Firstly, re-opening is likely to boost sentiment but keep a lid on energy prices and
secondly, this limits the current account deterioration from outbound tourism. While the former is important for the broader inflation outlook, the
latter should mean that the currency can strengthen as growth prospects and capital inflows improve. However, this is unlikely to be a smooth

ride as investors digests poor incoming data and more covid cases.
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ECONOMIC OUTLOOK

Tight financial conditions and high indebtedness

Restrictive monetary policy to tame inflation Raises risks for households indebtedness.

% of disposable income
aWooul 9|qesodsip Yyjuow-z| 1se| 40 9%

T T T T T T T T T
— Neutral policy rate % = SELIC Target Rate, % CPI (IPCA), Y/Y % 2006 2008 2010 2012 2014 2016 2018 2020 2022
— Real policy rat — Core CPI (IPCA), Y/Y%
calpoley et o ( a4 — Debt service ratio, lhs = Indebtedness, rhs
Source: BCB, Macrobond, MGl Economics, 14 December 2022 Source: BCB, J.P. Morgan, MGl Economics, 14 December 2022

A combination of significant financial tightening, highly indebted households, moderation in commodity prices and the fiscal uncertainty should
drag the economy into a recession in the first quarter. On the fiscal front, the Senate approved Lula’s proposition to increase the cap on spending,
allowing for expenditures above BRL200 bn in 2023. Uncertainty remains as the bill is currently waiting for lower house approval. The Banco Central
do Brazil (“BCB") kept rate unchanged at 13.75% in December as services inflation should take longer to ease. They also reiterated their concern
over fiscal policy and its inflationary consequence. As such, the BCB could keep rates higher for longer to tame inflation and sustain the currency. In
that context, we take a neutral view on BRL versus USD as high nominal rates should broadly offset the negative currency drivers.
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FX VALUATION MEASURES
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G3 present a valuation opportunity

G10 Valuation measures
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