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PRIMARY DRIVERS TO BRAZIL OVERWEIGHT - Q121

POSITIONING RATIONALE AND RECENT EVENTS

The Covid-19 outbreak disproportionally affected the commodity sensitive country through 2020, with
daily new cases near peak values as of February 2021

Economy Minister Guedes is spearheading the congressional effort to extend emergency aid, but
only if they include measures to curlb mandatory spending growth in coming years. The country’'s dual
deficit and continued political uncertainty leave the country vulnerable to negative shocks, but this
austerity-focused legislation is in line with Brazil's history of implementing reform efforts and showing
better fiscal management in the wake of recessions.

Domestic economic growth and credit availability are improving and economic data have been
surprising to the upside relative to overly dour expectations.

While President Jair Bolsonaro recently lost ground in the municipal elections, he has been gaining
more centralized support in Congress.

The government's economic agenda has the potential to provide a positive catalyst if Congress can
successfully resume reform efforts to overhaul the country's tax system and improve the fiscal
situation in Brazil by keeping the budget constrained within the spending ceiling.

The ousting of Petrobras’ CEO Roberto Castello Branco weighs on investor confidence, but President
Bolsonaro has a history of introducing extreme rhetoric to improve his popularity, but often reverses
course to realign with the reform agenda of Paulo Guedes, the Economy Minister.

The severity of the market reaction indicates investors are pricing in a very bad if not worst-case
scenario, which often overshoots reality in Brazil. Practically every sell-side analysts downgraded
Petrobras and Brazil in response to Bolsonaro's action.

BRIEF COUNTRY SUMMARY

Brazil is the fifth largest weight in the MSCI Emerging Markets (EM) index. The country's index weight has
decreased considerably over the past decade, having once been one of the largest EM country constituents.
The rise of China, South Korea and Taiwan have decreased the country's importance in the MSCI EM over
time though Brazil remains the largest Latin American country constituent within the index by a large margin.
(Exhibit 1) Brazil's market exposure has changed modestly in the past decade, but the three largest weights
have consistently been Materials, Energy and Financials. The primary shift has been to Financials, the largest
sector component of the benchmark today. (Exhibit 2)

Exhibit 1: Brazil Weight as total of MSCI EM LatAM Exhibit 2; Brazil Sector Composition
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BRAZIL WITHIN THE EM PORTFOLIO

At a country level, Brazil is one of the largest relative overweight positions within the Fisher Investments
Emerging Markets Equity portfolio. Positioning within Brazil is based on both country fundamental convictions,
as well as broader sector preferences within the Emerging Market universe. The overweight is based on three
main convictions, deployed across four primary sectors: Energy, Materials, Financials and Consumer
Discretionary. (Exhibit 3)

e Resources and Commodities: Exposure to Energy & Materials is based on our expectations that global
economic activity will resume and continue the sectors' recovery while also acting as a value
counterstrategy to our broader portfolio growth overweight.

e Financials: Exposure to Financials also acts as a value counterstrategy and is based more on the sectors
sensitivity to country performance rather than a bullish outlook on the broader sector. Brazilian banks
tend to do well when the country index is doing well and optimism is high.

e Consumer Discretionary: Exposure to Consumer Discretionary is part of a more secular growth-oriented
conviction tied to the under penetrated and rapid growth of e-commerce in the country.

Exhibit 3: Industry Allocation, as total of absolute Brazil weight in Representative Fisher EM Portfolio
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Source: Eagle Investment Systems, as of 28/02/2021. Industry weights are based on the Fisher Investments
Emerging Markets Equity representative portfolio as of the date shown, and may differ from actual client
accounts.

RESOURCES & COMMODITIES

Roughly half of our target exposure to Brazil is made up of Vale, a metals & mining firm and the largest
producer of iron ore and nickel in the world, and Petroleo Brasileiro (Petrobras), a state-owned oil gas &
consumable fuels firm. While the broader Emerging Markets portfolio maintains a neutral and underweight
relative weight to Energy and Materials, respectively, exposure to these names within the Brazilian allocation
of the portfolio serve a dual purpose, as outlined below.

EXPECTED COMMODITY & RESOURCES RECOVERY

Prior to the Covid-19 pandemic and large scale government mandated shutdowns to much of global activity,
commodity demand was healthy, with the global economy continuing to expand, a trend we expect to
resume relatively soon as governments begin to reduce lockdown measures. (Exhibit 4) China's shift toward
consumption and away from investment-led growth likely prevents a demand surge from driving most
commodity prices significantly higher on its own. With commodities accounting for 80% of Brazil's exports, it
should be well positioned to benefit from this expected recovery.
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VALUE COUNTERSTRATEGY

We remain convicted that fundamental indicators favour growth over value, and that we are in a late market
cycle where the former style category should outperform. Brazilian commodities and resources typically
correlate with value outperformance, (exhibit 5), which allows us to maintain an element of counterstrategy
within the portfolio, one that has duly benefitted relative returns during value counter-rallies.

Exhibit 4: Oil Consumption Recovery Exhibit 5: Brazil & Value Tend to Move Together
110 - , 12 )
World Production (mb/d) | Forecast MSCI Brazil/MSCI EM
World Consumption (mb/d) ! Value/Growth
105 A i
]
100 - i
95 0.8
20 4
H 0.6
85 - Value & Brazil outperform when line rises
80 T T T T T 0.4 T T T T
2016 2017 2018 2019 2020 2021 2022 Dec-18 Jun-19 Dec-19 Jun-20 Dec-20

Left chart source: U.S. Energy Information Administration, Short-Term Energy Outlook, February 2021. Data past
Q4 2020 are forecasts. Right chart source: FactSet. Shows relative performances of MSCI Brazil to MSCI EM
and Russell 3000 Value to Russell 3000 Growth. Based on daily data points indexed on 31/12/2018 to
24/02/2021.

FINANCIALS

Roughly a quarter of the portfolio’s absolute weight to Brazil is made up of Financials, more specifically, two
banks; Banco Bradesco and Itau Unibanco, as well as one equities exchange operator, B3 Bolsas. While the
broader Emerging Markets portfolio maintains a significant relative underweight to Financials, exposure to
Brazilian Financials is not primarily driven by our current outlook for the sector, but rather, that Brazil will
surprise to the upside relative to overly dour expectations. EM banks are among the highest correlated
category to their respective country of any sector. Many almost exclusively do business in their domestic
markets and are one of the best ways to obtain country exposure.

OVERLY DOUR SENTIMENT

Equities in Brazil have a long history of bouncing out of EM bear markets, (exhibit 7), as recession tends to
drive reform efforts and better fiscal management in the subsequent recovery. Current sentiment is overly
dour tied to geopolitical risk, the country’s dual deficit and budget issues, and Brazil's status as a COVID-19
hotspot. These fears are likely to abate in the months ahead, potentially providing a tailwind to equities.

Prior to the Covid-19 outbreak, Brazil was emerging from one of its worst recessions in history. While 2019 GDP
growth was only modestly positive, recovery in business activity, investment and consumption was gaining
momentum. Consensus expectations for GDP are proving overly dour and are being revised upward and
surprising to the upside. Additionally, while the vaccine rollout has been slow to start, improvement in vaccine
distribution plans and a continued resumption in activity and employment should mean the economy
continues growing in the first half of 2021 as activity improves globally.
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VALUE COUNTERSTRATEGY
Similar to Brazilian commodities and resources, Brazilian financials also correlate with the broader country
index and value outperformance, making up an additional element of counterstrategy within the portfolio.

Exhibit &: High Correlation, Banks & Brazil Exhibit 7: Brazil's Bounces Following EM Bears
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Left chart source: FactSet. Shows rolling 12-month performance of MSCI Brazil & MSCI Brazil Banks from
31/01/2001 to 26/02/2021. Right chart source: FactSet. Shows the relative performance of MSCI Brazil to MSCI
Emerging Markets in monthly periods before and after EM bear market troughs. Based on daily figures from
31/12/1987 to 02/03/2021. Note averages exclude latest bear market.

CONSUMER DISCRETIONARY

The last approximate quarter of the portfolio’s absolute weight to Brazil consists of Magazine Luiza, a large
Multiline Retailer with a strong physical and virtual presence in the country. The exposure to Consumer
Discretionary is a growth-oriented theme in line with our current outlook that the style category will continue
to outperform through this late market cycle stage.

RAPID E-COMMERCE GROWTH

COVID-19 led lockdowns and social distancing measures are increasing consumer adoption of online
shopping, with quantity of online sales rapidly growing in the first half of 2020. (Exhibit 8) Latin American E-
commerce names including Magazine Luiza should benefit and contribute to portfolio outperformance.

Exhibit 8: Growth of Brazilion E-Commerce
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Source: MCC-ENET, accessed 24/02/2021. "Indice de Vendas Online e Variacées — Brasil’. Shows value of
index (2017 = 100) against the value of the same month of the previous year. Online sales based on quantity
of products sold over given period as opposed to total value.
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DISCLOSURES

Fisher Investments Europe Limited (FIE) is authorised and regulated by the Financial Conduct Authority. It is
registered in England, Company Number 3850593, Fisher Investments (Fl) is an investment adviser registered with
the United States Securities and Exchange Commission. FIE is wholly-owned by Fisher Asset Management, LLC,
trading as Fisher Investments (FI), which is wholly-owned by Fisher Investments, Inc.

Fisher Investments (Fl) is an investment adviser registered with the Securities and Exchange Commission. As of 31
December 2020, FI managed over $158 billion, including assets sub-managed for its wholly-owned subsidiaries. Fl
and its subsidiaries maintain four principal business units — Fisher Investments Institutional Group (FIIG), Fisher
Investments Private Client Group (FIPCG), Fisher Investments International (Fll), and Fisher Investments 407(k)
Solutions Group (401(k) Solutions). These groups serve a global client base of diverse investors including
corporations, public and multi-employer pension funds, foundations and endowments, insurance companies,
healthcare organisations, governments and high-net-worth individuals. Fi's Investment Policy Committee (IPC) is
responsible for investment decisions for all investment strategies.

For purposes of defining “years with Fisher Investments,” FI was established as a sole proprietorship in 1979,
incorporated in 1986, registered with the US SEC in 1987, replacing the prior registration of the sole proprietorship,
and succeeded its investment adviser registration to a limited liability company in 2005. "Years with Fisher
Investments” is calculated using the date on which Fl was established as a sole proprietorship through 31
December 2020.

Fl is wholly owned by Fisher Investments, Inc. Since Inception, Fisher Investments, Inc. has been 100% Fisher-family
and employee owned, currently Fisher Investments Inc. beneficially owns 100% of Fisher investments (Fl), as listed
in Schedule A to Fl's form ADV Part 1. Ken and Sherrilyn Fisher, as co-trustees of their family trust, beneficially own
more than 75% of Fisher Investments, Inc., as noted in Schedule B to FI's Form ADV Part 1.

FIE outsources portfolio management to Fl. FI's Investment Policy Committee is responsible for all strategic
investment decisions. FIE's Investment Oversight Committee (IOC) is responsible for overseeing FI's management
of portfolios that have been outsourced to Fl. Matters arising pursuant to Fl's portfolio management policies are
elevated to the IOC.

This document has been approved and is being communicated by Fisher Investments Europe Limited.

The foregoing information constitutes the general views of Fisher Investments and should not be regarded as
personalised investment advice or a reflection of the performance of Fisher Investments or its clients. Investing in
financial markets involves the risk of loss and there is no guarantee that all or any capital invested will be repaid.
Past performance is never a guarantee nor reliable indicator of future results. Other methods may produce
different results, and the results for individual portfolios or different periods may vary depending on market
conditions and the composition of a portfolio or index. The value of investments and the income from them will
fluctuate with world financial markets and international currency exchange rates. If you have asked us to
comment on a particular security then the information should not be considered a recommendation to purchase
or sell the security for you or anyone else. We provide our general comments to you based on information we
believe to be reliable. There can be no assurances that we will continue to hold this view; and we may change our
views at any time based on new information, analysis or reconsideration. Some of the information we have
produced for you may have been obtained from a third party source that is not affiliated with Fisher Investments.
Fisher Investments requests that this information be used for your confidential and personal use.
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This document may be considered advertising within the meaning of article 68(1) of the Swiss Financial Services
Act dated June 15, 2018 (status as of January 1, 2020).

This material may also be found posted on the Fisher Investments Europe website at
httos://institutional.fisherinvestments.com/en-gb. If your firm wishes to be removed from receiving these materials
in the future or wishes to pay for this material, please contact Fisher Investments Europe.
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