Alternative Scenario: Economic imbalance and the
end of the Commodity Supercycle
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Merchandise world trade (fixed base 2005=100)
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The Commodity Party is over...
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Commodity Research Bureau (Spot index)
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GS Commodity Index vs. Brazil Total GDP
(Acum. g/q %)

60,0 9,0
50,0 8,0
40,0 7,0
30,0 6,0
o
;\3. 20,0 5,0 g
g 10,0 4,0 %
o 00 3,0 g
wn oy
O -10,0 2,0 §
-20,0 1,0
-30,0 0,0
-40,0 GSClI e==Brazil Total GDP (RHS) -1,0
-50,0 -2,0
o (@) i i N N ™ (90 < < LN LN (o) (o} N~ N o0 o0 (@)} (@)) o o i i N N (ep) ™ < < LN LN
S 29 92 Q39 Q2 Q9Qe 0 Q090 0 Q0. 0 Q o o o g o o o g

Source: Bloomberg




.
Emerging Markets FX are suffering...

& . parallaxis

ASSOCIACAD BRASILEIRA
DO AGRONEGOCIY

EM Exchange Rates (fixed base 2008=100)
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Our hypothesis for a “New” World... ’
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* Bretton Woods System operated as a Global Surplus Recycling Mechanism (GSRM) until 1972-81;

* Its purpose? To prevent the build-up of systematic surpluses in some countries and of persistent deficits in
others.

e After Bretton Woods System collapses, USA emerged as a new GSRM,;
e Allowed by the exorbitant privilege of US Dollar;

* USA Trade & Fiscal deficit -> Recycling German/Japan/China surpluses -> Capital flow to Wall Street ->
Financialization (CDOs, CDSs, and others new derivatives) -> Flow back to the originating countries -> Ample
liquidity, price escalation.

* The global economy stepped into a new pace of growth after 2008 crisis;

* USA lost its capacity to operate as GSRM — Unbearable twin deficit problem (Trade & Fiscal), loss of dynamism
and sluggish growth;

* EU - Faces its own problem, due to its incapacity to recycle internal surpluses (Ger.)/deficits (Greek);
e China - Decelerating due to macroeconomic rebalancing;

» A world in a New Normal -> Lower and more erratic growth, under its potential;




Modeling these hypothesis to some countries...
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2015' 2016' V8- 2017
2025'
United States GDP growth (annual %) 41 1,0 1,8 28 38 33 27 1,8 -03 -2,8 25 1,6 23 22 24 26 28 1,5
China GDP growth (annual %) 84 8,3 91 100 10,1 11,4 12,7 142 96 92 106 95 78 77 74 68 63 5,4
Euro area GDP growth (annual %) 39 21 10 07 23 1,7 33 31 05 -45 21 1,7 -08 -04 09 15 16 1,2
Brazil GDP growth (annual %) 4,4 1,3 3,1 1,2 57 31 40 6,0 50 -0,2 7,6 3,9 1,8 2,7 01 -3,0 -2,0 0,7
Argentina GDP growth (annual %) -8 -44 -109 88 90 92 84 80 31 01 95 84 08 29 05 04 -0,7 0,5
Uruguay GDP growth (annual %) -19 -38 -77 08 50 75 41 65 72 42 78 52 33 51 35 25 22 04
Paraguay GDP growth (annual %) -23 08 00 43 41 21 48 54 64 -40 13,1 43 -1,2 142 44 30 3,8 0,8

Source: Weo/IMF - Forecasts': Parallaxis

US — 50% below its potential;
China — 40% below its potential;

EU — 50% below its potential;

Brazil, Argentina, Uruguay & Paraguay - 80% below its potential (New Normal + End of Commodity Cycle);




Modeling these hypothesis to some countries...
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2015' 2016 VB 2017
2025
United States CPI Rate (annual %) 34 28 16 23 27 34 32 29 38 -04 16 32 21 15 13 01 1,1 1,6
China CPI Rate (annual %) o3 o7 -07 11 38 18 16 48 59 -07 32 55 26 26 14 15 1,8 1,2
Euro area CPI Rate (annual %) 2,3 2,6 22 21 21 20 21 21 32 02 1,5 26 24 13 05 02 10 1,4
Brazil CPI Rate (annual %) 7,0 68 85 147 66 69 42 36 57 49 50 66 54 62 63 100 6,5 6,0
Argentina CPI Rate (annual %) -09 -1,1 259 134 44 97 109 88 86 63 105 98 100 10,6 21,4 16,8 256 11,5
Uruguay CPI Rate (annual %) 48 44 140 194 92 47 64 81 79 71 67 81 81 86 89 84 81 9,0
Paraguay CPI Rate (annual %) 90 73 105 14,2 43 68 96 81 10,2 26 4,7 8,3 3,7 2,7 50 33 452 8,6
Source: UNCTAD - Forecasts': Parallaxis
2015' 2016' V8" 2917
2025
United States Raw Agri. Com. Production (annual %) 2,2 -1,2 -22 30 69 -15 -05 4,2 19 1,8 -04 -28 -26 84 28 15 2,3 2,1
China Raw Agri. Com. Production (annual %) -5,1 -2,3 1,1 -26 74 21 30 34 48 09 20 30 29 09 07 36 42 3,3
Brazil Raw Agri. Com. Production (annual%) 87 51 100 49 59 52 51 66 -26 71 62 -1,8 57 40 43 49 52 5,5

Argentina Raw Agri. Com. Production (annual %) 8,2 -1,2 44 06 166 -08 13,5 1,5 -203 34,2 -66 -106 11,1 6,4 50 09 4,7 3,3
Uruguay Raw Agri. Com. Production (annual %) 2,9 -256 29,4 158 186 93 91 -65 50 176 -76 11,1 99 -35 -24 49 34 3,7
Paraguay Raw Agri. Com. Production (annual %) 96 34 194 -52 64 59 288 0,7 -129 39,7 39 -285 522 -0,7 60 14,7 11,8 12,4

Source: USDA - Forecasts': Parallaxis
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