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BRL approaching a crossroads at the 25 October runoff

13 October 2026

The BRL appreciated sharply against both the USD and the EUR as, contrary to
pre-election polls, Flavio Bolsonaro finished ahead of President Lula da Silva
in the first round of Brazil’s presidential election. The BRL's response to the 25
October runoff will depend on the winner: if Bolsonaro wins, USD-BRL may
even fall below 4.80; if Lula wins, it will likely rise back towards 5.20 or higher.
Moves in EUR-BRL are likely to be even larder, although their magnitude will
also depend on EUR-USD dynamics.

1. The event: The Brazilian real strengthened sharply adainst both the USD and the EUR following the first
round of Brazil's presidential election held on 4 October. Contrary to pre-election polls, the right-wing
candidate Flavio Bolsonaro came out ahead of President Inacio Lula da Silva.

2. The picture: In turn, this heightens market interest in the runoff scheduled for 25 October. The first-round
result was very close (47% for Bolsonaro vs. 45% for Lula), while the abstention rate remained high at over
20%. Turnout could therefore influence the outcome of the second round.

3. Ourview: The reaction of the BRL to the runoff is straightforward: if Bolsonaro wins, the BRL could extend
its rally, dragging USD-BRL below May’s low of 4.88 and potentially to 4.80 and even below. If Lula claims
victory, the BRL is set to give back its recent gains and a return to pre-election levels around 5.20-5.30 is
possible. EUR-BRL will likely be exposed to larger fluctuations, while also being influenced by EUR-USD
movements.
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The Brazilian real (BRL) rallied sharply against both the USD and the EUR following the first round of the Brazilian
presidential election, which was held on 4 October. This was because, contrary to pre-election polls, the right-wing
candidate Flavio Bolsonaro, son of former President Jair Bolsonaro, finished ahead of the incumbent left-wing
President Lula da Silva.

The market reaction was impressive: the Brazilian stock market jumped by over 7% and the BRL appreciated sharply
against both the USD and the EUR.

As shown in Chart 1, USD-BRL opened on 5 October marking a huge gap compared to the close level of on 2 October,
the last trading days before the first round. It dropped 4.5% to 4.9762, down from 5.2132 and then reached a daily
low of 4.9523 before consolidating around the 5.00 handle in the following days.

The EUR-BRL reaction was even more intense, due to the simultaneous fall in EUR-USD below 1.12, which amplified
the appreciation of the Brazilian currency. The pair tumbled 5.5% from 5.8664 at the close on 2 October to a low of
5.5417, before steadying back above 5.62 over the remainder of the week.

CHART 1: THE REAL APPRECIATED SHARPLY AS BOLSONARO BEAT LULA IN THE FIRST ROUND
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Source: LSEG, the Investment Institute by UniCredit

BRL strendgth: the story so far and the reasons behind it

Brazilian financial markets reacted very well to Bolsonaro’s first-round victory, which consolidated the right-wing
party’s influence in parliament and at the local governor level.

This is because Bolsonaro presented a programme of strong fiscal discipline, in contrast to Lula’s policy of sharply
increasing fiscal spending, which has pushed Brazil's debt to a high, though not extreme, level of 83% of GDP.
Bolsonaro pledges tighter control of public finances through spending cuts and a cap on public debt growth. He also
promises a sharp pivot on corruption, climate and the Amazon rainforest.

It is worth noting that over the past year and a half, the BRL has proven to be one of the strongest currencies in the
world, not just among emerging-market units, appreciating against the USD even during periods of US dollar strength.

This is visible in Chart 2, which plots spot returns (in percentade points) adainst the greenback for major developed-
and emerging-market currencies since December 2024. The BRL has proven to be the second-strongest currency
against the USD, after the Colombian peso (COP).

The BRL fell in the aftermath of “Liberation Day” (2 April 2025), when US President Donald Trump announced heavy
duties on imports from major US trading partners, including Brazil, whose exports faced a 50% tariff.

Since then, however, the BRL has steadily strengthened agdainst the USD. USD-BRL fell from above 6.30 in December
2024 to around 4.88 last May, representing BRL appreciation of over 25%.
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CHART 2: THE BRL HAS PROVEN THE SECOND STRONGEST WORLD CURRENCY VS. THE USD SINCE LATE 2024
SPOT RETURNS AGAINST THE USD IN PERCENTAGE POINTS FOR MAJOR WORLD CURRENCIES SINCE DECEMBER 2024
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The extremely restrictive monetary policy conducted by the Banco Central do Brazil (BCB) also contributed to the
appreciation of the BRL. The BCB kept the key monetary policy rate, the Selic rate, at very high levels, up to 15%, to
curb domestic inflationary pressures.

This also increased the BRL’s appeal as an investment currency, particularly for carry trades. Carry-trade appeal is
also one of the main reasons behind the COP’s even stronger performance.

The Brazilian central bank only began lowering the Selic rate at the beginning of this year, with the last 25bp cut to
13.75% coming on 16 September (see Chart 3 below). At present, regardless of the outcome of the presidential
election, no further chandes to interest rates are expected in the near term.

The Brazilian trade surplus also remains solid, at around 3% of GDP, and this, too, has contributed to the currency’s
appreciation.

CHART 3: VERY TIGHT MONETARY POLICY AT HOME CONTRIBUTED TO THE BRL STRENGTH
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Brazil: economic outlook, strengths and weakness in a nutshell

Before assessing the potential impact of the 25 October runoff on the BRL, we review Brazil's current economic
outlook, strengths and weaknesses.

Brazil is currently experiencing moderate but stable economic growth, primarily driven by the commodities sector
and robust domestic demand, though held back by high interest rates and still-fragile public finances.

GDP growth is expected to settle at around 2.0-2.4% this year and remain in the 2.0-2.2% range in 2027. Notably,
second-quarter Brazilian GDP showed a 1.9% yoy increase (see Chart 4).

IPCA inflation stands at approximately 4.60%, which is still above the central bank’s target of 3%. As also showed
in Chart 4, the debt burden remains around 83% of GDP and the budget deficit at nearly 9% of GDP, largely driven
by interest payments.

CHART 4: BRAZIL STILL STRUGGLING BETWEEN MODERATING ECONOMIC GROWTH AND RISING DEBT BURDEN
BRAZILIAN GDP AND PUBLIC DEBT AS PERCENTAGE OF GDP
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The country’s strengths include: 1. energy independence and transition, given that 90% of Brazil’s electricity comes
from renewable sources; 2. the availability of mineral and agricultural resources, as Brazil is a global giant in
commodity exports, holding crucial strategic reserves including niobium and lithium and 3. IMF projections placing
Brazil among the world’s ten largest economies by 2030.

However, weaknesses remain: 1. public debt and the high rigidity of government spending, with a large portion of
the budget tied to salaries and pensions, limit the government’s room for manoeuvre; 2. double-digit interest rates
raise the cost of credit, dampening private investment and domestic industrial activity and 3. political uncertainty
and electoral cycles create market volatility and uncertainty for foreign investors.
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The BRL: possible reactions to the 25 October runoff

The short-term outlook for the BRL will inevitably be determined by the outcome of the ballot on 25 October. Notably,
Bolsonaro is leading Lula da Silva ahead of Brazil’s also in early polls published ahead of the 25 October poll, building
on momentum after the surprise emerded in the first-round vote.

In details, Bolsonaro would win about 53% to Lula’s 47% of valid votes, excluding blank and invalid ballots, according
to a poll for Bloomberg published Friday. If this gap is confirmed by other polls ahead of the 25 October deadline,
the BRL may even start reacting in advance, extending its gains beyond the 4.99 threshold against the greenback.

Put simply, a Bolsonaro victory would likely support further BRL appreciation, whereas a Lula victory would be
nedative for the currency. Sustaining those dgains under Bolsonaro would, however, depend on his pledge of fiscal
discipline being honoured in practice.

Hence, exporters will need to hedde adainst the risk of a Lula victory, while importers will need to hedde against the
risk of a Bolsonaro victory. Note that three-month implied volatility levels for both USD-BRL and EUR-BRL are currently
hovering between 13% and 15%, according to LSEG data.

The implications for USD-BRL and EUR-BRL differ:

1. USD-BRL: If Bolsonaro wins, the USD-BRL exchange rate could easily fall below its May low of 4.88 and even test
the 4.70-4.80 area. A victory for Lula would abviously yield the opposite result, given the likely continuation of
his fiscal spending. In that scenario, a return to at least the 5.20-5.30 range, where the pair traded ahead of the
first round, appears inevitable. More critically, such a rebound would bring USD-BRL back into the bullish channel
that was in place prior to the election, with a potential target around 5.50.

2. EUR-BRL: The EUR-BRL reaction is more difficult to predict as the pair is likely to be exposed to larger fluctuations
than USD-BRL. This is because EUR-BRL is a cross rate and is also influenced by EUR-USD movements. The matrix
below illustrates potential EUR-BRL values relative to the current rate of approximately 5.60. It combines two
run-off scenarios, with USD-BRL at 4.80 following a Bolsonaro victory or 5.30 following a Lula victory, with three
EUR-USD assumptions: the current rate (assumed to be 1.12 for simplicity) and UniCredit’s current forecasts of
1.14 for 4Q26 and 1.18 for 4Q27. As you can see, the potential EUR-BRL levels vary widely across the different
scenarios. The implied exchande-rate risk relative to the current level therefore warrants careful consideration.

TABLE 1: EUR-BRL POSSIBLE VALUES UNDER DIFFERENT USD-BRL AND EUR-USD SCENARIOS

EUR-BRL scenarios EUR-USD at current EUR-USD: UniCredit EUR-USD: UniCredit
(current value at 5.60) levels (1.12) forecast for 4Q26 (1.14)  forecast for 4Q27 (1.18)
Bolsonaro wins 5.38 5.47 5.66

(USD-BRL at 4.80)

Lula da Silva wins 5.94 6.04 6.25

(USD-BRL at 5.30)

Source: LSEG, the Investment Institute by UniCredit
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Ledal 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 ledal
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 change at any time after publication, on the completeness, correctness and
truthfulness of which the UniCredit Group makes no duarantees 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. Ifthe investment 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 undergo 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. Inthe 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 adainst a loss.

The UniCredit Group cannot in any way be held responsible for facts and/or damages that may arise to anyone from the use of this

document, including, but not limited to, damades due to losses, lost earnings or unrealised savings. The contents of the publication —

including data, news, information, imades, graphics, drawings, brands, and domain names — are owned by the UniCredit Group unless

otherwise indicated, covered by copyright and by the industrial property law. No license or right of use is granted and therefore it is not

allowed to reproduce its contents, in whole or in part, on any medium, copy them, publish them and use them for commercial purposes
without prior written authorisation from UniCredit Group unless if purposes of personal use only. E 25/1
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