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Macroeconomic conditions across Brazil, Mexico, and
Peru are becoming more restrictive, with policy stances
remaining tight or only gradually easing as central
banks continue to balance inflation pressures against
weakening growth.

Political uncertainty is rising ahead of key elections,
with recent developments influencing polling trends,
policy initiatives, and fiscal discussions across coun-
tries.

External pressures — such as higher oil prices and
geopolitical tensions — are feeding into inflation and
adding complexity to the policy environment across
the region.
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Regional fixed income markets have recently expe-
rienced higher volatility despite their still attractive
carry, with performance diverging across countries as
macro and political risks evolve.

There is never a dull day in Latin America, especially in an
election year such as 2026. We, therefore, take a closer
look at recent developments in the region and their impli-
cations for the investment landscape. This report includes
a dedicated section on each development we have been
monitoring, along with some investment takeaways.

Brazil — Master scandal clouds political race

The macro backdrop in Brazil has continued to deterio-
rate. Inflation has remained above the central bank’s
target range despite a tightening cycle from mid-2024
through mid-2025. This restrictive rate environment is
starting to dent economic activity: the March print of the
economic activity index stood at -0.67% MoM, reflecting
broad-based weakness.

On the inflation front, April’s CPI print exhibited a sharp
annual increase, with core inflation showing no signs of
easing. Complicating matters for Brazil’s central bank, the
country’s FinMin raised its CPI forecasts sharply and now
expects inflation to remain above its 3.0% target through
at least 2027. This reflects the impact of the war in Iran on
international oil prices and is broadly consistent with
market views: the latest Focus Economics survey shows
inflation above target through 2029.

Although Brazil’s central bank started an easing cycle, it
has been mild, with only two 25bps cuts and a cautious
approach to future policy adjustments. This high level of
interest rates is starting to bode ill for Brazilian compa-
nies, particularly through debt burdens. According to
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Valor International, Brazilian companies are due to rene-
gotiate close to BRL 670bn in debt with creditors, equiva-
lent to ~10% of the country’s total corporate credit stock.
This creates a challenging backdrop for Brazilian compa-
nies, given both elevated rates and weakening funda-
mentals of some of those companies. The former does
not seem to have an imminent end in sight, since inflation
expectations remain unanchored and war in Iran is adding
to price instability.

Polls are showing a shift in voters’ preferences after
reports linked Flavio Bolsonaro to Daniel Vorcaro, former
CEO of Banco Master, in allegations first published by the
left-leaning investigative outlet Intercept Brasil. The
claims stated that Flavio Bolsonaro had negotiated a USD
24mn commitment from Vorcaro to produce a film about
his father. Banco Master, a Brazilian financial institution
recently involved in a corruption scandal, was liquidated in
November of last year over fraud allegations totaling close
to USD 2.3bn. Hence, the last Datafolha poll conducted
before May 13, the day the alleged links between Flavio
Bolsonaro and Vorcaro were made public, showed Lula
and Bolsonaro in a statistical tie, with each garnering 45%
of the vote. However, the latest Atlasintel poll, based on
data collected from May 13 to May 18, shows a recovery in
Lula’s popularity, placing him at 49% vs. 42% for Bolsonaro.
It is also worth noting that Lula recently unveiled a debt
relief program that includes fuel subsidies and household
debt relief to boost his popularity ahead of the October
elections. This only adds more pressure to the country’s
already strained fiscal accounts. We will continue to
monitor the situation, with the next key development being
the start of Party Conventions on July 20, when the final
presidential candidates will be defined.

On the fiscal front, the situation remains daunting.
According to the latest Central Bank data, Brazil’s fiscal
deficit stood at 9.41% of GDP in March, up 0.94 pp from
the previous month and in a sharp contrast to the surplus
recorded in March 2025. Additionally, Congress is
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currently debating a rural debt renegotiation bill that,
according to Valor International, could have an impact of
up to BRL150bn on the 2027 federal budget, with a cumu-
lative impact of up to BRL 817bn over the next 13 years.

Mexico - a deteriorating outlook

Lately, the Mexican macroeconomic outlook has been
characterized by almost anemic growth weighed down
by trade uncertainty, a monetary easing cycle that has
ended, and inflation that remains above target despite
trending lower.

Mexico’s April inflation came in at 4.45% Yoy, still above
Banxico’s target, but below March’s figure. In its last
monetary policy meeting, Banxico attributed the decline
to a reduction in core inflation, noting that inflation
expectations for 2026 had increased, while longer-term
expectations remained relatively stable but above the
3% target. Banxico still expects inflation to converge by
2Q@27, while underscoring that inflation risks remain tilted
to the upside.

Although inflation has remained above target since May
2020, Banxico carried out an easing cycle totaling 475bps
in cuts, with the last cut taking place at its May meeting.
The Bank considered its stance adequate to address
current macroeconomic challenges, including potential
inflationary pressures stemming from the war in Iran. The
vote on this decision was split 3-2, with two governors
favoring rate stability, indicating a more pronounced divi-
sion within the Banxico board.

Atits May meeting, Banxico also highlighted the economic
contraction observed in 1226, which led to higher expec-
tations of economic slack and downward risks. Some
members of the Board are forecasting 2026 economic
growth below 1%, especially after the 126 contraction.
On this front, it would be relevant to monitor any upco-
ming trade developments, especially after Mexico
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signed an agreement with the EU that establishes an
investment court expected to promote investor certainty.
Additionally, the upcoming renegotiations of the USMCA,
scheduled for July 2026, remain a key risk for Mexico’s
trade outlook.

Last week, S&P downgraded Mexico’s outlook from
‘stable’ to ‘negative’, on the back of weakening fiscal flexi-
bility, slow economic growth, budgetary constraints, and
materializing contingent liabilities, which could result in a
very gradual fiscal consolidation, together with a mode-
rate buildup of government debt. The agency also cited
an unexpected deterioration in trade relations with the
U.S. as arisk to Mexico’s otherwise solid external position.
Even if the rating agency affirmed Mexico’s foreign
currency rating, the outlook change is a clear warning for
the Sheinbaum administration. This warning was stressed
by Moody’s after the agency downgraded Mexico’s
sovereign rating from ‘Baa2’ to ‘Baa3’ but improved its
outlook from ‘negative’ to ‘stable’, citing reasons similar
to those of S&P.

S&P and Moody’s also warned that the continued fiscal
support for both Pemex and CFE could further aggravate

— “The Mexican
macroeconomic outlook has
been characterized by almost
anemic growth weighed down
by trade uncertainty, a

monetary easing cycle that has

ended, and inflation that
remains above target.”
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Mexico’s fiscal rigidities. This is relevant, given that Pemex
posted an improvement in 1Q26 amid higher production
and a stronger price environment, resulting in a strong
EBITDA rebound for the quarter. Still, despite a setback in
net cash flow from operating activities (MXN -13.9bn YoY),
the company ended the quarter with a positive cash and
equivalents balance, helped by USD 3.3bn in direct gover-
nment capital injections from the approximately USD 14bn
promised government support for the year, which proves
that sovereign support remains a key topic for Pemex in
terms of liquidity.

Another positive point for the quarter was the observed
debt reduction that, together with the sharp rebound in
EBITDA, led to an improvement in the company’s leverage
ratios. Going forward, Pemex is expected to benefit from
the high oil price environment and from a potential part-
nership with Petrobras.

Peru: a 2021 repeat?

After a closely watched vote count, Peruvians now know
the candidates for the June 7 presidential run-off.
According to the latest ONPE data, Keiko Fujimori will face
leftist candidate Roberto Sanchez. This situation closely
resembles the 2021 election, when Fujimori faced Pedro
Castillo and narrowly lost in a runoff marked by delays in
the official count and allegations of electoral fraud.

This time, however, there are important differences, inclu-
ding the return of a bicameral Congress. This is espe-
cially relevant because, as we noted in a previous report,
even if the Senate has no single majority and may lean
slightly to the right, coalition-building will be key for the
incoming administration to governability.
Furthermore, bicameralism could lower the odds of
drastic policy changes, such as Sanchez’s call for a new
constitution, and mitigate potential disruption to the
current macroeconomic baseline. For now, markets will
focus on the upcoming presidential debate on May 31,

ensure
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where both candidates are expected to discuss sensitive
issues such as public safety and the state of the economy.
According to the latest poll, Fujimori holds 39% of voting
intention vs. 35% for Sanchez.

While Peru’s political landscape has been turbulent, its
macroeconomic backdrop has remained relatively stable.
The central bank — BCRP —, widely seen as the country’s
macro anchor, kept its monetary policy rate stable at its
May meeting. However, it now faces temporary inflatio-
nary pressures from rising transportation costs and the
oil shock caused by the war in Iran. Meanwhile, economic
activity has remained positive, with most leading indica-
tors still optimistic. Here, it is worth stressing that Peru’s
Economy Ministry reaffirmed its 3.2% growth forecast for
2026, projecting the same through 2027-2029, under-
pinned by stronger exports and productivity gains. Bear
in mind that Peru is one of the leading countries in mining
exports, and higher copper and gold prices are a tailwind
for its economy.

Investment Implications

Latin American fixed income stood out as one of the
stellar sub asset classes of the year, primarily because
of its attractive carry and growing returns. However,

Graph 1: Latam USD-denominated debt still delivers
solid returns — Bloomberg Fixed Income indices
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the observed volatility over the last few weeks has
undermined the region’s performance. The losses have
been generalized across the region; still, Brazilian
USD-denominated sovereign debt continues to outper-
form Mexico’s and Peru’s, as shown in Graph 1.

As current market volatility and political uncertainty
dissipate, it would not be surprising to see a recovery
in Latin American assets. However, if fiscal discipline is
not sustained across the region, the expected
recovery trend could instead lead to further reduc-
tions in returns. Especially in Peru and Brazil, where
elections will take place later this year, the market is
leaning towards victories for more orthodox candi-
dates. If that were not the case, the expected market
reaction should be a widening of spreads across the
sovereign curve — potentially with more pronounced
effects on the longer end. Therefore, positioning at the
short and middle ends of the curve could prove a more
beneficial strategy for navigating political volatility.

Overall, Latin America remains an investment destina-
tion favored by seasoned investors and by those
seeking attractive yields outside more conventional
alternatives. Still, performing a thorough fundamental
analysis of countries and companies alike remains a
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key part of the investment process, in which investors
should favor countries with a solid macroeconomic
backdrop and more orthodox policy management. i
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Important Disclosures

Insigneo Financial Group, LLC comprises a number of operating businesses
engaged in the offering of brokerage and advisory products and services in
various jurisdictions. Brokerage products and services are offered through
Insigneo Securities, LLC, a broker-dealer registered with the U.S. Securities and
Exchange Commission (“SEC”) and member of FINRA and SIPC. Investment
advisory products and services are offered through Insigneo Advisory Services,
LLC, an investment adviser registered with the SEC. Insigneo has affiliated
companies in different locations, so it is important to understand which entity
you are conducting business with. Please visit https://insigneo.com/legalentities/
for more information about the differences between these companies, their
locations, and what that means for you.

This material should not be construed as an offer to sell or the solicitation of an
offer to buy any security. It is for general information purposes only. To the extent
that this material discusses general market activity, industry or sector trends or
other broad-based economic or political conditions, it should not be construed
as research or investment advice. To the extent that it includes references to
securities, those references do not constitute a recommendation to buy, sell or
hold such security. It does not constitute a recommendation or a statement of
opinion, or a report of either of those things and does not, and is not intended, to
consider the particular investment objectives, financial conditions, or needs of
individual investors. Any target prices provide reflect our current expectations,
are subject to change and may not be achieved due to a variety of risks, including
changes in economic conditions, interest rates, geopolitical developments, and
issuer-specific factors. The target price does not guarantee future results and
should not be relied upon as a sole basis for investment decisions.

Not All Risks Are Disclosed — Past performance is not indicative of futures
results. Investments involve significant risks, and it is possible to lose some or all
of your principal investments and therefore may not be suitable for everyone.
Always consider whether any investment is suitable for your particular
circumstances and, if necessary, seek professional advice from your Investment
Professional. This material may contain opinions, expressions, and estimates
that represent the analysis and perspective of Insigneo Securities, LLC’s
Investment Strategy department or its providers at the time of publication. These
are subject to change at any time, without notice.

FOR AFFILIATES LOCATED IN CHILE

Insigneo Asesorias Financieras SPA se encuentra inscrito en Chile, en el Registro
de Prestadores de Servicios Financieros de la Comisidon para el Mercado
Financiero. Este informe fue efectuado por drea de Research & Strategy de
Insigneo Securities LLC. o sus proveedores, en base a la informacion disponible
ala fecha de emision de este. Para evitar cualquier conflicto de interés, Insigneo
Securities LLC dispone que ningun integrante del equipo de Research & Strategy
tenga su remuneracion asociada directa o indirectamente con una
recomendacion o reporte especifico o con el resultado de una cartera.

Aunque los antecedentes sobre los cuales ha sido elaborado este informe
fueron obtenidos de fuentes consideradas confiables, no podemos garantizar la
completa exactitud e integridad de estos, no asumiendo responsabilidad alguna
al respecto Insigneo Securities LLC, Insigneo Asesorias Financieras SPA ni
ninguna de sus empresas relacionadas.

Este material estd destinado unicamente a facilitar el debate general y no
pretende ser fuente de ninguna recomendacion especifica para una persona
concreta. Por favor, consulte con su ejecutivo de cuentas o con su asesor
financiero si alguna de las recomendaciones especificas que se hacen en este
documento es adecuada para usted. Este documento no constituye una oferta o
solicitud de compra o venta de ningun valor en ninguna jurisdiccién en la que
dicha oferta o solicitud no esté autorizada o a ninguna persona ala que seailegal
hacer dicha oferta o solicitud. Las inversiones en cuentas de corretaje y de
asesoramiento de inversiones estan sujetas al riesgo de mercado, incluida la
pérdida de capital.

La informacion base del presente informe puede sufrir cambios, no teniendo
Insigneo Securities LLC ni Insigneo Asesorias Financieras SPA la obligacion de
actualizar el presente informe ni de comunicar a sus destinatarios sobre la

ocurrencia de tales cambios. Cualquier opinién, expresién, estimacion y/o
recomendacion contenida en este informe constituyen el juicio o visiéon de area
de Research & Strategy de Insigneo Securities LLC. o sus proveedores, a lafecha
de su publicacién y pueden ser modificadas sin previo aviso.

FOR AFFILIATES LOCATED IN URUGUAY

Insigneo Asesor Uruguay S.A. esta inscripto en el Registro de Mercado de
Valores del Banco Central del Uruguay como Asesor de Inversiones. En Uruguay,
los valores estan siendo ofrecidos en forma privada de acuerdo al articulo 2 de la
ley 18.627 y sus modificaciones. Los valores no han sido ni seran registrados ante
el Banco Central del Uruguay para oferta publica. Este material esta destinado
Unicamente a facilitar el debate general y no pretende ser fuente de ninguna
recomendacion especifica para una persona concreta. Por favor, consulte con
su ejecutivo de cuentas o con su asesor financiero si alguna de las
recomendaciones especificas que se hacen en este documento es adecuada
para usted segun su perfil y estrategia de inversion. Este documento no
constituye un asesoramiento ni una recomendacién u oferta o solicitud de
compra o. Las inversiones en valores negociables estan sujetas al riesgo de
mercado, incluida la pérdida parcial o total del capital invertido. Cualquier
opinidn, expresion, estimacion y/o recomendacion contenida en este informe
constituyen el juicio o visién de area de Research & Strategy de Insigneo
Securities LLC. o sus proveedores, a la fecha de su publicacion y pueden ser
modificadas sin previo aviso. Rentabilidades histéricas de los productos
anunciados no aseguran rentabilidades futuras..

FOR AFFILIATES LOCATED IN ARGENTINA

Insigneo Argentina S.A.U. Agente Asesor Global de Inversidon se encuentra
registrado bajo el N° 1053 de la Comisiéon Nacional de Valores (CNV) e inscripto
ante la Inspeccion General de Justicia (IGJ) bajo el N° 12.278 del Libro 90, Tomo -,
de Sociedades por Acciones. Este informe fue efectuado por area de Research
& Strategy de Insigneo Securities LLC. o sus proveedores, en base a la
informacion disponible a la fecha de su emision. Para evitar cualquier conflicto
de interés, Insigneo Securities LLC dispone que ningun integrante del equipo de
Research & Strategy tenga su remuneracion asociada directa o indirectamente
con una recomendacion o reporte especifico o con el resultado de una cartera.
Aunque los antecedentes sobre los cuales ha sido elaborado este informe
fueron obtenidos de fuentes consideradas confiables, no podemos garantizar la
completa exactitud e integridad de estos, no asumiendo responsabilidad alguna
al respecto Insigneo Securities LLC, Insigneo Argentina S.A.U. ni ninguna de sus
empresas relacionadas. La informacion base del presente informe puede sufrir
cambios, no teniendo Insigneo Argentina S.A.U. la obligacién de actualizar el
presente informe ni de comunicar a sus destinatarios sobre la ocurrencia de
tales cambios.

Este material estd destinado Unicamente a facilitar el debate general y no
pretende ser fuente de ninguna recomendacion especifica para una persona
concreta. Por favor, consulte con su ejecutivo de cuentas o con su asesor
financiero si alguna de las recomendaciones especificas que se hacen en este
documento es adecuada para usted. Este documento no constituye una oferta,
recomendacion o solicitud de compra o venta de ningun valor negociable en
ninguna jurisdiccion en la que dicha oferta o solicitud no esté autorizada o a
ninguna persona ala que seailegal hacer dicha oferta o solicitud. Las inversiones
en valores negociables estan sujetas al riesgo de mercado, incluida la pérdida
parcial o total del capital invertido. Cualquier opinién, expresion, estimacion y/o
recomendacion contenida en este informe constituyen el juicio o visién de area
de Research & Strategy de Insigneo Securities LLC. o sus proveedores, a la fecha
de su publicacién y pueden ser modificadas sin previo aviso.
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