Market Update: December

International:

Most financial assets lost value in Decembert,
paring back some of the strong gains seen in 2024.
Both the year and the month were defined by U.S.
exceptionalism, with the dollar appreciating by 2.7%
in December, accumulating an 8% gain over 12
months against a basket of trade partner currencies
(DXY). Investors face a conundrum: on the one
hand, there is strong momentum in the United
States, both in the economy and in the performance
of financial assets, with high prices in stocks, corpo-
rate bonds, and the currency.. On the other hand,
there are more attractive return prospects in markets
outside the U.S. (Figure 1). However, as the year
transitions, the prevailing narrative still favors U.S.
allocations due to the economy’s dynamism and ex-
pectations regarding policies to be implemented by
the incoming Republican administration, leaving no
clear signal yet as to when allocators should reposi-
tion in light of the risk of a potential reversal.

Among the key economic events in Decem-
ber were monetary policy decisions in the U.S., the
Eurozone and Japan. Markets also experienced vola-
tility spikes in response to Donald Trump’s
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statements regarding the key measures he plans to
implement, particularly in sensitive areas such as im-
migration policies, import tariffs, and deregulation.
Investors are expected to remain in a wait-and-see
mode until the new president’s inauguration on Jan-
uary 20th. Additionally, China signaled new fiscal and
monetary stimulus measures, adopting a more asset-
tive stance not seen since 2010.

The U.S. economy performed better than
expected in 2024, closing the year with 2.8% GDP
growth—approximately 1.5% higher than initial
forecasts. However, the continued decline in infla-
tion allowed the Federal Reserve to cut interest rates
once again in December, bringing them down to the
4.25%-4.50% range. The major surprise came in the
Fed’s updated projections, which now anticipate only
two additional rate cuts in 2025 (down from four in
the previous meeting). Despite still-elevated interest
rates, inflation hovering around 2.5%—with slight
upward pressure—and uncertainty regarding the in-
flationary impact of Trump’s proposed policies led
the Fed to adopt a more cautious stance, which
helped strengthen the U.S. dollar.
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In Europe, the European Central Bank
(ECB) also disappointed matket participants expect-
ing significant stimulus through rate cuts. While
manufacturing indicators have been in contraction-
ary territory for some time, inflation—particularly in
services—has been slow to decline. This led the ECB
to take a more cautious approach, conditioning fu-
ture moves on a clearer downward trajectory in infla-
tion. ECB projections estimate 2024 GDP growth at
approximately 0.7%, with an expected acceleration to
1.1% in 2025. Meanwhile, inflation is projected to
reach 2.4% in 2024 and 2.1% in 2025.

In China, the displayed 2024 GDP growth
was close to 5%, and although a slight slowdown is
expected in 2025, the Politburo's year-end statements
were emphatic in affirming continued fiscal and
monetary support to maintain growth around 5% in
the coming year. Nevertheless, the structural prob-
lems and a potential tariff conflict with the United
States could make this plan unfeasible. In Japan, the
central bank kept interest rates unchanged, surprising
markets by expressing less confidence than in previ-
ous statements about future rate hikes, which led to
further depreciation of the yen against the U.S. dol-
lar.

Local:

In Brazil, the unexpectedly strong economic
growth in 2024 (3.5% GDP growth) did not translate
into gains for financial assets, which continued to de-
preciate in December and ended the year with signif-
icant losses (IBOV -10.3%, IFIX -5.9%, IMA-B -
2.4%, and BRL/USD -21.7%). The Brazilian real
stood out as the most depreciated emerging market
currency in 2024. Following the Brazilian Central
Bank’s (BCB) commitment to raising the Selic rate to
at least 14.25%, market rates are now pricing levels
above 16%. The primary driver behind this under-
performance is the growing distrust in the govern-
ment’s fiscal management, with public debt expected
to increase by over 10% during the current admin-
istration.

The president's reluctance to balance the
budget—despite strong economic growth—has led
investors to assign a higher probability (even if still
relatively low) to the risk of a disorderly fiscal adjust-

ment. In countries with high local-currency debt,
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such adjustments typically occur through a combina-
tion of high inflation, negative real interest rates, and
some form of capital control, which almost invaria-
bly results in economic recession. While historical ex-
perience suggests the need for fiscal adjustments, the
political landscape and the ideological stance of the
ruling Workers’ Party make it unlikely that measures
in this direction will gain traction. However, ignoring
the problem does not prevent a deterioration in busi-
ness confidence and has not yielded political divi-
dends for the ruling party—suggesting that some
level of fiscal restraint may eventually be necessary,
even if structural reforms are postponed until 2027.

The legislative calendar, combined with the
president’s temporary medical leave, meant that no
official acknowledgment of the need for fiscal adjust-
ments occurred, leaving Brazilian assets unanchored
as the year ended. In response, the central bank sold
neatly 10% of its foreign exchange reserves to miti-
gate the impact of capital outflows on the exchange
rate. However, these interventions had only a limited
effect, as risk premiums on interest rate curves and
credit default swaps (CDS) widened (Figure 2). With
fewer USD reserves, Brazil’s ability to meet external
debt obligations in the future has diminished. Since
legislative activity will only resume in February, the
year is set to begin with significant policy uncertain-
ties.

In local currency portfolios, asset allocation
has been heavily concentrated in private and public
bonds indexed to the Selic rate. However, historical
experience from countries that have resorted to debt
monetization (such as Turkey and Argentina) sug-
gests that real assets— such as equities and real es-
tate—tend to preserve value better in extreme sce-

natios.
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Figure 2: Brazilian 5-Year CDS. Source: BBG/ Tera
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Ativos Globais

BBGWTI Crude Oil B,05% 832% -4 AT 13,754 N5t 3932%
BBG Gold -1% -0.47% 12.40% 26,62% 42 8% £181%
BBG Commodities 102% -0,45% 0.23% h38k -2 0e 12 BB
BBG Dollar Index 272% 710% 316% 798% h06% 16
S&P B00 Total Return -238% 241% B,44% 2502% 57 B8% 2929%
NASDAD Composite 048% 617 B,90% 28,64 BLA0% 23450
MSCIACWI Ex-1ISD -2,04% -T84% -106% 292% 15,84% -03E%
S&P B00 Communication Services 349% 8,60% 10,154 38,89% N4.38% 217%%
S&P 500 Consumner Discretionary 255% 14,06% 2272% 2013% 8212% 15,68%
5&P 500 Consumer Staples -R24% -3.84% 412% 11,98% 9 56% B10%
S&P 500 Energy -0 .56% -520% -621% 251 -2,60% 5 O%%
S&P 00 Financials -h5B% B67% 17.56% 28.43% 19k 25375%
S&P 500 Health Care -G3E% -10,67% -hE2% 0,90% 1214 -238%
S&P 500 Industrials -810% -2 T4% B1% 15,644 1419% 24 6%
S&P 500 Information Technology 112% &67% £,18% IRE9Y 12,21 50,86%
S&P B00 Materials -1091% -12,82% -480% -183% B22% -T00%
S&P 500 Real Estate -915% -8.75% 612% 173% 10,13% -2119%
EquityFactors
Bloomberg LS Pure Volatility -02T% 155% 226% 038% 296% -299%
Bloomberg LS Pure Growth 0354 2.86% 202% 20 26 1654
Bloomberg US Pure Size 047% 0,50% -025% 1874 B04&% 489%
Bloomberg US Pure Dividend 0,08% -147% -0,57% -0,09% -2 B -0,07%
Bloomberg S Pure Value -,65% -0,54% -190% -0.46% 018% 9.80%
Bloomberg US Pure Momentum BAIEA 1,83% 238% 9,70% T3 8.45%
EquiyThemes
SPOR S&F Global Matural Resourses -100% -N39% -8,50% -84 -hom% 407
ishares LS. Infrastructure Etf -9.874 -0.98% 1,015 702% 27%% 2832%
iShares Exponential Tech -2.83% -1,64% 179% 029% ZT39% -8.08%
Fxedlncome
BBG US TIPS -158% -288% 112% 18454 h80% -B73%
BBG US Corporate -19&% -3.04% 262% 213% 10,82% -G6&%
BBG US Agg Total Return -164% -5,06% 198% 1254 G854 -T05%
BBG LS Treasury -154% S5 145% 0,58% 465 -839%
BBG US Corporate HY -0.43% 01 RA4TY% B819% 22 Tl 9.01%
BBG EM LISD -118% -147% 426% E58% 1627 -148%
Cash LSO 0.40% 120% 2,60% Ralk 10,89% 1278%
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Ativos Brasileiros

Brazil CETIP DI Rate Accumulat 0.93% 26T 537% 10874 2534% 41,85%
Anbima IMA-S 0.86% 289% h50% s 2083% 4186%
Anbima Debentures Index (DA DI -010% 169% 518% 12.49% 2678% 4525%
Prémio de Crédito -102% -096% -018% 145% 115% 312%
Anbirma IRF-M1 070% 213% 478% 948% 23.98% I8.86%
Anbima IRF-M -166% 197 034% 1864 18,67% 20715%
Anbima IRF-M 1+ -2 A6 -420% -2 02% -181% 1638% 2501%
Anbirna IMA-B 5 -028% 082% 27 16 19.03% 30,68%
Anbima IMA-B -2 6% -3.23% -136% -244% 1322% 20,43%
Anbima IMA-BE+ 43T 6174 -378% -8,6%% 8.98% 12.58%
Anbirma Debentures Index (DA [P 2248 -3.00% 024% 2,90% 14,53% 20,50%
Prémip de Crédito [s/ mégia B5 0 B] -0,80% -181% -045% 102% 13T -403%
Inflagéo IPCA* 1.40% 198% 48T 978% 1626%
Bovespa Real Est In Fund -0 -6A0% -5,89% 8,63% %
Anbima Hedge Funds Index | 2074 555% 76 15,61%
BRAZIL IBOVESPA INDEX -428% -87%4 -292% -10.36% 9,61% 18.75%
BOVESPA Dividend Index -480% -659% 08%% -2 % 23.51% 3014%
BM&FBOVESPA Small Cap 183 13185 -1195% -260%% S1220% -2842%
BRAZIL Financial Index -200% -11.65% -2 78% -14.30% 1557 28,50%
BOVESPA Utilitias Index -h32% -10.13% -068% -T2% 13,01% 2643%
BM&FBOVESPA REAL ESTATE -043% -1619% -0 7% 24855 15,02% 432%
BME&FBOVESPA Consumption -128% -2 -9.92% -22 B B AL -3818%
BOVESPA INDUSTRIAL INDEX 381 0,40% 10,58% 14,50% 2978% 5,86%
BOVESPA Basic Mat Index -0AT% -465% -2 4T -1.90% -4H9% -10.14%
BRAZIL ELECTRIC.ENRGY X -563% 13784 o -18.43% -156% 151%

USD-BRL Carry Return 2,89% N4 TT% 21 6% 485 -10,22%
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