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g 2025 Outlook: Trump 2.0 will shape
macro and market developments

President Trump and his supporters’ goals of reshaping global trade and economic relations
to the benefit of the US have gained traction after his election win and the Republican sweep
of Congress. Trump has promised minimum 60% import tariffs on China and 10-20% on all
other countries as he attempts to increase US manufacturing and raise revenues for a federal
budget that recorded a $1.8 trillion deficit in 2024. The question for global markets is whether
Trump 2.0 will keep his campaign promises or be more similar to Trump 1.0, with initial tariff
threats ultimately leading to trade deals. Investors seem to be assuming that Trump 2.0 will
be reasonable and focused on deal-making as he will not want to disrupt financial market
performance. While we generally agree, we believe no one should be surprised if Trump decides
to do what he has promised, even if this could disrupt financial markets, as the next two years
of the incoming Congress offers a once in a lifetime opportunity to change the structure of the
US and global economy. Uncertainty about what he will actually implement means high market
volatility over the coming year.

“America First” drives continued US outperformance

The US economy has been stronger than most other economies since the pandemic due mainly
to robust consumer spending. While growth is expected to slow in 2025 and in the coming
years, "America First” policies should mean the US continues outperforming in most scenarios.
Our base case assumes Trump implements some tariffs against China and the rest of the
world in a strategic manner. Extending the 2017 tax cuts and deregulation boost growth but
immigration restrictions and an increase in deportations reduce growth. The net impact is GDP
growth around 2.2% in 2025, slowing to around 2% in the years after. More deal-making and
less tariffs could mean an upside scenario for the US and the global economy with US growth
in the 2.5% range for the coming years, but we believe this is the least likely scenario. On the
downside scenario, Trump is more aggressive on tariffs which leads to retaliation by the other
countries and ultimately leads to a global trade war. This would likely mean a quick fall into a
global recession, depending on the timing of the tariffs.

China will be one of the main targets for tariffs and other trade restrictions. The nearly $300
billion trade surplus with the US will be in focus. But tariffs are not the only concern for China.
China is already dealing with a weak housing market, weak consumer spending, and declining
population. Trade tensions could lead to even slower growth. The government has already
stated that it will be increasing stimulus and we believe it will do whatever is necessary to
prevent a crash in the economy. Our base case assumes GDP growth of 4.5% in 2025 and in
the 4-4.5% range in later years as an increase in tariffs is offset by large-scale government
stimulus.

Europe looks weak in any scenario. Eurozone GDP has grown just 4.7% in total since the end of
2019 compared to the US which has grown 11.5%. Germany has not grown at all during this time.
The recent political disruptions with the French government collapsing and Germany set for
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elections in February show a coordinated response to anemic economic growth is unlikely.
Europe will not be spared US tariffs and will also suffer from any weakness in China as it
is a key export destination. Trump is also expected to reduce US military commitments
worldwide which means Europe will need to spend more for its own defense, leaving less
fiscal room for stimulus. Our base case scenario sees Europe growing less than 1% in 2025
and around the 1% range in later years, even in an upside scenario. A downside scenario of
a global trade war would hit Europe particularly hard with the lowest growth of any major
region.

Other Emerging Market countries could benefit if Trump follows a more measured path.
If our base case scenario holds, tariffs could benefit EMs as companies move production
away from China and closer to the US, though moving production into new countries could
take time and EMs will likely face some tariffs as well. Trump’s proposed mass deportation
would not only negatively affect the US, but it would also mean less remittances, which
can be a vital source of growth for EMs. We expect that Trump will go ahead with some
deportations but not to the extent that he initially proposed. In our base case, EMs including
China growth averages 4% over the next five years. However, we assume that while China
may outpace other EMs over the short-term thanks to stimulus measures, other EMs will
do better over the longer-term as China is unable to fully resolve their structural issues.

Trump will seek to rebalance trade with countries
with large trade imbalances
(USA net trade deficit, 12 months to October 2024)
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Higher for longer rates, economic adjustments drive market returns

Global inflation has steadily declined from above 10% in 2022 to around 4.5%, although
it has remained steady for the past 4 months. The US followed a similar trend as US Core
inflation has declined to the 3% range but has been holding steady since mid-2024. The US
Fed indicated that it may cut rates by 0.50% in 2025, down from its previous outlook for
1.0% in cuts, with continued strength in the US economy and concerns about higher inflation
as the reasons for the changes. As well as current stubbornly high inflation, Fed officials
also seem to be concerned about possible inflationary policies the Trump administration
may implement. Our base case assumption is for the Fed to cut rates by a further 0.50%
in the first half of 2025 and then pause. This leads to a higher for longer rate scenario and
means fixed income yields will not decline as much as previously expected. This offers
the opportunity to gain steady returns from the higher yield levels, but also means less
potential for price gains on the bonds (falling yields mean rising prices in fixed income).

Short-term notes (USD up to 3 years) should be able to generate close to 4% returns in the
coming years as higher yields for longer allows steady income generations. High Yield bonds
are still yielding close to 7% returns and this could continue as long as economic growth
continues. Returns for Government Bonds and Investment Grade bonds also benefit from
higher yield levels but we had previously assumed declining yields would boost returns for
these asset classes due to price appreciation. This is no longer the case, and the risk is that
yields drift even higher due to rising inflation and this would negatively impact Government
and Investment Grade bonds the most.

Treasury yields are increasing despite lower
interest rates on inflation expectations
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On the equity side, the focus is on the US equity markets. Most US equity indices are at or
near record highs with extremely expensive valuations, but America First means US equity
outperformance may continue. US nominal economic growth could be 5% or higher in the
coming years which would support continued strong revenue growth for US companies. And
while tariffs would have a negative impact on heavily trade dependent companies, domestically
focused companies could gain from increased US economic activity.

Overall US equity valuations are expensive with the S&P 500 price/earnings ratio at 24.2x and the
price/sales ratio above 3.1x. Much of this is due to the impact of large technology stocks and the
so-called Magnificent 7 (Apple, Facebook, Amazon, Tesla, Google, Microsoft, and Nvidia) which
have driven the market higher due in large part to the euphoria around artificial intelligence.
While at this point, we see no end in sight to the Alboom, we believe there could be a broadening
out in equity performance which could offer better investment opportunities. The S&P 500 is a
market capitalization weighted index, meaning for example, the Magnificent 7 companies make
up one third of the overall weighting of the index and the other 493 companies make up the
remaining two-thirds of the index. Looking at the S&P 500 on an equal-weighted basis, where
each company accounts for 0.2% of the index shows valuations look more reasonable with
both the price/earnings and price/sales still within historic ranges. Looking beyond the large-
capitalization companies of the S&P 500 may also offer opportunities. US Small Capitalization
companies based on the Russell 2000 index are more domestically oriented and should benefit
from US focused economic developments. Valuations here as well are within historic ranges.

S&P 500 looks expensive, but the Equal-Weighted
index looks more reasonable
(Price to Sales ratio)
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Asset Allocation adjustments based on the America First outlook

Our analysis of the potential impact of Trump’s policies on the US and global economies
and then the resulting impacts to the global financial markets has led to adjustments to our
international asset allocations.

Within our equity allocations, we are shifting from Developed and Emerging Market equities to
US equities. Even though valuations in the US are extremely expensive and valuations in other
markets look relatively better, the economic growth outlook favors the US. As noted above, we
do not ignore the expensive valuations of the US equity markets which is why we favor equal-
weight and small cap areas of the market.

We are also increasing our weightings in short-term notes. Higher rates for longer mean steady
returns near 4% are possible and this also acts as protection for the portfolios in case some
of the extreme economic scenarios occur. We are also increasing High Yield bond weightings
due to overall strong absolute yields and return potential. High Yield spreads are low, meaning
these bonds are expensive, but as long as economic growth continues, the return outlook
remains strong.

We are reducing the Government bond, Investment Grade bond, and Emerging Marke bond
weightings as longer-duration levels mean lower return potential and actually increase risks
if inflation should rise. Emerging Market bonds also face a difficult outlook due to US Dollar
strength and the likely focus on China and Mexico for tariffs.

President Trump will start his re-alignment of the US economy as he takes office in January.
The ultimate policies are highly unpredictable which means financial markets will remain
volatile in the coming years as announcements are made and markets react. Our Strategic
Asset Allocations have been changed to try to manage these increased risks but we expect
to be making various Tactical Asset Allocation adjustments throughout the year as we better
understand details of Trump’s policies.

Source: Bradesco, Bloomberg
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Disclosures

Nothing in this presentation shall be regarded as an offer, solicitation, recommendation, or advice (wheth-
er financial, accounting, legal, tax or other) given by Bradesco Investments and/or its officers, employees
nor affiliates, irrespective of whether such communication was given at your request. Any solicitation or
offer to buy, sell, or hold any security must be made and discussed with your relationship officer at Brad-
esco Investments for it to be considered a solicitation for a transaction. In this regard, Bradesco Invest-
ments will make all efforts to only recommend and/or solicit investments in your best interest. Please be
aware that the securities, investment views or strategies described herein may not be in the best interest
of all investors and are subject to investment risks. Investors may get back less than they invested, and
past performance is not a reliable indicator of future results. Asset allocation does not guarantee a profit
or protect against loss. Nothing in the presentation should be relied upon in isolation for the purpose of
making an investment decision. You are urged to consider carefully whether the services, products, asset
classes (e.g. equities, fixed income, alternative investments, commodities, etc.) or strategies discussed
are suitable to your needs. You must also consider the objectives, risks, charges, any potential conflict of
interest, costs and expenses associated with an investment service, product, or strategy prior to making
an investment decision.

The information contained in this is presentation is created using information from third parties that
are believed to be reliable; however, Bradesco Investments does not represent or warrant its accuracy,
reliability, or completeness, or accept any liability for any loss or damage (whether direct or indirect)
arising out of the use of all or any part of the materials within this presentation. No representation or
warranty should be made with regard to any computations, graphs, tables, diagrams or commentary,
which are provided for illustration/ reference purposes only. The views, opinions, estimates and strate-
gies expressed constitute our judgment based on current market conditions and are subject to change
without notice.

Investments and brokerage services are provided by Bradesco Investments, US SEC Registered broker/
dealer, member of FINRA and SIPC and not by Bradesco Bank®. Securities products purchased or sold in
a transaction are: (i) not insured by the Federal Deposit Insurance Corporation (“FDIC"), (ii) not depos-
its or other obligation of Bradesco Bank® and are not guaranteed by Bradesco Bank®; and (iii) subject
to investment risk, including possible loss of the principal invested. Bradesco Investments, Bradesco
Bank, Bradesco Global Advisors and Banco Bradesco, SA are affiliated entities under common control.
For more information on Bradesco Investments and its business, including possible conflict of inter-
ests, please visit:https://brokercheck.finra.org/firm/summary/19453. Investment Advisory services are
provided by Bradesco Global Advisors, a Registered Investment Advisor with the United States Securities
and Exchange Commission. For more information on Bradesco Global Advisors, its services and potential
conflicts of interest please visit the SEC public disclosure website at https://adviserinfo.sec.gov/firm/
summary/134416.
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