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Summary

The world is entering 2021 with a

significant amount of hope. Hope that the

COVID-19 vaccines will soon become a

reality and will be effective at controlling

the pandemic. Hope that the economic

recovery will continue to gain steam, that

governments and Central Banks will

continue to provide stimulus, and a view

that tail risks are less acute in 2021.

The global outlook is decisively

constructive for asset prices. Earnings

growth should be robust, and a weaker

dollar coupled with higher commodity

prices should boost EM assets.

Brazil appears well positioned to capture

additional interest from global investors, as

local asset prices (FX, local bonds and

Equities) appear cheap, and the rotation

into cyclicals and value sectors are a great

benefit to Brazil The key risks include: 1) a

continuation of the pandemic, 2) a change

in political dynamics in the US, 3) fiscal and

political risks in Brazil and 4) an

overheating on asset prices.

I hope you enjoy our 2021 Year Ahead

report!

“The global outlook is 

decisively constructive 

for asset prices. Brazil 

appears well positioned 

to capture additional 

interest from global 

investors”
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Global Macro Outlook

We expect the Republican Party to win the two Senate run-off races in Georgia this coming

January 5, 2021. We think that the Republican Party keeping the majority in the Senate (52-48) is

a positive development for markets. The Democratic Party controlling the Senate would indeed

have meant the possible approval of a massive fiscal stimulus package (north of USD 2 trillion),

with a large infrastructure component. Still, a NO blue wave also means that (1) meaningful

individual or corporate tax hikes are now unlikely, (2) no Supreme Court-packing, (3) no ending of

the filibuster rule, (4) no moratorium on fracking, (5) no single-payer health insurance system, (6)

no meaningful detrimental actions against technology giants, and (7) no material changes in

environmental regulation standards.

We still think that the markets may see an approval of some sort of stimulus package in the next

few weeks, but, if approved, the package will be materially smaller compared to the expectations

that were present before the presidential election. The package will be smaller because Speaker

Pelosi will now be forced to negotiate with Treasury Secretary Mnuchin, but it will be larger than

the Senate wants, as Majority Leader McConnell will need to compromise ahead of the January

5th Georgia runoff. In our view, the implications of a "no action" course when (1) the eviction

and student loan moratoriums are set to expire on December 31, and (2) when the extended

unemployment benefits for 12 million unemployed people in the US are set to expire by year-end,

could prove very costly for both parties.

Our in-house models are delivering that the US economy is set to contract 3.5% y/y in 2020, but

also that it could feasibly expand north of 5% y/y in 2021. We expect 2021 growth to be boosted

by the deployment of speedy vaccination processes, ones that will most likely coexist with

increased fiscal stimulus and a lingering very accommodative monetary policy stance. The

Trump administration expects all the medical personnel and nursing home inhabitants in the

country to be vaccinated by December 31, 2020, and for the whole (willing) US population to be

vaccinated by April of next year.
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United States The US electoral authorities had yet to declare the winner of

the 2020 presidential election as of publishing time, yet all indications

remain that Joe Biden will be inaugurated on January 20, 2021 as the new

president of the United States. President Trump has already instructed his

team to move forward with the transition logistics while his legal challenge

to the election continues. The electoral college will meet on December 14 to

name a president, and we expect the electoral college to name Joe Biden as

the new president that day. We think that President Trump’s exit strategy out

of this conundrum will be to announce that he will be running again in 2024.

Trump will be leaving the White House a one-term president, but also as the

sitting president that has received the most votes in history up until now

(almost 74 million).
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If the vaccination effort works as expected (our

base case scenario), we think that by the second

half of 2021 the world will be much closer to

normality –i.e., similar to how it was in 2019. We

think that robust economic growth and lingering

ample liquidity (i.e., “dry powder”) will push the

S&P 500 up to 4,000 by year-end 2021, up from

3,700 by the end of this year (our current

forecast). We see 2021 SPX adjusted earnings

reaching US$161, delivering an increase of 15%

y/y. We believe that our forecast remains on the

conservative side. For YE 2022 we see adjusted

earnings reaching a record of US$173.

On the monetary policy front, we expect 2021 to

be a “Goldilocks” year for the Fed. We expect the

FOMC to find solace in the high likelihood that a

strong recovery will be underway, as the

“epicenter” sectors mean-revert to something

closer to normality thanks to the availability of a

vaccine. This will allow the FOMC to take a

“hands-off” approach in terms of being forced to

deliver additional stimulus. On the other hand,

the massive size of the current output gap will keep reflation pressures from erupting. It is true

that key inflation measures will likely increase in Q221, as the y/y comparison base will be very

low, but we expect that performance to prove temporary. Still, the markets will probably start to

price-in that somewhat higher rates will be forthcoming in the future. Our expectation is that the

US 10-year bond will end 2021 yielding 1.1%, up from 0.7-0.8% by year-end 2020.
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Europe. Moving to Europe, we also expect vaccination efforts there to be successful, allowing

for epicenter sectors to make up for some of the lost ground. The speed of the recovery in

Europe is likely to lag the one in the US, as less “creative destruction” took place in the Eurozone

during the pandemic –as governments decided to shield employment with more zeal compared

to the US. We expect Europe to print negative sequential growth in Q420, but we are becoming a

bit more positive concerning Q121, as the second wave of the pandemic seems to be peaking.

We do think that the ECB will feel forced to deliver increased stimulus measures either this

December or in early 2021 --we would look for a material increase of the PEPP envelope to

around €2 trillion (from its current size of €1.35 trillion), an extension of the minimum fixed date

for net asset purchases until mid-2022 (currently until mid-2021, at least), and a cost reduction of

the TLTRO III.

Europe being forced to deliver an increased stimulus is unlikely to manifest itself in a

depreciation vis-à-vis the USD in 2021. A lingering very high current account surplus, tied with

the USD being clearly overvalued in real terms, will most likely force the € to trade north of 1.2

during 2021. We expect the € to end 2021 at 1.25 to the USD.

China. Regarding China, our models are showing that the economy is, plainly speaking, “roaring

back”, and that it is highly likely that this country will be growing materially above potential in

2021. We see the Chinese economy expanding 1.8% y/y in 2020 and an impressive 8.5% y/y in

2021. We expect investment to prove to be the main component of the growth equation in

2021, with fixed urban investment continuing its acceleration path and ending the year showing

rates of growth of more than 10% y/y. Consumption will also remain supported on the back of a

low comparison base, still highly expansionary monetary policy, and lingering pent-up demand.

We also believe that the level of animosity that currently exists between the US and China will fall

somewhat under a Biden administration. That said, it would be illogical to expect a review of the

current tariff structure to take place at this stage, as those tariffs are generating material levels

of fiscal revenues for the US treasury at this time, and because the level of resentment of US

citizens with China remains very high. On the FX front, we see the USDCNY trading at 6.30 by

year-end 2021.

Year ahead
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Latam. Regarding the outlook for Latam assets, we continue to think that a scenario of the

Senate remaining in Republican hands remains the best possible one for the EM region, as US

tax policy will most likely remain stable, monetary policy should not change, and anti-

outsourcing sentiment should remain relatively constrained. The now almost full certainty that

a very effective vaccine will be available for the Latam region in the short-term (AstraZeneca-

Oxford vaccine) is also a positive omen for the future performance of the region. In addition, we

now expect WTI prices to increase further in 2021 and to finish the year at US$60, as demand for

land, water and air transportation rebounds, and non-conventional supply remains relatively

constrained compared to pre-pandemic levels. The impressive jump in Chinese growth will also

help support soft commodity and metal prices, a clear positive development for the Argentine,

Peruvian and Chilean economies. We expect Mexico’s economy to rebound 5.5% y/y in 2021,

after having fallen an estimated 9% y/y during 2020. In the case of Argentina, we see GDP falling

10% y/y in 2020 but rebounding 6.5% y/y in 2021. We see an almost unitary possibility of

Argentina and the IMF being able to reach an agreement to sign an EFF agreement in Q121

which will likely be growth enhancing. We see Colombia falling 7.5% y/y in 2020 and rebounding

5.5% y/y in 2021.

We think that Latam FX remains dirt cheap at current levels and we are particularly bullish on the

USDMXN, which will remain as one of the highest yielding currencies and with more room to

appreciate given improving trade balance dynamics with the US. We see the USDMXN trading

at 18.75 by YE 2021. We think that the USDCOP will be one of the main regional beneficiaries of

the likely positive future behavior of oil prices (we see the USDCOP trading at 3,375 by YE 2021).

We see the USDCLP ending 2021 trading at 730 despite lingering political uncertainty.
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Brazilian Economy in
2021: Many doubts and
one certainty
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The Coronavirus pandemic and its peculiar effects

bring uncertainties for the Brazilian economy in 2021.

Will the recovery continue? On the one hand, the end of

emergency aid and second wave of Covid-19; on the

other, low interest rates, labor market recovery, and the

vaccines entering the final stretch. Will current

inflationary pressure last?

Beginning of the year: Focus on growth 

With the National Congress in recess between December and January, the first major theme of

the year will be the impacts of the end of government programs on economic activity, following

the boosted “V-shaped” recovery of consumption in the second half of 2020. Moreover, cases

of Covid-19 have accelerated in recent weeks and may weigh on economic output in the fourth

quarter of 2020. Even if regional governments opt for no new restrictive measures, increasing

risk aversion by households and firms should already impact activity. The extent of this impact

depends on vaccination campaigns, which, in our base scenario, begins in the first quarter of

2021.

As for the engines of growth, on the one hand, the end of income transfer and employment

support programs should reduce households' perception of income. On the other hand, we

believe that the ongoing recovery of the labor market and the circumstantial savings made by

the middle and upper classes during the pandemic should allow consumption to grow above

income for a while (click here to check more details). The highly expansionary monetary policy

should also help support domestic demand.

Higher costs continue to intensify, but still elevated unemployment and the supply side reaction

may eventually contribute to price stabilization. Will the exchange rate appreciate, following

other emerging currencies? Will the Central Bank begin the process of normalizing real interest

rates? Shall the structural Reform agenda finally move forward?

If anything is certain, however, is that fiscal management will be incredibly challenging,

regardless of discussions over expanding new social transfer programs or boosting

infrastructure investment. This, allied to approaching presidential elections (in October 2021 we

will be one year from the election), increases the complexity of the scenario, especially in the

second half of 2021.

https://researchxp.s3-sa-east-1.amazonaws.com/MAR_ENG.pdf
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Can Emergency Aid be extended? Can it help growth in 2021? 

The acceleration of Covid-19 cases in recent weeks has brought back the debate about the

possible extension of emergency aid in 2021. This should not be seen as a feasible move.

Firstly, because the country's fiscal space, which was already limited before the pandemic,

became virtually non-existent. Any additional expense must be well thought out and clearly

proven necessary. In addition, its implementation would not be easy, on the contrary, it would

demand careful coordination with the Legislative branch and the Federal Court of Accounts

(TCU).

Anyway, if the second wave of Covid-19 affects the country to the point of justifying an

extension of the aid, we would be already in a worse scenario for the economic activity.

A hump-shaped Inflation dynamic

Inflation has risen in recent months. The intense fiscal and monetary stimuli, the sharp rise in

commodity prices (not followed by BRL appreciation), the rebuilding of margins in services, and

the mismatch between supply and demand for industrial goods add pressure on consumer

prices. This movement has yet to show signs of accommodation.

The FGV's producer price index (PPI) reached 33% YoY in November. Part of that pressure has

yet to be passed through consumption. Several sectors of durable goods have been reporting

that the imbalance between supply and demand should adjust only during 2021, what keeps

prices pressured in the coming months. Additionally, the service sector should continue to

restore margin as the vaccine allows the economy to normalize.

As a result, we expect aggregate consumption, as well as GDP, to continue to expand

throughout 2021, albeit at a slower pace than in the second half of 2020.
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In this context, IPCA inflation should reach 5.5% YoY throughout the year, before declining to

3.8% in December. The economy's spare capacity, especially in the labor market, and a stronger

BRL (we forecast R$4.9 to the US dollar by 2021 year-end) should contribute to the fall of the

IPCA in the second half of 2021.

But for this hump-shaped trajectory to be confirmed, it is also necessary that long-term inflation

expectations remain anchored. For now, despite the dispersion of the projections for 2021, the

projections for 2022 collected by the BC's Focus survey have remained stable, which is good

news. This will be a key variable in the coming months.

Negative real interest for so long: Never before in the history of this country... 

The Central Bank is not concerned about higher short-term

inflation. The Monetary Authority points out that the shock is

temporary, citing output gap and anchored inflation expectations

as factors that keep the core inflation consistent to the target

path. Thus, we, and the majority of the market, do not expect

interest rates to rise at least until the second half of next year.

The fiscal scenario is a risk. If there is a change to the current

fiscal framework, especially in the spending cap rule, which

compromises the stability of the public debt, the BC may raise

interest rates earlier than expected. But this is not our base

scenario for 2021. Without a fiscal break, the base scenario

projects a long period of negative real interest.

The economic fundamentals and the prolonged effects of the

pandemic back this scenario. Still, for a country with a history of

high interest rates, and that has shown little structural evolution

in recent years, it seems a bold scenario.
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What about reforms? 

Another uncertainty for 2021 is the approval of structural reforms. The Emergency Constitutional

Amendment (“PEC Emergencial”) - critical to improving fiscal governance framework - and the

Tax and Administrative reforms are in the pipeline. There are still relevant micro advances, such

as the BCB's Independence, the Gas regulatory framework, and the new legal framework for

Cabotage (BR do Mar).

If our scenario of maintaining the spending ceiling and keeping growth at the beginning of next

year proves accurate, there will be a window of opportunity for the Government to approve

those measures in Congress.

The priority must be the emergency PEC, as fiscal pressures are likely to increase significantly as

of the second half of the year (see next section). Additionally, we believe that at least one of the

sectoral measures will be approved, which is positive. It is worth noting, from a positive point of

view, the recent approval of the New Bankruptcy Law. As for Tax and Administrative, however,

some progress is possible, but it will be a surprise if these are approved.

Note: Ex-post: Taxa Selic - IPCA 12M. Ex-ante, 1-year pre-fixed interest rates (DI futures swap) –

12-month inflation expectation (Focus Survey BCB).

A certainty: in any scenario, fiscal management will be painful 

The pandemic has renewed the discussion of income distribution in Brazil. Pressure has grown

to increase the budget for cash-transfer programs such as Bolsa Família. The government has

clearly signaled that this movement can only happen if it fits within the spending ceiling, that is,

replacing some other expenditure.
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Even in the absence of a new (or larger) social program, meeting the spending cap in 2021 will be

challenging. The 2021 budget proposal (PLOA) sent to Congress in August foresees spending

exactly in line with the spending ceiling. The PLOA foresees mandatory expenses of R$ 1.4

trillion (over 90% of the total), and discretionary expenses of R$112bn (or just over 7% of the

total). However, the acceleration of inflation in the second half of this year implies an increase

in mandatory expenses above the forecast for next year, due to the constitutional indexation of

the minimum wage and Social Security.

In the same vein, the extension of payroll tax exceptions to some sectors until the end of 2021

also adds a mandatory expense not included in the PLOA. Together, these effects represent

approximately an additional R$25.6bn, which should be cut from discretionary expenses. That is

more than a 25% cut!

PLOA 2021
Following payroll subsidies 

and INPC adjustment
Total 1,516,799.90 1,516,799.90
Mandatory 1,404,402.70 1,430,046.80
Discretionary 112,397.20 86,753.10
Discretionary after capitalization and amendments 92,052.70 66,408.60
(BRL million). Source: PLOA and STN. Prepared by: XP Investimentos

Budget 2021

This means that likely in the second half of 2021, the Executive will be forced to cut politically

sensitive expenditures. We may see a shutdown in relevant public services, with strong

potential for political noise.

By then, we will be approaching the end of the presidential mandate (as of October, we will be

less than 1 year from the presidential election). Thus, the pressure on the fiscal framework will

be enormous. This particular juncture will meet, according to our projections, the peak of the

inflation and unemployment rate trajectories.

It’s worth noting that this dynamics stands valid regardless of the improvement seen in

debt/GDP projections (1). It reflects a change in methodology used by IBGE in calculating the

GDP and should not be regarded as a fiscal improvement – even if it pushes further the 100%

ratio barrier.

In this environment, the risk of populist shifts in 2022 increases. This, however, we leave for

next year's Year Ahead edition.

(1) Following IBGE's methodological change, the projection of nominal GDP rose to R$ 7.34tr for 2020 (from R$ 7.16tr) and to R$ 7.92tr for 
2021 (from R$ 7.26tr). Therefore, we revised our DBGG / GDP projections from 93.1% to 90.9% for 2020 and from 94.2% to 91.6% for 2021.

XP Forecasts

2018 2019 2020 (E) 2021 (E)

GDP growth (%) 1,3 1,1 -4,6 3,4

IPCA (CPI, 12m, %) 3,75 4,31 4.3 3.5

SELIC rate (% p.y., end of period) 6,5 4,5 2 3

FX (USDBRL, end of period) 3.9 4.0 5,2 4,9

Primary fiscal deficit (% GDP) 1.6 0.9 11.3 3.1

Gross debt (% GDP) 76,5 75,8 90.9 91.6

Source: IBGE, BCB, Bloomberg. Estimates (E): XP Investimentos.
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Brazil Politics: The challenge of
reconciling emergency agenda’ end
and pressure for more spending

Should there not be a second wave - the Ministry of Economy’s base-case - the effects of the
reduction in the amount of emergency aid, from BRL 600 to BRL 300 in the last three months of
2020, and the end of the benefit in January tend to work against the President’s popularity,
which adds an element of further uncertainty to the decisions of the Planalto Palace.

In January, the President's commitment to the fiscal responsibility agenda will be tested. With the
end of emergency aid and without enough time to see a new welfare scheme approved in 2020
due to a lack of agreement on the review of other mandatory expenses, there will be pressure
to continue giving some type aid to the most vulnerable sections of the population through
mechanisms like extraordinary credits.

The start of 2021 will be an opportunity for Bolsonaro to put into practice what he has been
saying over the last month. In recent weeks, the President affirmed that extending the benefit
would be the "path to failure". In the scenario that we believe to be the most likely the
government would only pay for Bolsa Família again - the 2021 budget for this welfare scheme
has already grown by almost 20% compared to 2020 and would not circumvent the spending
cap.

After the first test, there will be an event on February 1st that will help shape the course of the
government and Congress for the next two years: the election for the presidencies of the House
and the Senate. With the Supreme Court unexpected decision, neither Rodrigo Maia or Davi
Alcolumbre can run for reelection, unless the Congress change the Constitution – which will
face many resistances -, the race for nominations will start.

Going into 2021, President Jair Bolsonaro needs to lead a
transition of the public agenda from its current focus on the
pandemic to fiscal and regulatory matters. The President will
face challenges amid pressures to loosen fiscal rules as the
margin for spending narrows and Brazil moves closer to the
general election, which tends to shorten the second half of
the presidential mandate.

A clear second wave of the Covid-19 pandemic, with
lockdowns decreed by governors across the country, would
force the Planalto Palace, the economic team and Congress to
work towards new stimulus measures - albeit smaller than in
2020 - with new easing of tax rules. Should the second-wave
scenario materialize, the transition of the agenda would likely
be postponed.
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Furthermore, regardless of the who wins in the
House, life will not be easy for Bolsonaro. If a
representative of the Maia group wins with
support from the opposition parties - which today
appears to be the most likely scenario - the trend
is for a more independent presidency, although
aligned with the economic agenda. In this group
the most important candidates are Baleia Rossi
(MDB), Marcos Pereira (Republicanos), Aguinaldo
Ribeiro (PP).

In the event of a victory of a centrist candidate,
with government support - Arthur Lira's appears to
be the most likely candidate - there may be a lack
of alignment on some issues, which will need to be
negotiated point by point with the president of the
House.

It’s important to mention the possibility of an
alternative name from someone in the Ministry,
like Tereza Cristina or Fábio Faria, in case of an
unsuccessful candidature from Lira.

In the Senate, the attention turns to the MDB party, biggest base, which traditionally have
advantage to nominate a candidate to the presidency. The government leaders Fernando
Bezerra and Eduardo Gomes, leader of the party, are a step ahead, as well are Eduardo Braga
and Simone Tebet, President of the CCJ.

Moreover, from February, Congress will go into a short parliamentary period in which reforms
may be discussed. The Economy Ministry lists the Emergency Constitutional Amendment
Proposal (PEC) as one of the priorities for said period. Although the Emergency bill has not yet
been presented due to political differences over its content, its purpose is to regulate spending
cut triggers to ensure the stability of the spending cap. The triggers could reduce the salary of
civil servants and provide for the de-indexation of social security benefits above the minimum
wage - the are controversial points that will not go pass Congress with ease.

However, in the event that it does pass, the Emergency PEC would allow some breathing room
for the government to increase spending in other areas, including a new welfare scheme with
funds beyond those currently provided for in Bolsa Família.

Some slack room in the budget will be essential to ease pressures from congressmen and from
within the government itself to ease fiscal rules in order to increase spending. That said, it is
worth noting that, in debating the bill, there is a risk of Congress will only be approving new
expenses or even the creation of new sources of revenue, without reviewing expenses. This will
be a battle that will need to be fought and won by the economic team.
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The pressure for new spending, which is unlikely to go away throughout the year, is why we
expect continued friction between the economic team and the other political wings of the
government. The dynamics observed so far - in which the ministries responsible for
infrastructure works strive to ensure larger portions of the budget for their sector, in opposition
to the economic team - tend to repeat themselves in 2021. President Jair Bolsonaro will also
likely make gestures towards both groups again.

Furthermore, it is worth noting that, from the start of 2020, the President began forming a
support base in the House composed of centrist parties, which historically pressure the
government to increase of expenses.

In addition to defusing fiscal pressures, the first half is also a space for the government to work
on the reform agenda. We do not expect anything very ambitious, but there will be room to
debate regulatory agendas, such as the Railroad Legal Framework, the Cabotage Legal
Framework, the autonomy of the Central Bank, and some space for resuming the discussion of
tax reform. Should Maia’s group win the election in the House, PEC 45 (tax reform) will likely
gain momentum; with Lira's victory, a reform closer to what the Economy Ministry proposes is
more likely to move forward.

We will also see the discussions around which group Jair Bolsonaro will affiliate himself to - if he
does not go ahead with the creation of Aliança Pelo Brasil - as well as political groups beginning
to organize themselves for the 2022 election. Most candidacies and alliances will not likely be
defined at this time, but movements that will indicate the paths to be followed the following
year. By October, Congress will still need to address changes to electoral rules for the 2022
elections - a topic that will become practically dominate the agenda.

Moreover, in the Judicial branch of power, the Federal Supreme Court enters 2021 with the
challenge of arbitrating compliance with fiscal rules the second year of the coronavirus
pandemic. Unless new fiscal exception regimes are approved, such as a war budget, the state of
calamity will not be in effect. As such, the Law of Fiscal Responsibility and the spending cap will
be in full force.

With Covid-19 cases expected to grow, the arrival of the vaccine and the demand for social
programs, pressure for public spending is inevitable. Behind the scenes, the Ministers' concern
with spending battles with their worries about the economic and social challenges of the
moment. This scenario completes the political need to find space for public investments in the
second half of President Jair Bolsonaro's term.

At the end of 2020, the Brazilian Judiciary leaves a number of controversial issues pending.
From a political point of view, one of the most relevant is the situation of Senator Flávio
Bolsonaro. The President's son is accused of embezzlement, money laundering and organized
crime. The case is Senator is contesting the forum in which he is being investigated in the
Supreme Court.

Investigations into the Bolsonaro family were the main trigger for the crisis between the Judiciary
and the government at the end of the first half of 2020 and will decisively influence the
President’s choice of candidate for the Supreme Court - a seat will open in 2021 - as well as the
renewal of the command of the Attorney General's Office (PGR). The inquiries into fake news
and anti-democratic acts will likely only end next year with the prospect of reaching strong
allies of the President, a factor that can lead to new episodes of tension between the branches
of power. Much will depend on how Bolsonaro reacts, pragmatically or ideologically.



Equity Strategy: Plenty of reasons
to remain optimistic in 2021

Year ahead

Fernando Ferreira
Chief-strategist and 
Head of Research

Marcella Ungaretti
ESG Analyst

However, there are still many scars and wounds left from the largest shock the world has seen in
the last 100 years. Those include high unemployment rates and increased social disparities, as
the “haves” were able to cope with the new reality and work from home, while “have nots” were
disproportionally impacted. The same goes for the sectors within the economy, as the
Technology and E-commerce industries thrived, while Transportation, Brick and Mortar Retail,
Shopping Malls, Bars & Restaurants and Tourism were – and still are - impacted drastically.

Such unequal recovery is very relevant to understand where 2021 will start at and can be
shaped as a “back to normal” or “embracing the new normal”, which we will return to it shortly.

The reasons that keep us optimistic for 2021 are: 1) Growth rebound, 2) New Stimulus, 3) EM
back to the spotlight as the USD weakens and the rotation continues.

As we looked through our recap for 2020, we highlighted how the last period
of 2020 is ending with a lot of hope for 2021. Hope: 1) for effective vaccines
that could put the world back to more normalcy, 2) hope that the ensuing
global economic recovery will continue to take place, 3) more stimuli will be
enacted where needed, and 4) that EM and cyclicals can start to regain
some status in global financial markets, after several years being left behind
the global tech led rally.

Looking where 2020 is ending, with global equities up 12% YTD, after having
the best month ever during the month of November (+13%), no one could
imagine what 2020 looked like. Judging only by prices, it seems that 2020
was a solid year for financial markets. In addition to equities, several indicators already returned
to pre pandemic levels, such as: High yield credit spreads, Global Financial Conditions, Risk
Aversion, and several others.
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1. Growth – the recovery appears on track

From a Macro perspective, we’re constructive on the global economy into 2021, and also for
Brazil. The global economy is expected to grow +5.2%, led by Asia +7%, while the US should
grow +3.1%, Europe +5.2% and Latin America +3.6% (IMF). Our team expects Brazil to grow
+3.4%, recovering partially from -4.4% decline in 2020.

This should support the Brazilian companies to grow earnings strongly in 2021. The market
consensus expects EPS growth for the Ibovespa to surge +2.3% in 2021, after being down -81.1%
in 2020. In 2022, the Street estimates a +11.8% EPS growth.

As seen on the table below, the strong EPS recovery in 2021-22 is expected to come from the
more cyclical sectors, such as Materials, Real Estate, Financials and Consumer Discretionary.
This is expected, as those are the ones that suffered the most in 2020. It is also interesting to
note the solid projected EPS growth for 2021-22 for the Healthcare and Utilities sectors,
otherwise seen as “Defensive” sectors with low growth.

Year ahead

2. Stimulus – more to come

In 2020, Central Banks and governments around the world announced US$20 trillion in Fiscal
and Monetary stimulus, an astounding 23% of Global GDP. That level of new debt and money
issuance was way beyond the decline in Global GDP, which is estimated at -4.4% in 2020. This
new liquidity injection will remain in the global economy, as Central Banks are unlikely to revert
the uber dovish stance of ultra-low interest rates for many years to come.

In addition, several countries are discussing new stimulus programs in 2021, such as the US,
after the new administration takes power, Europe, and others. In the US, the new program could
amount to US$2 trillion (c10% of GDP), in addition to US$6 trillion already announced in 2020.
Other countries could follow suit as well, especially if the economy falters to recover as fast as
expected.

This combination of ultra-loose Monetary Policy and backed by Fiscal Policy should continue to
bolster global markets and the global economy. The result is a record level of negative yielding
debt in the world, which is a very supportive backdrop for Risk assets, such as Equities.

Sector 2020 2021 2022

Communication Services -20,4% 18,3% 12,6%

Consumer Discretionary -61,2% 109,3% 35,6%

Consumer Staples -16,3% 54,0% 8,0%

Energy -173,4% -214,8% 42,7%

Financials -51,3% 85,0% 21,5%

Health Care -1,8% 28,6% 21,6%

Industrials -338,8% -138,8% 79,1%

Materials 130,7% 135,8% -15,1%

Real Estate -87,7% 377,0% 19,2%

Utilities 0,8% 27,9% 32,8%

Total -48,9% 157,5% 12,1%
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Year ahead

While Central Banks and governments are trying to bring inflation back and provide a spark for
the global economy, in the meantime they’re supporting asset price inflation.

Real assets are the best way to protect your portfolio in this scenario: Equities, Commodities and
Precious Metals, Inflation linked bonds and cryptos, such as Bitcoin.

3. Positive on EM Equities and Cyclicals

As our Global Strategist, Alberto Bernal, points out, we continue to think that a scenario of the

Senate remaining in Republican hands remains the best possible one for the EM region, as US

tax policy will most likely remain stable, monetary policy should not change, and anti-

outsourcing sentiment should remain relatively constrained.

In addition, we think that Latam FX remains dirt cheap at current levels and we are particularly

bullish on the USDMXN, which will remain as one of the highest yielding currencies and with

more room to appreciate given improving trade balance dynamics with the US. We are also

bullish the BRL, as we expect higher commodity prices, higher growth and a lower yield

differential to boost the BRL in 2021 to 4.95 by YE21.

Such goldilocks scenario and the strong rotation into Value and Cyclicals has buoyed Brazilian

equities, which had been battered earlier in the year. The recent strong inflow into Brazil can

continue in 2021 as EM and Global investors remain substantially underweight on the region.
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Year ahead

Ibovespa target at 130,000 points by YE 2021

We forecast the Fair Value for the Ibovespa at 130,000 points at YE2021, which provides a
potential return of 15% from current levels. This year, we decided to expand our methodology to
calculate the Index Fair Value, by including two new methodologies: A simplified DCF model on
the Index, assuming a WACC of 10% and 3% growth in perpetuity, and a target EV/EBITDA
approach. In addition, we continue to use the fwd. target P/E multiple approach.

The average of these three methodologies point towards 130,000 points for the Ibovespa by
the end of 2021. At this level, we see the Ibovespa trading at 13.5x fwd. P/E and over 8.0x fwd.
EBITDA, which are well within the historical average.

Key risks

We see three key risks for markets in 2021, which we highlight below. In summary, those are

related to continued negative impacts from the pandemic on the economic recovery, a potential

overheating of markets and the economy, generating inflation and a potential problem down

the road, and the looming risks regarding the future debt trajectory in Brazil.

1. Economic recovery falters: this risk is closely related to the vaccine deployment and the

effective control of the pandemic. Expectations are now much higher that the COVID-19

vaccines will start to be deployed soon and will become widely spread globally quite quickly.

Delays on the approval processes of the vaccine, on production of billions of doses and on

logistics and transportation as well might create hurdles for the global economy. In addition,

a continuation of a 3rd or 4th virus wave might lead to a continuation of a “Stop and Go”

activity, instead of a continuation of a V shaped recovery, as it is widely expected by

investors and markets currently.

2. Overheating on markets and the economy (inflation): as most of the key risks looming large

in 2020 start to be out of the way (Pandemic, US Elections), and markets remain inundated

with liquidity provided by Fiscal and Monetary stimuli, there’s a risk of overheating on asset

prices next year, potentially generating some asset price bubbles along the way. Make no

mistake, this is not necessarily negative for investors, one just need to be aware of that

potential, position accordingly and take the necessary precautions, such as diversify your

portfolio. Real assets are the best option to protect your portfolio in 2020 (Equities, Inflation

linked bonds, Commodities as Precious Metals and even a small exposure to some Cryptos,

such as Bitcoin).

3. In addition, there’s a real risk that inflation surprises to the upside, especially in Brazil, which

could lead to higher interest rates and monetary tightening in 2021. We expect the Selic rate

to end 2021 at 3% (vs. 2% currently), still a very dovish scenario. Higher than expected rates

are a risk for activity, equity flows and even for the fiscal figures for the government. As

Brazil will have nearly 100% of Gross Debt to GFP, each 1% increase in interest rates costs

about R$70bn/year, a hefty sum.

Ibovespa Target Fair Value Comments

DCF 132,728 WACC 9.5%, g at 3%

Target fwd P/E 126,078 Fwd P/E 13.5x

Target EV/EBITDA 120,106 Fwd EV/EBITDA 7.5x

Average 130,506 IBOV YE2021 target
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Year ahead

How to position in Brazilian Equities

Despite the strong rally recently, Brazilian equities remain beaten and it’s still among the worst
performing markets globally in 2020. In addition, the MSCI Brazil and the Ibovespa indices are
heavily skewed towards Cyclicals and Financials, which are set to benefit from a pick-up in
global growth and if the “reopening trade” continues.

3. Fiscal risks in Brazil: as our Macro team has written, the future fiscal management in brazil
will be painful. Brazil will emerge of this crisis highly indebted and still with a large annual
budget deficit. Even in the absence of a new (or larger) social program, meeting the
spending cap in 2021 will be challenging. The 2021 budget proposal (PLOA) sent to
Congress in August foresees spending exactly in line with the spending ceiling. This
dynamic, coupled with the need to issue a relevant amount of debt in 2021-22 to fund it
locally, will likely continue to put pressure on yield curves and risk premia in Brazil. The
best hedges for this are having some exposure to USDBRL, floating rates and inflation
linked bonds, especially AAA-AA rated corps.

30,9%

18,2%

0,0%

-5,4%
-8,0%

-12,9% -14,5% -16,3% -17,0%
-22,0%

-30%

-20%

-10%

0%

10%

20%

30%

40%

Ibovespa: performance by sector YTD

20

Source: Bloomberg, XP Investimentos  



Year ahead

1) Reopening names

In this basket, we selected the top 20 names that could benefit from a “reopening” and “return
to normal” of the economy in 2021. The list follows 5 main criteria: 1) highest discounts to their
52-week highs, and 2) Market cap over R$5,0 billion, 3) Is BUY rated by the Bloomberg
Consensus, 4) Is trading at a discount to their sectors, based on 2021 P/E, 5) is not from
Defensive sectors, such as Telecom, Healthcare, Food and Utilities and Exporters, which are not
set to benefit necessarily from vaccine and reopening.

Name Sector Mkt Cap
High to Highs Rating Rating Rating

P/E 

Nxt

Yr

P/E
to 

Sector

52 

Week
Discount Consensus Consensus XP Best Sector

P/E 

relative

ALIANSCE 
SONAE S

Real Estate
Real Estate 

Management & 
Devel

7.309 55,0 -50,0% 4,2 7.309 NA 21,3 25,5 -17%

YDUQS PART
Consumer 

Discretionary

Diversified 
Consumer 
Services

11.297 57,6 -36,6% 4,8 11.297 NA 17,4 84,97 -79%

BANRISUL-
PREF B

Financials Banks 5.767 22,3 -39,9% 4,1 5.767 NA 6,0 16,20 -63%

ECORODOVIA
S

Industrials
Transportation 
Infrastructure

7.263 19,2 -32,4% 4,2 7.263 NA 15,4 35,88 -57%

BANCO DO 
BRASIL

Financials Banks 100.118 54,0 -35,3% 4,6 100.118 BUY 6,1 16,20 -62%

LOJAS 
AMERIC-PRF

Consumer 
Discretionary

Multiline Retail 40.152 36,9 -37,6% 4,7 40.152 BUY 37,2 84,97 -56%

CCR SA Industrials
Transportation 
Infrastructure

27.977 20,1 -31,0% 4,1 27.977 NA 20,5 35,88 -43%

PETROBRAS 
DISTRI

Consumer 
Discretionary

Specialty Retail 24.500 31,5 -33,2% 4,4 24.500 RSTR RSTR RSTR RSTR

BRADESCO SA Financials Banks 216.921 32,4 -29,0% 5,0 216.921 BUY 8,6 16,20 -47%

EZ TEC
Consumer 

Discretionary
Household 
Durables

9.509 60,9 -31,3% 4,5 9.509 BUY 16,1 84,97 -81%

RUMO SA Industrials Road & Rail 37.083 26,9 -25,6% 4,8 37.083 NA 32,5 35,88 -10%

ITAUSA-PREF Financials Banks 94.418 14,4 -23,3% 4,3 94.418 NA 10,9 16,20 -62%

LOJAS 
RENNER SA

Consumer 
Discretionary

Multiline Retail 36.648 60,9 -24,4% 4,2 36.648 BUY 32,2 84,97 -62%

VIVARA 
PARTICIPA

Consumer 
Discretionary

Textiles, Apparel 
& Luxury Goo

6.122 33,5 -22,6% 4,6 6.122 BUY 26,3 84,97 -69%

ITAU UNIBAN-
PREF

Financials Banks 278.111 37,7 -20,5% 4,3 278.111 NEUTRAL 11,9 16,20 -27%

BB 
SEGURIDADE 

PA
Financials Insurance 57.080 37,8 -24,5% 4,5 57.080 BUY 13,3 16,20 -18%

VIA VAREJO 
SA

Consumer 
Discretionary

Specialty Retail 27.346 22,4 -23,4% 4,4 27.346 BUY 43,5 84,97 -49%

CYRELA
Consumer 

Discretionary
Household 
Durables

11.876 34,4 -13,6% 4,4 11.876 RSTR RSTR RSTR RSTR

PETROBRAS-
PREF

Energy
Oil, Gas & 

Consumable 
Fuels

343.565 31,2 -17,1% 4,9 343.565 BUY 11,1 11,63 -4%

MOVIDA 
PARTICIPA

Industrials Road & Rail 5.943 22,6 -11,9% 4,5 5.943 NA 19,3 35,88 -46%

21

Source: Bloomberg, XP Investimentos  



Year ahead

2) XP Brazil Portfolio

This portfolio is composed by the 10 best stocks that could perform better than the Ibovespa
in the medium-term. The portfolio is updated monthly, and its performance can be found
below.

XP Brazil Portfolio Top Picks - Updated in 12/04/2020

Total BBAS3 GGBR4 VALE3 B3SA3 VIVA3 TEND3 VVAR3 PETR4 LWSA3 OMGE3

Company

Name

XP BZ 

Portfolio

Banco 

do 

Brasil

Gerdau Vale B3 Vivara Tenda
Via 

Varejo
Petrobras Locaweb Omega

Weekly 1,1% 4,0% 0,8% 4,5% 3,3% -0,4% 2,1% -5,3% 8,0% -7,0% 1,0%

Monthly 3,5% 6,3% 1,5% 5,1% 4,7% 5,6% 6,1% -1,4% 10,6% -5,0% 1,3%

YTD LTM dec/20 nov/20 oct/20 sep/20 aug/20 jul/20 jun/20 mai/20 apr/20 mar/20 feb/20 jan/20

XP BZ 

Portfolio
-19,4% -19,4% 3,5% 9,4% -2,8% -3,9% 2,6% 7,7% 6,0% 3,6% 10,8% -40,6% -8,6% 4,4%

Ibovespa -1,6% -1,6% 4,5% 15,9% -0,7% -4,8% -3,4% 8,3% 8,8% 8,6% 10,3% -29,9% -8,4% -1,6%

Adding C&A and Ambev and removing Vivara and Locaweb

We are replacing Vivara by C&A in our portfolio this month, as we see a more favorable short-
term momentum for C&A. Given the higher demand elasticity for clothing, we believe that
stocks in this category should outperform with positive vaccine news and the continued
rotation for value stocks. In addition, we believe there is a pent-up demand in the apparel sector
for 2021 after consumers spent less in the category during 2020. Finally, C&A is negotiating at
an attractive multiple of 23x P/E 2021 - a ~30% discount to the sector, while there are several
internal initiatives in place that we believe should generate value for the company in the
medium to long term. We continue to have a positive outlook for Vivara due to (i) growth
opportunities with store expansion and sector consolidation, (ii) strong brand positioning, and
(iii) verticalized production, which allows better cost management vs peers.

This month we are replacing Locaweb’s shares (LWSA3) in our current portfolio. Since its IPO
(feb/20) the stock has appreciated + 266% and, therefore, we see limited upside potential vs
other stocks in the market. However, we remain optimistic about the case and we maintain our
buy rating as we see (I) scope for further GMV growth acceleration, as well as (ii) room for M&A
opportunities to materialize.

We are adding AmBev to our portfolio this month, as we see a more favorable short-term
momentum for the stock. As we have said before, in the past few months we believe the
company displayed an outstanding capacity to adapt its commercial strategy and distribution
operations in the middle of a global pandemic. Few showed the same resilience in 2020 and
many smaller players were fragilized by the pandemic. Therefore, we believe that AmBev
should perform better than its peers and could recover market share in the short term,
confirming that investing in operational excellence and granularity in sales has lasting
advantages. 22
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XP Brazil Portfolio
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Year ahead

3) XP Brazil Dividends Portfolio 

This portfolio is updated monthly, and its performance can be found below.

XP Brazil Dividends Portfolio Top Picks - Updated in 12/04/2020

Total CESP6 ENBR3 EGIE3 TAEE11 TIET11

Company 

Name

XP BZ 

Portfolio
CESP EDB Engie Taesa AES Tietê

Weekly 0,6% 1,2% 1,6% -0,4% -1,0% 1,5%

Monthly 1,3% 2,1% 3,5% 1,2% -1,3% 1,2%

YTD LTM dec/20 nov/20 oct/20 sep/20 aug/20 jul/20 jun/20 mai/20 apr/20 mar/20 feb/20 jan/20

XP BZ 

Portfolio
-4,7% -4,7% 1,3% 10,8% 0,2% -2,5% -4,1% 3,5% 6,2% 4,9% 6,1% -22,1% -2,9% -2,0%

Ibovespa -0,3% -0,3% 4,5% 15,9% -0,7% -4,8% -3,4% 9,7% 8,8% 8,6% 10,3% -29,9% -8,4% -1,6%

For this month, there have been no changes in the portfolio and its composition can be found
below.

XP Brazil Dividends Portfolio
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ESG: 2021 trends to watch

Year ahead

Marcella Ungaretti
ESG Analyst

Responsible investment has been gradually gathering steam throughout

the world in the last couple of years. Progress in those early years,

though incredibly important, was also painstakingly slow. However, in the

past two to three years we’ve seen a shift, a significant acceleration in the

uptake of ESG investing and both a mainstreaming and maturing of

When it comes to Brazil, while ESG data disclosure and quality in the country continues to lag

when compared to the developed world, the ESG landscape continues to evolve. While there is

clearly still much more to be done regarding ESG in the country, the pandemic has underlined

the fact that ESG investing doesn’t come at a cost, but more than that, can future-proof

investments and in some cases boost returns, all while helping to shape a better future,

thinking about investors’ role in driving real-world outcomes. It is all about aligning purpose with

profit and we expect this secular trend towards ESG investing to persist and potentially

accelerate further in Brazil into the year ahead.

With that in mind, this section aims to guide investors through ESG themes, highlighting six key

ESG trends to watch and our ESG Selection, with 10 stock ideas in Brazil to be exposed to ESG.

Six key ESG trends that will shape the sustainable investment in 2021

ESG themes are long-term, but some can emerge with sudden force. Below we lay out six key

ESG trends that we expect to dominate the sustainable investment landscape going into 2021.

Trend #1 – The “S” in ESG to gain more attention. Social has perhaps been the hardest to pin

down in the past but given the seismic changes we have all faced in 2020, we believe social

issues will loom largest in 2021. Investors are now challenging Brazilian companies to show

leadership on the social front encompassing diversity, supply chain operations and labor

relations. Companies will have to navigate these social issues astutely and ethically, and as

investors we will need to be acutely aware of them.

Trend #2 – Climate change: All eyes on GHG emissions. When it comes to E pillar, COVID-19 has

accelerated the drive for environmental sustainability in many sectors, not least, a list of

country governments has put “clean energy” at the heart of their post-pandemic recovery

programs. Consequently, ‘E’ performance is being watched even more closely. As governments

around the world embark on significant fiscal stimulus, we are seeing an increasing focus on

green projects. We have already seen this in China and also in Europe with the recovery deal

and we expect Biden’s victory to propel the ESG agenda forward, both in the US and Brazil.

Trend #3 – Circular economy: Looking for “investment solutions”. We expect the focus on

circular economy to accelerate going ahead, thus creating significant investment opportunities.

responsible investment

philosophies and practices.
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Year ahead

A transition to a circular economy will force companies to rethink consumption and, in order to

do that, they must rethink energy and manufacturing processes with a clear goal: eliminating

waste and generating a truly renewable or circular output. In our view, companies which are

moving towards a transition will indeed outperform, as investors is increasingly looking for

“investment solutions”.

Trend #4 – Asset managers: Ready or not, here comes ESG. Growing demand for responsible

investing will require an increasing number of fund managers to incorporate sustainability

factors in their investment process. In fact, our ESG roadshow in September with the main

asset managers in Brazil led us to conclude that a significant part of them are moving to

incorporate ESG into their investment approach. Like asset managers, ESG strategies come in

all shapes and sizes, from exclusionary strategies, to ESG integration, to thematic or impact

investing. Whatever the strategy is, ESG-linked disclosure by asset managers is becoming more

expected, as well as increasingly necessary.

Trend #5 – Active ownership taking center stage: Engagement is an opportunity. Investors in

Brazil have historically focused most on governance issues. However, we believe the pandemic

has put a spotlight on the growing need for social issues, coupled with a renewed focus on the

environmental and, more specifically, the climate crisis. But it is via the G pillar that active asset

managers are best able to engage and influence company management on delivering results

on these broader E and S goals. Regardless of the ESG strategy approach, we see that

engagement with companies is an important part of the process.

Trend #6 – Standardization of ESG reporting: A necessary evolution. While the availability of ESG

data has spiked, the quality of the data remains challenging and the standardizing disclosure

requirements among the investment community is clearly necessary, not just what needs to be

reported but the way in which it is reported.

What to own? Our top 10 stocks favorably exposed to ESG

Now, whilst ESG is, in our view, a structural "megatrend", investors are not exempt from asset

rotation and, even in ESG, getting the right sector, and more importantly the right stock, is still

important for outperformance. We see stocks well-positioned on ESG investing criteria as a key

focus for 2021. As such, please find below XP’s ESG Selection, composed by the 10 companies

listed with the best ESG ratings according to MSCI.
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Agro, Food & Beverages

Year ahead

Larissa Perez
Agro, Food & 
Beverages Analyst

Leonardo Alencar
Agro, Food & 
Beverages Analyst

Outlook for 2021

Beverages: next year should still be challenging on costs for all beverage

players, since most raw materials are expected to remain at current levels

for at least another year, so all eyes remain focused on key players’ ability to

push for higher prices to consumers. With bar and restaurants resuming

their operations, consumption should increase on these more profitable

channels – as a result, commercial penetration and distribution footprint

should also play a center role next year, and that’s one of AmBev’s main

competitive advantages – if Heineken were to struggle as it moves away

from Coke’s distribution network, AmBev could seize this opportunity to

regain some share. Furthermore, as several smaller players were hit hard by

the pandemic and slowed down their production, on the short term, big

players such as AmBev could also strengthen its share, specially in the

economy and core categories. Our view of an increasingly complex and competitive

environment, where the consumer faces more options and becomes ever more demanding,

remains in place when it comes to the long term; in the short-term, however, we believe that

agility will be key, whether regarding price increases or distribution logistics, and in that sense

AmBev seems to be well positioned to regain some of the share it lost recently.

Food: demand is expected to remain the main driver for animal protein, with China still affected

by ASF as the key player. However, that should also bring volatility to the market, due to news

of listing and de-listing of plants by Chinese authorities becoming more frequent. Beef and pork

should remain the winners on the export side (with the main risk here being the FX rate), while

poultry is expected to grow mainly on the back of the Brazilian domestic market. Altogether,

this could be the first step towards a better future for companies with a broader mix of

products, as margin pressures due to raw material costs could be partially balanced by a

stronger demand of processed foods. Regarding costs, grains and live animal prices should

keep margins under pressure and with the economy not leaving much room for price increases,

this could mean that poultry’s time has finally arrived – after a stellar 2020 for beef and pork -,

specially once the Brazilian’s government emergency aid program ends.

Agriculture: after a very good year for most agri commodities, next year’s outlook remains

positive with strong demand from feed industries worldwide, a fast rebound on fuel

consumption and also higher oil prices. Furthermore, a devalued FX rate should help to keep

Brazilian producers competitive. While prices are expected to accommodate, La Niña is

providing support to current levels, mainly because of mounting risks of lower grain yields due

to lack of rain coupled with abnormally hot weather on many states. With economies resuming

consumption to pre-Covid19 levels, supply forecast is mostly higher but with little room for

downward revisions, so we expect more volatility to come. 27



Our top pick remains AmBev

Turnarounds are never easy, especially on turbulent times like 2020, so AmBev’s performance

this year has left us positively surprised. In our view, the company proved its capacity to adapt

its commercial strategy and distribution operations in the middle of a global pandemic while

still bringing new products to the market and moving forward with its strategic plan to focus

even more on consumers. Few showed the same resilience in 2020, with smaller players

fragilized by the pandemic, so we believe that AmBev will perform better than its peers and

should recover market share in the short term, confirming that investing in operational excellence

and granularity in sales has lasting advantages.

Key risks

• FX rate: if the BRL were to become stronger, that could negatively impact protein

companies, whose revenues are highly exposed to the USD (both through its operations in

the US as well as through exports originated in South America).

• Brazilian economy: if the Brazilian economy were to undergo a weaker than anticipated

recovery movement, on the back of a second wave of Covid-19, for example, that could

negatively impact demand in the F&B sector.

• Raw material costs: if inputs’ prices - such as live animals and grains – were to remain at

high levels, F&B companies’ margins should be pressured, specially for meatpackers, and in

particular to those exposed to pork and poultry.

• ESG: should companies fail to keep up with investors’ increasingly demanding ESG

standards, their stock prices could be severely penalized, specially for meatpackers in

regard to both environmental and governance aspects.

• Weather - La Niña: the persistence of drought in the South of Brazil could further impact

yield of soybean crops, while hot weather is also affecting crops in Center-West, raising

concerns over soybean, corn and cotton in 2021

Year ahead
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Comps and key charts
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Company Ticker Rating TP YE21
Current 

price
Upside Mkt Cap

P/E EV/EBITDA Div. Yield

2021 2022 2021 2022 2021 2022

AmBev ABEV3 Buy R$ 17.15 R$ 14.74 16% R$ 230 bn 24x 18x 11x 10x 3,3% 4,4%



Financials 

Outlook for 2021

We expect 2021 to be the comeback year for the incumbent banks given

the under-indexed performance in 2020 YTD. In our view, such comeback

should be mainly driven by: i) credit mix shifting to a more profitable mix;

ii) well capitalized positioning; iii) provisions to diminish before expected;

Year ahead
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iv) volumes to benefit

by the economic resumption; and v) nominal costs to shrink faster. Regarding risks, we

highlight: i) delinquency peak; ii) PIX progress; and iii) corporate tax increase going forward.

Also, we reiterate Banco do Brasil as our Top Pick for 2021.

Reiterating Banco do Brasil as our Top Pick

Although overall incumbent banks have been benefited by the shift from growth to value in

4Q20, the gap from BB to private banks has become even more notably. Additionally, about

BB’s thesis, we highlight: i) its resilient portfolio, with more than 40% in rural and payroll loans;

ii) non-cyclical events, such as lower operating provisions and cheaper cost of funding should

benefit the bank in the short term; and iii) its attractive valuation. Having that in mind, we

reiterate BB as our Top Pick with a Buy rating and a target price of R$ 43,0, currently trading at

0.8x P/B 2021 (vs. ~1.9x P/B 2021 from private banks) implying a ~20% discount to book value.
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Source: Company reports, XP Investimentos.

Coverage Ratio: Thrice as many

provisions as delinquency balance (3Q20)
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Economic resumption should boost volumes. We expect fee income to surf on the back of the

economic resumption, benefiting greater volumes especially for acquiring revenues given the

relaxed measures to contain the pandemic and the weak comparative basis from 2020.

Banks are well capitalized, and provisions are

reducing before expected. Given that the crisis

has not yet impacted banks in terms of

delinquency and write-offs due to the grace

period, we consider banks well capitalized with

an average 14.1% tier I ratio in 3Q20, and well

provisioned with an average 320% coverage ratio.

Additionally, based on the extended operations,

as it already shows signs of healthy and mostly

up–to-date operations, overall banks are already

reducing provisions, indicating the provisioning

level in the beginning of the pandemic was

overreacted.

Source: BCB, XP Investimentos.

Banks’ NIM vs. Interest rate policy
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Credit mix should resume the shift to profitability.

As of before the Covid-19 outbreak, we expect

incumbent banks to resume their mix shifting to

Individuals. According to BCB data, Individuals

credit balance is already showing signs of

recovery, although at a reduced pace. Regarding

Corporate lines, since its growth was driven by

government supportive programs, we expect its

pace to be reduced combined with a possible

resume from DCM.

NIM should be pressured, however, partially offset

by credit mix. Given the government supportive

programs for SME lines combined with the all-

time low interest rate policy, we expect NIM to be

pressured in 2021. However, as long as the credit

mix shift takes shape, it should partially offset the

lower NIM from the less profitable mix from

2020YE.

Nominal costs should decrease as the physical operation shrinks faster. We expect 2021 to be a

cost consciousness year, due to: i) physical operation reduction at a faster pace as of 2020; and

ii) personnel expenses reduction driven by the incentivized plans for voluntary termination from

2020.
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Key risks

We highlight the following risks for 2021: i) delinquency ratio above expectations, since banks

are already disclosing a less deteriorated outlook with still low visibility regarding 15-90d

delinquency ratio, although we recall the peak may arise by 1H21; ii) PIX engagement to

pressure fee income and the added value of service packages; and iii) corporate tax increase,

albeit such risk diminishes as the crisis retreats.
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Company Ticker Rating
Price target 
YE21 (R$)

Current 
price (R$)

Upside
Mkt Cap 
(R$ mn)

P/E P/B Div. Yield

2021 2022 2021 2022 2021 2022

Itaú Unibanco ITUB4 Neutral 29 30,26 -4,2% 278.950 11,7x 10,6x 2,2x 2,1x 5,6% 7,1%

Bradesco BBDC4 Buy 27 25,8 4,7% 215.337 10,8x 9,4x 1,6x 1,5x 5,6% 6,4%

Santander SANB11 Neutral 32 42 -23,8% 156.343 12,9x 11,7x 2,0x 1,9x 5,8% 6,4%

Banco do 
Brasil

BBAS3 Buy 43 35,98 19,5% 102.660 7,0x 5,9x 0,8x 0,8x 7,1% 10,2%

Banrisul BRSR6 Buy 19 13,78 37,9% 5.911 9,5x 7,6x 0,6x 0,6x 4,2% 5,2%



Consumer &
Retail

Outlook for 2021

Do we like the sector exposure or not? Why?

Overall, we continue to like the exposure to the retail space, though we believe some segments

should outshine others. Since retail is a broad sector, we provide a more detailed view in 4 main

sub-segments: (i) Traditional retailers, (ii) Pharmacies, (iii) e-commerce, and (iv) Supermarkets.

From surviving to thriving: Traditional Retailers as our favorite exposure in the space

After facing a challenging 2020 due to the pandemic and the restrictions imposed on physical

retail, we believe traditional retailers will outperform in 2021. This is mainly due to (i) restrained

demand and increased savings; (ii) higher brands’ reach through omnichannel initiatives; and

(iii) easy comps, as 2020 companies’ results were severely impacted by the pandemic.

Leaving the spotlight: Still healthy trends for e-commerce, but tough comps to beat

We believe COVID-19 structurally changed consumers’ digitalization, accelerating trends that

were expected to take at least 5 years. However, we do not see 2020 levels as sustainable as

physical retail should take part of this consumption back, while the emergency aid was a

tailwind to the industry’s demand, in our view. We still expect strong Q1 results, but results post

Q2 will have tough comps to beat, probably posting declines on digital. Finally, we believe

omnichannel initiatives should contribute to results, as it allows companies to reach a broader

addressable market, while reducing logistics expenses.

Health is the new wealth: Pharma a resilient space, with elective surgeries resumption as a plus

We are constructive with Brazilian pharma due to its growth perspectives, consolidation

opportunities and resilience. Moreover, we believe the COVID-19 crisis strengthened

consumers’ focus on health and wellness while also boosting the sector’s reach through

accelerated digitalization trends. Finally, we also see a restrained demand as people postponed

several elective surgeries in 2020 due to the pandemic, which should be normalized throughout

2021.

Digesting 2020: demand to decelerate, but Cash & Carry should remain a highlight

We should see a deceleration on demand in 2021 as people should gradually resume eating at

bars and restaurants and the removal of the emergency aid should impact disposable income.

However, we believe the performance of the Cash & Carry segment should remain strong as

bars and restaurants normalize their operations, while we see part of the individuals’ shift

towards the channel as structural. Finally, we expect profitability to return more normalized

levels and below 2020.

Year ahead
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Top picks for 2021 – C&A and Pague Menos

We select C&A as our top pick on traditional retail as we see solid growth perspectives through

stores expansion and recent digital/omni-initiatives while we expect margin expansion to be

supported by internal / operational improvements, mainly on supply chain. Although the stock

has performed well recently on positive vaccine news, it is still underperforming Ibovespa by

16% YTD. Finally, we see upside risks for earnings revision on a faster than expected recovery on

consumption and improving results from digital / omni-initiatives. We have a Buy rating and a TP

of R$15.0/sh.

As for Pague Menos, we see it as a solid self-help story with a positive tailwind from the sector’s

demand recovery. The company should deliver a top-line growth of 12%/year as it expands into

on the North and Northeast regions, in which it has a consolidated leadership position and

know-how, thus reducing execution risks. We also forecast margin expansion on efficiency

gains, leading to a net income 2020-25 CAGR of ~40%. Moreover, we see interesting upside

risks on the story, with the highlight to Clinic Farma, which we estimate can add at least

R$1.4/sh (see our initiation for more details). We have a Buy rating and a TP of R$13.0/sh.

Year ahead

Key risks 

(i) Second wave / No vaccine: our base case assumes we do not enter a second wave and that

we should get a vaccine by 1Q21. If either of these do not happen, we believe traditional

retailers would underperform, while e-commerce and, potentially, food retailers could

outperform.

(ii) Emergency Aid: although we believe the benefit was a tailwind mainly to e-commerce and

food retailers, we can’t estimate the actual financial impact of the benefit in sectors’ results.

However, since food retail and e-commerce results remained solid in Q3, when the benefit was

cut in half, we do not expect a significant deceleration on companies’ results attributed

specifically to it.

(iii) Economic crisis: retail is highly correlated with the economy and, therefore, if we face an

economic crisis in 2021, this would be negative for the space. However, we note Brazilian

pharma would still be resilient even in this scenario.

Comps
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Company Ticker Rating
Price target 
YE21 (BRL)

Current 
price (BRL)

Upside
Mkt Cap (BRL 

mi)

P/E (x) EV/EBITDA (x) Div. Yield

2021 2022 2021 2022 2021 2022

Magazine Luiza MGLU3 Neutral 20,0 23,7 -15% 153.764 153,8 115,9 61,9 49,9 0,0% 0,0%

B2W BTOW3 Neutral 135,0 78,0 73% 40.812 n.m n.m 38,9 27,8 0,0% 0,0%

Lojas Americanas LAME4 Buy 44,0 25,3 74% 47.174 15,0 12,3 5,2 4,5 0,4% 0,7%

Via Varejo VVAR3 Buy 28,0 17,5 60% 27.958 29,8 22,2 8,0 6,9 0,0% 0,0%

Lojas Renner LREN3 Buy 50,0 45,8 9% 36.437 26,7 22,5 16,6 14,0 1,0% 1,2%

Carrefour CRFB3 Neutral 22,0 19,4 13% 38.457 17,4 13,8 7,0 5,7 1,6% 2,0%

Pão de Açúcar PCAR3 Neutral 70,0 70,7 -1% 18.872 19,9 14,3 6,2 5,6 0,6% 1,3%

Vivara VIVA3 Buy 30,0 26,4 14% 6.236 25,9 20,5 18,2 14,7 0,5% 1,0%

Positivo POSI3 Neutral 6,0 5,3 13% 752 13,3 9,4 6,0 5,7 0,0% 0,0%

C&A CEAB3 Buy 15,0 13,5 11% 4.158 21,8 18,8 7,4 6,3 1,7% 2,0%

Locaweb LWSA3 Buy 71,0 62,8 13% 7.906 83,1 61,5 37,6 30,6 0,0% 0,0%

Raia Drogasil RADL3 Neutral 27,0 24,6 10% 40.654 48,9 38,3 23,1 18,8 0,5% 0,6%

d1000 DMVF3 Buy 16,0 11,4 40% 577 69,4 48,7 8,3 6,4 0,0% 0,2%

Pague Menos PGMN3 Buy 13,0 8,1 60% 3.608 26,0 14,0 11,3 8,3 0,0% 0,0%

Grupo Mateus GMAT3 Buy 11,0 8,7 26% 19.188 20,1 15,3 15,2 12,1 0,0% 0,0%

https://researchxp1.s3-sa-east-1.amazonaws.com/Pague+Menos+(PGMN3)+-+IoC.pdf


Real Estate &
Malls

Outlook for 2021

Homebuilders: In our view, 2021 should be a positive year for sales performance, as the main

factors that contributed to a swift rebound in home sales through 2H20 should remain in place

for the next year, namely: i) low interest rates (keeping the bank’s cost of funding low); ii)

controlled inflation (easing a potential pressure to raise interest rates); and iii) continued strong

net inflow to the Savings Account (SBPE), leading to a surplus of funding to be targeted for

mortgages.

These factors should continue to fuel the banks’ appetite for new mortgage concessions while

keeping mortgage rates at historical lows. As a result, client’s affordability should remain high

in the near term, thus favoring a positive environment for mid-high-income developers such as

EZTec.

For the low-income segment, we maintain our constructive view for the segment in 2021,

anticipating resilient (and growing) sales performance from MRV and Tenda (leading players in

the segment), despite the macro challenges in the short term.

Shopping Malls: We expect 2021 to be a year of recovery for the Brazilian shopping malls, with

tenant sales continuing to recover from the impacts of the pandemic, as malls remained closed

or operated at restricted opening hours for months during 2020.

Although we see the mall companies (especially higher income names, such as Iguatemi

and Multiplan) as well prepared to benefit from the gradual recovery in retail sales going

forward, potentially negative news flow regarding the risks of a second wave of the COVID-19 in

Brazil might bring short-term volatility for the stocks.

EZTec is our top pick

The more favorable outlook for the Brazilian homebuilders leads us to place EZTec as our

current preferred name in the Real Estate sector.

Key risks

• A possible second wave of the COVID-19 in Brazil could impact home sales as well as

shopping mall sales.

• A slower-than-expected economic recovery, possibly hindering a bolder rebound in demand

for residential units and overall retail sales.

• A sharp increase in interest rates could pressure the financing costs for new mortgage

concessions (reducing the marginal demand for new homes) and pressure bond-proxy

names (namely the shopping malls).

• Continued high inflation of construction materials could lead developers to revise

downwards their launching pipeline in 2021.

Year ahead
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Comps – Malls & Properties
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Company Ticker Rating
Price target 

YE21
Current 

price
Upside Mkt Cap

P/FFO Cap Rate Div. Yield

2021 2022 2021 2022 2021 2022

Iguatemi IGTA3 Buy 41,00 38,30 7% 6.764 17,6 17,3 7,1% 7,7% 1,8% 2,2%

Multiplan MULT3 Buy 25,00 24,76 1% 14.875 23,7 20,1 6,2% 7,3% 1,5% 1,3%

brMalls BRML3 Neutral 10,70 10,59 1% 9.247 16,8 15,8 7,6% 8,3% 0,0% 1,4%

LOG CP LOGG3 Neutral 40,40 33,02 22% 3.373 32,7 26,2 4,5% 5,5% 1,0% 0,8%

Company Ticker Rating
Price target 

YE21
Current 

price
Upside Mkt Cap

P/B P/E Div. Yield

Current 2021 2021 2022 2021 2022

EZTec EZTC3 Buy 44,20 43,02 2,7% 9.766 2,4 2,2 23,9 9,2 1,0% 4,5%

Tenda TEND3 Buy 37,20 30,35 22,6% 3.167 2,0 1,8 11,0 9,4 3,7% 4,9%

MRV Eng. MRVE3 Neutral 23,00 19,91 15,5% 9.596 1,7 1,7 14,1 12,2 1,8% 3,7%



Utilities

Year ahead

COVID-19-related concerns for utilities averted…. All in,

the COVID-19 pandemic led to a much lower impact

over Brazilian Utilities compared to our expectations,

given (i) the COVID-19 account maintained the

balance of payments across the power utilities value

chain and preserved the liquidity of power

Top picks – Omega and CESP

From a sectorial point of view, we find selected attractive opportunities in the power generation

sector, with our top picks being Omega Geração (OMGE3) and CESP (CESP6). Both are names with

an attractive risk-reward implied by current valuations and a wide range optionalities that contribute

further to the investment thesis. As for names with exposure to the power distribution sector, we

believe the recovery in results (higher volumes and lower delinquencies) is priced-in at current

valuations. Finally, we do not see major alpha opportunities in the power transmission sector

following the recent rally largely driven by higher inflation (IGP-M) prints, especially in view of the

scarcity of growth opportunities at attractive returns based on the higher competition witnessed in

recent transmission auctions.

Top Pick #1: Omega Geração (OMGE3): We have a Buy rating on Omega Geração, with a 12-month,

DCF-based price target of R$50/sh. We consider OMGE3one of the most compelling stories in our

utilities coverage, given the (i) the asymmetry implied by current valuations following the recent

acquisitions, (ii) the additional upside implied by the 3.8GW portfolio of wind and solar projects, with

every 100 ME acquired under the company’s hurdle rate of NTN-B + 500bps adding R$0.40/sh to

our price target, all else equal and (iii) potential M&A opportunities in the future, as we see Omega

as a consolidator in the power renewables space.

distributors, (ii) power consumption inflected by July

2020 as a result of the flexibilization of quarantines and (iii) power generators did not face

major delinquency events in the free market.

… but asymmetries are scarce in 2021. In our sector framework, we continue to prefer stories

with low operational risks, healthy balance sheets, clear growth prospects and asymmetric risk-

reward. In this sense, we believe there are limited opportunities for alpha generation in the

power utilities, especially when looking from a top-down sectorial perspective, given the

compression of the sector’s IRR spread to long-term interest rates.
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Source: Bloomberg, XP Investimentos.

Utilities’ average real levered IRR spread



Year ahead

Top Pick #2: CESP (CESP6): We have a Buy rating on CESP, with a 12-month, DCF-based target

price of R$37/sh. Firstly, we see an attractive risk-reward based in the balance of continuous

renegotiations of the company’s contentious liabilities and the evolution of the lawsuit related

to the reimbursement of HPP Três Irmãos. Secondly, CESP already has a mandated earnings

expansion throughout 2021 based on the hedging of electricity purchases at more attractive

prices. Finally, we note CESP has a healthy balance sheet, with last reported indebtedness of

0.9x Net Debt to EBITDA, which we believe will ultimately translate to higher dividend

distributions and/or additional growth opportunities in the future,

Sanitation – expect volatility from tariff review processes, limited privatization prospects. All

three listed sanitation utilities (Sabesp, Copasa and Sanepar) are expected to experience their

ordinary tariff review processes in 2021. Historically, such are periods of higher volatility for

sanitation utilities given former instances of political interference and limitations from

regulatory agencies. Moreover, we maintain our view that there is limited visibility on the

potential privatizations on Sabesp (given the uncertainty on whether the gov’t will pursue a

privatization or a capitalization) and Copasa (given the limitations of political articulation

displayed by the executive branch of the state government).

Key risks

Key risks for Brazilian Utilities in 2021 refer to: (i) potential outcomes of the ongoing analysis by

regulator ANEEL of the requests for extraordinary tariff reviews to compensate the impact of

the COVID-19 crisis, (ii) higher interest rates should the fiscal scenario continue to deteriorate

and (iii) potential proposal of taxation of dividends and / or end of the Interest on Capital tax

benefit.

Comps
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Company Ticker Rating
Price target 

YE21
Current 

price
Upside Mkt Cap

P/E EV/EBITDA Div. Yield

2021 2022 2021 2022 2021 2022

Sabesp
SBSP3 Neutral R$ 54,00 R$ 46,38 16,4%

R$ 31.701,2
13,7x 11,1x 6,4x 5,9x 1,8% 2,2%

SBS Neutral $10,00 $9,02 10,9% 13,7x 11,1x 6,4x 5,9x 1,8% 2,2%

Copasa CSMG3 Sell R$ 15,00 R$ 15,42 -2,7% R$ 1.954,5 7,6x 8,3x 4,5x 4,8x 8,3% 7,7%

Sanepar SAPR11 Buy R$ 30,00 R$ 26,72 12,3% R$ 8.075,9 6,1x 5,3x 4,2x 3,8x 7,4% 8,5%

AES Tietê TIET11 Buy R$ 17,00 R$ 16,40 3,7% R$ 6.453,0 12,4x 12,9x 6,9x 6,9x 7,3% 7,1%

Engie EGIE3 Neutral R$ 41,00 R$ 42,85 -4,3% R$ 34.962,5 11,3x 10,5x 6,9x 6,5x 8,2% 8,8%

Cesp CESP6 Buy R$ 37,00 R$ 28,50 29,8% R$ 9.333,8 37,2x 29,3x 9,7x 8,9x 2,5% 3,2%

Omega OMGE3 Buy R$ 50,00 R$ 37,29 34,1% R$ 7.218,7 20,2x 18,x 10,2x 10,3x 1,2% 1,4%

EDP ENBR3 Buy R$ 21,00 R$ 19,20 9,4% R$ 11.651,5 9,2x 8,1x 6,2x 5,5x 5,4% 6,2%

Copel
CPLE6 Buy R$ 70,00 R$ 70,25 -0,4%

R$ 15.598,4
6,x 5,6x 4,8x 4,4x 3,4% 3,6%

ELP Buy $12,50 $13,67 -8,6% 6,x 5,6x 4,8x 4,4x 3,4% 3,6%

Cemig
CMIG4 Neutral R$ 11,00 R$ 12,66 -13,1%

R$ 18.467,8
7,8x 8,x 7,7x 7,5x 6,5% 6,2%

CIG Neutral $2,20 $2,56 -14,1% 7,8x 8,x 7,7x 7,5x 6,5% 6,2%

Equatorial EQTL3 Neutral R$ 22,00 R$ 22,11 -0,5% R$ 22.335,2 16,5x 15,4x 9,9x 9,7x 1,5% 1,6%

CTEEP TRPL4 Neutral R$ 23,00 R$ 26,99 -14,8% R$ 17.783,3 12,9x 11,2x 7,1x 6,7x 5,5% 6,4%

TAESA TAEE11 Neutral R$ 30,00 R$ 32,67 -8,2% R$ 8.764,1 11,x 8,3x 7,7x 6,7x 6,4% 8,5%



The spread of COVID-19 pandemic has severely

disrupted the global oil market balance in 2020.

According to OPEC, at the height of the pandemic in

April 2020 global oil demand crashed between -25% and

-30% mainly due to lockdown measures which had

drastically reduced fuel consumption. In addition to the

Oil & Gas
Year ahead

Gabriel Francisco
Energy, Oil & Gas
Analyst

Maíra Maldonado
Energy, Oil & Gas
Analyst

extremely challenging backdrop for

demand, the oil price crisis was exacerbated by a divergence between OPEC+ members (especially

Saudi Arabia and Russia) about production cuts that resulted in a price war. As a result, Brent

prices hit 18-year lows of US$19/bbl in April 2020.

However, since May 2020 OPEC has been able to implement an agreement to reduce oil output. At

the same time, demand for oil products has gradually rebounded due to the flexibilization of

lockdown measures. As a result, oil prices have partially recovered to the current US$45-50/bbl

levels (Brent), with the market anxiously waiting for the full normalization of oil demand that is

expected when and if the COVID-19 pandemic can be overcome, which in turn is directly correlated

with the success of vaccines.

2021: The rebound of the old economy

Looking ahead, the continuous flexibilization of lockdowns and social distancing measures should

further contribute to the normalization of oil derivates demand (especially gasoline and jet fuel).

While we are optimistic on a medium to long-term perspective due to the progress of vaccine

treatments, we highlight potential short-term volatility risks related to a second wave of COVID-19

cases. However, even in the event of a second wave and resulting pullback of flexibilization

measures, we note that the state of oil markets is completely different than March 2020 in terms of

supply and inventories, thereby implying lower downside risks to oil prices.

For 2021, according to OPEC, oil demand is expected to grow by 6.2 mb/d YoY. In our view, in a

scenario of normalization in a scenario of oil derivates demand to pre-pandemic levels, we expect

oil prices to rebound to the US$55-60/bbl (Brent) range, the breakeven price for shale oil production

and which we consider the marginal (swing) producer of the commodity given the higher flexibility

and opex-driven nature of operations.

World oil demand and Brent prices YoY (%)

Source: OPEC; Bloomberg
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Sensitivity analysis to oil prices and FX

Price target PETR4.SA (R$ / share) Price target price target PBR (US$ / ADR)

Brent price assumption 2021-22E (US$ /bbl) Brent price assumption 2021-22E (US$ /bbl)
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4,80 12,5 17,2 21,5 24,3 28,5 31,3 35,6 4,80 5,2 7,2 9,0 10,1 11,9 13,0 14,8 

5,00 14,0 17,8 22,1 25,0 29,3 32,1 36,4 5,00 5,6 7,1 8,9 10,0 11,7 12,8 14,6 

5,20 14,5 18,4 22,8 25,7 30,0 32,9 37,3 5,20 5,6 7,1 8,8 9,9 11,6 12,7 14,3 

5,40 15,0 19,0 23,4 26,3 30,8 33,7 38,2 5,40 5,6 7,0 8,7 9,8 11,4 12,5 14,1 

5,60 15,5 19,5 24,0 27,0 31,5 34,5 39,0 5,60 5,6 7,0 8,6 9,7 11,3 12,3 13,9 

5,80 16,1 20,1 24,7 27,7 32,3 35,3 39,9 5,80 5,5 6,9 8,5 9,6 11,1 12,2 13,8 

6,00 16,6 20,7 25,3 28,4 33,0 36,1 40,7 6,00 5,5 6,9 8,4 9,5 11,0 12,0 13,6 

Petrobras remains resilient; We reiterate our Top pick

We see Petrobras as more prepared than ever to face a challenging oil price environment,

based on (1) the lower breakeven and lifting costs of the highly productive pre-salt assets, (2)

self-help, cost reduction initiatives and (3) the continuous progress of the asset divestment

plan.. For illustrate we present our sensitivity analysis for Petrobras share prices in different oil

and exchange price scenarios, in order to illustrate how the shares, behave in different

scenarios in relation to our estimates.

We have Buy rating on Petrobras, and 12-month price targets of R$30 / R$29 / US$11.5 / US$11

for PETR4 / PETR3 / PBR_A / PBR.

In addition, we note that our estimates are based on the future oil price curve (Brent), with

average prices of US$ 48.8/barrel in 2021-22E, which implies an even more attractive risk-

return for stocks if oil prices surprise positively in the event of a normalization earlier than

expected in demand for the commodity.

Comps

Key risks

Key risks to our Petrobras rating include, but are not limited to: (1) weaker-than-expected oil prices

in the event of a second wave of COVID-19 infections or a delayed rollout of vaccine treatments, (2)

potential legal questioning of the company’s asset divestment plan, although we see a marginally

lower risk after the second trial of the matter in the Supreme Court in September 2020 and (3) the

political environment in Brazil and its implications to the company, the most relevant of which

being the domestic fuel pricing policy.
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Company Ticker Rating
Price target 

YE21
Current 

price
Upside Mkt Cap

P/E EV/EBITDA Div. Yield

2021 2022 2021 2022 2021 2022

Petrobras PN 
Local

PETR4 Buy R$ 32,00 R$ 27,53 16,2%

US$ 63,791.2 6,9x 4,4x 5,2x 4,6x

3,6% 5,7%

Petrobras ON 
Local

PETR3 Buy R$ 32,00 R$ 28,10 13,9% 3,6% 5,7%

Petrobras PN 
ADR

PBR/A Buy $12,00 $10,70 12,1% 3,6% 5,7%

Petrobras ON 
ADR

PBR Buy $12,00 $10,92 9,9% 3,6% 5,7%



Materials

Year ahead

Yuri Pereira
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Outlook for 2021

We believe the materials sector is among the ones which should be

benefited from economic stimulus around the world. Additionally, the

sector will experience higher volumes and prices in 2021, in our view.

Iron ore: a still tight market in 2021

We expect strong iron ore prices in 2021 on the back of good response in Chinese steel

demand from government stimulus, following trade war. Steel production in China should finish

2020 above 1 billion tonnes. If Chinese steel production increase 5% in 2021, it will be enough

to absorb the extra iron ore production coming back, mainly from Vale (+50mt in 2021, in our

view). In our model, we have +2% increase of steel production in China, which results in

US$100/t on avg. in 2021E (vs. spot at US$130/t).

Steel: higher prices and volumes

Steel demand in Brazil should grow +4.5% YoY in 2021E, following a gradual economic recovery

after the pandemic. Long steel will continue to have a good performance, in our opinion, on

healthy activity in the civil construction sector, which didn’t have any major impact from Covid-

19. With regard to the flat steel segment, we believe it will recover in 2021 with the resumption

of the automotive sector and a strong price hike in 1Q21E.

Pulp: limited downside risk

With about 20% of the industry (short fiber) burning cash with current prices (US$464/t) below

marginal cost (US$500/t), in our view, pulp price is set to gradually increase in 2021E with

potential capacity cut in the marginal players and resilient demand in China.

Paper/Packaging: strong structural trend

We believe that the packaging sector will continue to outperform in 2021. In our opinion, the

impacts from the pandemic accelerated ongoing changes in the sector in terms of substitution

of other materials for paper and e-commerce. Corrugated volumes (ABPO) had the fourth

monthly record in October (+5% YoY in 2020) and this compares to a negative GDP growth in

Brazil. Going forward, we expect that the aforementioned trend will keep the momentum after

economic reopening.

Top picks: Vale and Klabin

Vale – We believe the company will pay a minimum dividend yield of 7.5%, considering avg. iron

ore of US$100/t in 2021 (vs. spot at US$130/t). Therefore, also given the low leverage, we do

not discard potential extraordinary dividends. In terms of valuation, we see Vale trading at 3.7x

EV/EBITDA and this compares to Australian peers and historical avg. of 5.0x. We maintain our

Buy rating (US$16.5/ADR TP).
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Klabin – The company should be benefited from higher volumes and prices in 2021, after higher 

input prices in 2020 following an unbalanced supply chain. In our view, Klabin is trading at 9.1x 

EV/EBITDA (historical avg. of 7.5x) considering the Puma II expansion project. When we 

consider Puma II at full ramp-up (as of 2025), Klabin’s multiple is 7.0x. We have a Buy rating on 

the name with TP of R$32/share.

Key risks

Key risks are those related to a potential demand slowdown in China and Brazil, such as further 

lockdown measures against Covid-19 and lower stimulus from the government. Additionally, 

higher USD would increase companies’ leverage, although it benefits operational figures. With 

regard specifically to Vale, a lack of agreement with authorities and higher than expected 

expenditures with Brumadinho could negatively impact stock prices.

Year ahead
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Company Ticker Mkt Cap (US$) EV/EBITDA ND/EBITDA Div. Yield Production 21E

XPE

Vale VALE US Equity 82.335 M 3,7 -0,2 6,9% 350 M

Consensus

Vale (ADR) VALE US Equity 82.335 M 3,4 0,0 4,6% 373 M

BHP BHP AU Equity 130.412 M 6,2 0,4 5,1% 250 M

Fortescue FMG AU Equity 41.294 M 5,0 0,1 5,9% 196 M

Rio Tinto RIO AU Equity 108.165 M 5,6 0,1 6,3% 334 M

Source: XP Investimentos, Bloomberg

Company Ticker Rating Mkt Cap (R$) EV/EBITDA ND/EBITDA Div. Yield

Pulp & Paper

Klabin
KLBN11 BZ 
Equity BUY 26.169 M 9,1 4,0 3,7%

Irani RANI3 BZ Equity BUY 1.318 M 6,6 1,4 3,7%

Source: XP Investimentos, Bloomberg

Company Ticker Rating
Price target 

YE21
Current 

price
Upside Mkt Cap (bn)

P/E EV/EBITDA Div. Yield

2021 2022 2021 2022 2021 2022

Vale VALE3 BUY R$86,00 R$81,98 4,9%
$82,335 6,5 7,1 3,9 3,9 6,6% 5,6%

Vale (ADR) VALE BUY $16,50 $16,05 2,8%

Gerdau GGBR4 BUY R$25,00 R$22,94 9,0% R$37,034 10,5 8,5 5,7 4,9 6,0% 8,4%

Usiminas USIM5 NEUTRAL R$12,00 R$14,02 -14,4% R$17,392 13,0 13,4 6,4 6,5 0,0% 1,9%

Aura AURA33 BUY R$ 95,00 R$ 57,50 65,2% R$ 3,515 4,9 4,3 2,7 2,2 1,5% 4,1%



Education

Year ahead

Sector Overview

The higher education sector was one of the most impacted by

the 2020 Covid-19 Pandemic not only because of mobility

restrictions but also due to its negative impact on the economy

in general. On-campus student base and average ticket were

under pressure for most players, except for Ânima that was

Source: XP Investimentos, Companies Data. Student base growth does not consider acquisitions. Average ticket calculated – net

revenue/ave. number of students. Cogna’s EBITDA margins considers only the higher education segment (“Kroton”)

However, the distance learning student base growth

was not sufficient to offset the pressure of lower

tickets on both distance learning and on-campus,

and the student base reduction in the on-campus

segment, leading to a pressure on margins for most

players. Ânima was the exception again as it reaps

the benefits of the maturation of its more efficient

hybrid model and as it was able to improve the

average ticket while sustaining its student base.

Vitor Pini
H&E and Small Caps 
Analyst

Matheus Soares
H&E and Small Caps 
Analyst

able to sustain its student base

while improving the average ticket offering a hybrid on-campus model.

The pure distance learning segment (which since 2017 when the deregulation allowed an easier

path for new distance learning centers openings) has presented a sound growth in the number

of students for Yduqs, Cogna and Ser, mostly backed by the growth in the number of learning

centers, yet with declining average tickets.
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Year ahead

Ânima is our Top Pick

Our choice for the education segment in 2021 is Ânima (ANIM3) that we have a Buy rating and a

2021YE target price of R$41.7/share. Our recommendation is based on four main aspects:

I. Company’s strategy to focus on high quality has granted it a superior performance in 2020

compared to its peers in terms of average ticket and profitability. And we believe that the

Company is a more defensive bet in a possible more adverse scenario with a second wave

of the pandemic;

II. Laureate acquisition: the company announced the deal in early November – still pending

anti-trust approval. We believe that the deal is very accretive as; i) it should add some

R$230M in synergies (leading to an EPS improvement – already considering the issuance of

new shares); ii) it adds nearly 1k medical seats; and iii) Laureate – like Ânima – focus on

high-quality brands;

III. Margin expansion opportunity on the back of the maturation process of its “newish” hybrid

academic model, higher average ticket (pricing + better mix, specially on medical programs)

and improved controls – we saw a 300bps improvement in 9M20 and expect a 200bps

improvement in 2021 (excluding the acquisition of Laureate);

III. Undervalued medical seats: the Company has ~1.5k potential medical seats (excluding

Laureate’s additional capacity) that if were to be valued in line with recent announced M&As

in the segment (R$2.0M/seat) could represent an EV of R$2.9B, compared to Company’s

current EV of R$4.0B.

Key Risks

But mind the risks… We highlight two main concerns regarding the investment case:

(i) short-term: 1st half intake cycles are typically larger and, therefore, rely on the high school

graduates. The uncertainty on the graduation process for 2020 public system high school

seniors could negatively impact 2021 results (we are considering an YoY flattish organic

intake cycle for 1H21);

(ii) mid/long-term: The company’s ability to sustain its quality perception that drives demand

and high average ticket as well as its ability to seize the benefits from integrating acquired

assets specially in a more complex transformational situation as the Laureate deal.

Source: XP Investimentos, Companies Data and Bloomberg

In our view, 2021 should be a better year for higher education compared to 2020 with a positive

outlook for a vaccine and the likely heat-up of the economy, specially for the on-site sement

that suffered the most in 2020. As for distance learning, we expect the student base to keep

growing, but still with a pressure on the average ticket driven by the continuous increase of the

number of learning centers – just Yduqs plans to improve its capacity by 45% in 2021.
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Year ahead

Comps

Our target price for Ânima is based on a DCF (FCFF) valuation with a 3.5% growth rate and a

10.6% WACC. It is important to highlight that we are not considering the PROUNI tax benefit at

perpetuity, considering a 30% tax rate then. ANIM3 is trading at a 2021e P/E of 24.1x, in line with

its peers, but with a 12% discount in 2022e trading at a P/E of 15.7x.

Source: XP Investimentos, Companies Data and Bloomberg
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Company Ticker Rating
Price target 
YE21 (R$)

Current 
price (R$)

Upside Mkt Cap (R$ mn)
P/E EV/EBITDA Div. Yield

2021 2022 2021 2022 2021 2022

Ânima ANIM3 Buy 41,7 35,17 19% 4.124 24,1x 15,7x 8,0x 6,7x 1,3% 4,4%

YDUQS YDUQ3 NA NA 36,7 NA 11.625 18,2x 14,3x 9,0x 7,7x 2,2% 4,0%

SER SEER3 NA NA 15,0 NA 1.931 19,9x 15,4x 5,6x 4,9x 3,0% 5,7%

Cogna COGN3 NA NA 5,2 NA 9.799 45,9x 24,1x 7,2x 6,4x 0,3% 1,7%

Afya AFYA NA NA 129,8 NA 12.070 23,5x 18,7x 16,4x 13,4x 1,0% 2,5%



Small Caps – Priner (PRNR3)

Year ahead

Sector Overview: Industrial Maintenance

The industrial maintenance sector was one of the most

impacted by the 2020 COVID-19 Pandemic. The majority of

maintenance depends on workers who are mobilized in the

industrial plants and even sleep on the premises (i.e.: offshore

oil platforms). To avoid the risk of the virus contamination,

Matheus Soares
H&E and Small Caps 
Analyst

Vitor Pini
H&E and Small Caps 
Analyst

many companies restricted access

to industrial complexes and decided to postpone their contracts to late 2020 and 2021.

The most important performance indicator in this industry is net revenue per employee per

month. Below, we have the evolution of this metric for Priner and the negative impact from the

COVID-19 in the first half of 2020, but also the fast recovery in the 3Q20.

As Priner revenues were pressured by the postponement maintenance projects during the first

half of 2020, the Company promoted a strong reduction in costs and expenses that partially

offset this pressure. However, the structural adjustments should benefit the Company going

forward and we expect better margins in 2021 as the projects resume.
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Year ahead

Top pick

We have a buy rating and a 2021YE target price of R$13.4/share for Priner (PRNR3). Our

recommendation is based on two main aspects:

1) Company resilience: between 2015 and 2019, Priner's net revenue grew by 19.5% annually.

It is important to highlight that in the same period, Brazil had a strong drop in GDP, mainly

between 2015 and 2016. In other words, the company was able to grow even in the face of

adverse conditions, showing that the business in which it is inserted is resilient.

2) Growth opportunities: with the funds raised in the IPO held in February 2020, Priner is

capitalized (it has more than 130 million in cash) and ready to accelerate its growth. Within

this pillar, we see two important fronts:

i. The one-stop shop player in the sector: its main growth strategy will be through M&A,

acquiring companies that increase Priner's industrial services portfolio. With a broad portfolio

of services (access, painting, insulation and inspection) Priner has the ability to gain a higher

share of wallet from each client being an one-stop-shop.

ii. Organic Expansion: we believe – especially after the IPO – that the company is well

positioned to gain market share as it grows. In addition to the M&A agenda, Priner has a clear

opportunity to enter in new markets/industries, such as energy, biofuels and sugarcane,

automotive and electromechanical industry, infrastructure, pharmaceutical and food industry.

Worth noting that studies carried out by industry consultants, indicate that this market could

grow of 6.8% YoY in nominal terms until 2025.

In our view, 2021 should be a better year for industrial maintenance compared to 2020 with a

positive outlook for a vaccine and stronger macroeconomic prospects in general, leading

projects that were postponed to be resumed, as the contracts were not cancelled. In the case

of Priner, this can be attested by the larger backlog of projects announced in the 3Q20

compared to the 2Q20: R$440.7 million vs R$354.6 million in 2Q20, respectively.

Risks

But mind the risks… We highlight three main concerns regarding the investment case (i) M&A,

given M&A’s intrinsic challenges – execution, integration and synergy gains – if the company

fails to deliver in any of those aspects it might compromise its growth outlook; (ii)

concentration of the customer portfolio, more than 50% of the revenue comes from the three

main customers, (iii) macroeconomic scenario, the economic crisis due to the pandemic

brought a unexpected change of scenario, strongly impacting the industrial segment in Brazil,

and (iv) limited liquidity (US$ 0.2mn ADTV) and market cap (US$ 68mn).

Comps

Our target price is based on a DCF (FCFF) valuation with a 3.5% growth rate and a 10.3% WACC.

PRNR3 is trading at a 2021e EV/EBITDA of 12.0x and a 2022e EV/EBITDA of 9.6x.
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Company Ticker Rating

Price target 
YE21 (R$)

Current price 
(R$)

Upside Mkt Cap (R$ mn)
P/E EV/EBITDA

2021 2022 2021 2022

Priner PRNR3 Buy 13,4 9,33 44% 362 n.a n.a 12,0x 9,6x
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Disclaimer

Year ahead

1) This report was prepared by XP Investimentos CCTVM S.A. ( "XP Investimentos or XP ") according to the requirements provided in CVM Instruction No. 598, 

on May, 3 2018, and aims to provide information that can help the investors make their own investment decisions, and does not constitute any kind of offer or 

purchase request and/or sale of any product. The information contained in this report is considered valid on the date of disclosure and has been obtained from 

public sources. XP Investimentos is not liable for any decisions made by the customer based on this report.

2) This report was prepared considering the product risk classification in order to generate allocation results for each investor profile.

3) The signatory of this report declare that the recommendations reflect solely and exclusively their personal analyses and opinions, which have been produced 

independently, including in relation to XP Investimentos and which are subject to modifications without notice due to changes in market conditions, and that their 

remuneration are indirectly affected by revenue from business and financial transactions carried out by XP Investimentos.

4) The analyst responsible for the content of this report and the compliance with CVM Instruction No. 598/18 is indicated above, and, in the event of an indication 

of another analyst in the report, the person responsible will be the first accredited analyst to be mentioned in Report.

5) XP Investimentos’ analysts are obligated to comply with all the rules laid down in the APIMEC’s conduct code for the securities analyst and XP Investimentos’ 

analyst of securities conduct policy.

6) Customer service is carried out by XP Investimentos employees or by autonomous investment agents who perform their activities through XP, in accordance 

with CVM N º 497/2011, which are registered in the national association of brokers and distributors of securities (“ANCORD”). The autonomous agent of 

investment may not provide consulting, administration or management of customer net worth, and must act as an intermediary and request prior authorization 

from the client for the realization of any operation in the capital market.

7) The products presented in this report may not be suitable for all types of customer. Before making any decisions, customers should ensure that the products 

presented are suitable for their investor profile. This material does not suggest any change of portfolio, but only guidance on products suitable to a certain 

investor profile.

8) The profitability of financial products may present variations and their price or value may increase or decrease in a short period of time. Past performance is 

not necessarily indicative of future results. Performance disclosed is not net of any applicable taxes. The information present in this material is based on 

simulations and the actual results may be significantly different.

9) This report is intended exclusively for to the XP Investimentos’ network, including independent XP agents and XP customers, and may also be released on  

XP’s website. It is prohibited to reproduce or redistribute this report to any person, in whole or in part, whatever the purpose, without the prior express consent of 

XP Investimentos.

10) XP Investimentos’ ombudsman has the mission to serve as a contact channel whenever customers who do not feel satisfied with the solutions given by the 

company to their problems. The contact can be made via telephone: 0800 722 3710.

11) The cost of the transactions billing policies are defined in the operational cost tables which are made available on XP Investimentos website: www.xpi.com.br. 

12) XP Investimentos is exempt from any liability for any damages, direct or indirect, that come from the use of this report or its contents.

13) Technical analysis and fundamental analysis follow different methodologies. Technical analysis is performed following concepts such as trends, support, 

resistance, candles, volume, and  moving averages, amongst others. Fundamental analysis uses as information the results disseminated by the issuing 

companies and their projections. In this way, the opinions of fundamental analysts, who seek the best returns given the market conditions, the macroeconomic 

scenario and the specific events of the company and the sector, may differ from the opinions of technical analysts, which aim to Identify the most likely 

movements on asset prices, using "stops" limit possible losses.

14) Investment in stocks is appropriate for moderate and aggressive profile investors, according to the suitability policy practiced by XP Investimentos. Equity 

investments available are portion a company’s capital that is traded on the market. Stock  is a variable financial investment (i.e. an investment in which 

profitability is not pre-established and varies depending on market quotations). Investment in stock is a high-risk investment and past performance is not 

necessarily indicative of future results and no statement or warranty, expressed or implied, is made in this material in relation to future performance. Market 

conditions, macroeconomic scenario, company and sector specific events can affect investment performance and may even result in significant asset losses. 

The recommended duration for equity investments is medium-long term. There is no guarantee of investment return for customers’ investments in stock.

15) Investment in options is preferably indicated for aggressive profile investors, according to the suitability policy practiced by XP Investimentos. In options 

market, the purchase or sale rights of a good shall be negotiated at a price fixed at a future date, and the purchaser of the negotiated duty should pay a premium 

to the seller as in a secure agreement. Operations with these derivatives are considered very high risk for presenting high risk and return relationships and some 

positions present the possibility of losses higher than the capital invested. The recommended duration for the investment is short-term and the customer's assets 

are not guaranteed in this type of product.

16) Investment in terms is indicated for aggressive profile investors, according to the suitability policy practiced by XP Investimentos. They are contracts for the 

purchase or sale of a certain number of shares at a fixed price for settlement within a specified period. The term of the contract is freely chosen by the investors, 

complying with the minimum period of 16 days and a maximum of 999 days. The price will be the value of the added share of a portion corresponding to the 

interest-which are set freely on the market, depending on the term of the contract. Every transaction in the term requires a guarantee deposit. These guarantees 

are provided in two forms: coverage or margin.

17) Investments in futures markets are subject to significant loss of principal, and are therefore appropriate for aggressive profile investors, according to the 

suitability policies practiced by XP Investimentos. A commodity is an object or price determinant of a future contract or other derivative instrument, which may 

substantiate an index, a fee, a movable value or a physical product.  Commodities are  considered high risk investments, which include the possibility of price 

fluctuation due to the use of financial leverage. The recommended duration for commodity investments is short-term and customers’ assets are not guaranteed in 

this type of product. Market conditions and the macroeconomic scenario can affect the performance investments.

18) This institution is adheres ANBIMA Code of Regulation and best practices for the distribution activity of retail investment products.

http://www.xpi.com.br/
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