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Economic outlook

Global scenario: for now, more inflation and less growth 

War in Ukraine has ambiguous effects on Brazil

o A little more than a month after the beginning of the conflict in Ukraine, the effects for
Brazil are ambiguous. On the one hand, lower global growth, rising inflation, and potential
fertilizer import problems suggest lower growth and higher prices in the medium term. On the
other hand, the gain in terms of trade in a context of low solvency risks favors currency
appreciation, improved public finances, and lower risk aversion, which act toward higher growth
and mitigation of inflationary risks. In this context, the net effect should be higher growth, inflation
and interest rates.

o The shock comes in a context of higher-than-expected current inflation and broader price
pressures. We revised our IPCA inflation forecast to 6.9% and 3.9% in 2022 and 2023, respectively.

o We believe that the Central Bank will seek to end the rate hike cycle at 12.75%, but the
context of more inflation pressures will require higher average interest rates over a longer
period of time. Thus, we postponed the start of the interest rate cutting cycle to the second
quarter of 2023 and raised the forecast for next year’s terminal rate to 9.0%.

o Economic activity, in turn, has shown resilience in this first quarter of 2022. We believe that
this dynamic is capable of inducing growth around 1% this year, despite the effects of inflation on
income.
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o The war between Ukraine and Russia remains the main driver for uncertainty and volatility
in the global scenario. While the outcome of the conflict is difficult to predict, the economic
consequences have become increasingly clear: slower growth and higher inflation. This leads us
to expect global inflation to be close to 6.1% and we lowered our forecast for global GDP growth
from 4.0% to 3.5% in 2022.

o The inflation outlook remains pressured by commodity prices. Food prices remain under
pressure from the direct effects of the war on Russian and Ukrainian output (and output
expectations). Weather-related risks have also been a relevant factor In price formation. On the
other hand, fuel prices may have some respite as there hasn’t been any damage to global
production capacity and demand will likely slow down on the back of weaker global growth. At
the same time. geopolitical factors regarding the allocation of production infrastructure and
problems such as logistics and freight have the potential to put further pressure on global
inflation, especially of industrial goods.

o We expect central banks to continue to tighten monetary policy, though tightening cycles
appear to be closer to being completed in emerging economies compared to developed
economies. In particular, we forecast that the U.S. Federal Reserve will raise its policy interest
rate by 50 bps for four consecutive meetings – with the Fed Funds rate reaching 2.25% in
September. From there, we expect 25 bps hikes in subsequent meetings until the Fed Funds rate
reaches 4.0% in 3Q23.
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A little more than a month after the beginning of the conflict in Ukraine, the effects for Brazil are
ambiguous. On the one hand, lower global growth, rising inflation, and potential fertilizer import problems
suggest lower growth and higher prices in the medium term. On the other hand, the gain in terms of trade
in a context of low solvency risks favors currency appreciation, improved public finances, and lower risk
aversion, which act toward higher growth and mitigation of inflationary risks. In this context, the net effect
should be higher growth, inflation and interest rates.

Table 1: Comparison between March and April scenarios

Source: Bradesco

The conflict in Ukraine has brought more inflation around the world. The commodity price shock and
the additional difficulties imposed on global supply chains add up to a price environment already at
elevated levels, even before the outbreak of the war. The context has implications for monetary policy in
emerging and developed countries, which has been on a correction course since last year. In Brazil, the
effect on inflation is similar, even given the recent exchange rate appreciation. Although commodity prices
in BRL have returned to the pre-war level, the spread of inflation in several countries tends to keep the
production chains under pressure.

The shock comes in a context of current inflation above expectations, with more widespread hikes
and pressured cores. Little by little, the effects of the new shock are beginning to be captured in some
items such as fuels, whose pass-through to consumers at the pumps has been faster and more intense.
Food prices also point to more intense increases, after a start of the year already marked by frustration
with the first grain harvest and higher fertilizer and freight costs. In this context, the recent tax breaks have
not had a relevant impact on final prices. As other items in the consumer basket incorporate the shock, 12-
month inflation will still test new limits before starting a disinflation process, which should take longer to
materialize. As a result, we have revised our IPCA forecast to an expansion of 6.9% in 2022, with reflexes
even on the 2023 estimate, now at 3.9%.

War in Ukraine has ambiguous effects on Brazil

Mar-22 Apr-22 Mar-22 Apr-22

GDP (%) 0.5 1.0 0.5 0.5

IPCA (%) 6.0 6.9 3.5 3.9

Selic Rate (%, eop) 12.75 12.75 8.50 9.00

Exchange Rate (BRL/USD, eop) 5.3 5.1 5.3 5.1

Financial System Credit (%) 8.50 8.50 6.50 6.50

Global GDP (%) 4.0 3.5 3.4 3.2

2022 2023
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Chart 1: ICB-Br Index in BRL

Source: BCB, Bradesco

These revisions of inflation expectations impose an additional challenge to the Central Bank.
Throughout its latest communications, the monetary policy committee has reinforced that it intends to end
the current Selic rate hike cycle at 12.75%. The committee believes that an additional hike of 1 p.p. in May
will put monetary policy on significantly contractionary ground and sufficient to make inflation converge
over the relevant horizon, which increasingly takes into account the year 2023. But it also reinforced that it
will be ready to adjust the size of the cycle if the scenario requires further calibration, and in that sense it
remains data dependent until the next decision. Thus, if there is no relief for commodity prices in BRL, if
inflation continues to spread, or if there is a relevant worsening of expectations, the bullish cycle may
extend a little longer.

We understand that the Central Bank will seek to end the rate hike cycle at 12.75%, but the context
of more inflation pressures will require higher average interest rates over a longer period of time.
Thus, we postponed the start of the interest rate cutting cycle to the second quarter of 2023 and raised
the forecast for next year’s terminal rate to 9.0%.

This level of commodity prices and the recent trade balance results continue to suggest a record
performance for this year. Therefore, we maintained our trade surplus forecast at USD 75.4 billion in
2022, which will help reduce the current account deficit to something close to 0.3% of the GDP. Regarding
the exchange rate, we have revised our estimate from BRL/USD 5.30 to BRL/USD 5.10 at the end of 2022.
We recognize a higher than usual degree of uncertainty for this forecast, since there are vectors
influencing the currency in both directions. On the one hand, the high flow resulting from the reallocation
of global portfolios, high commodity prices and the interest differential point to a more appreciated
exchange rate than this. The fair value of the currency, by historical standards, remains below the current
levels. On the other hand, uncertainties in relation to the global scenario, the more timely rise in U.S.
interest rates, and the domestic medium-term fiscal scenario continue to be vectors that contribute to a
more depreciated level of the BRL against the U.S. dollar.
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Chart 2: Real exchange rate

Source: BCB, Bradesco

Economic activity, in turn, has shown resilience in this first quarter of 2022. The composition of the
growth vectors remains as observed in late 2021: i) the agriculture and livestock industry continues to
contribute to the GDP at the beginning of the year, especially meat, poultry, and pork exports; ii) industry
still presents a mixed performance; and iii) the services sector has been the main vector responsible for the
growth of economic activity. The job market continues to recover, with a good pace of job creation in both
the formal and informal sectors. We believe that this dynamic is capable of inducing growth around 1% this
year, despite the effects of inflation on income.

In the short term, the economy still relies on an additional stimulus vector. The release of about BRL
30 billion of FGTS funds over the second quarter should help consumption gain momentum, offsetting the
monetary policy in increasingly contractionary territory. For next year, monetary policy will produce a
greater effect on aggregate demand and, in the absence of elements that increase overall confidence, we
project a lower GDP expansion, at around 0.5%, despite the higher carry-over by the end of 2022. Although
the credit market remains resilient to interest rate hikes and supports economic activity, the contractionary
monetary policy should slowly reverse this logic. We forecast growths of 8.5% and 6.5% for the total
balance of the national financial system portfolio in 2022 and 2023, respectively.

Chart 3: Quarterly change in the GDP for the first and second quarters

Source: IBGE, Bradesco
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Finally, in the fiscal scenario, the new configuration of commodity prices and domestic inflation
has translated into a more benign scenario. We expect a primary deficit of about BRL 25 billion from the
consolidated public sector in this year, equivalent to 0.3% of the GDP. In addition to the tax cuts already
announced, we have adopted an additional loss of BRL 30 billion as a premise, in the form of tax waivers or
extraordinary expenses focused on the fuel and food sector or a temporary extension of social benefits. It
should be noted that, in a scenario without additional tax waivers, the estimated primary result would
already be positive. In relation to our last publication, we have adjusted the public debt forecast, which is
expected to remain around 80% of the GDP in 2022, climbing to 83.7% in 2023. The revision mainly
reflected the change in our estimate for the GDP deflator, incorporating stronger growth and inflation data.

It is important to point out that this improvement may not be persistent, since it reflects the
effects of inflation and the commodities shock in a context of doubts regarding the spending cap
rule. At other times when revenues in Brazil were inflated by commodity shocks, there was an increase in
expenditures and revenue waivers, which resulted in a worsening primary balance in the following years.
Today, this risk is lower, since the spending cap still fulfills the role of preventing an excessive increase in
expenses, but the maintenance of a solid and feasible rule for public spending and moderation in tax
breaks remain critical for the public debt trend to be convergent in the medium term.

As expected, the balance of the war so far has been more inflation and higher average interest
rates for a longer period of time. The impact on economic activity is positive in the short term, but
restrictive further down the road as a result of monetary policy. In the short term, better-than-expected
results and atypical drivers boost consumption. The positive surprises in inflation and activity have been
ensuring better fiscal numbers and easing some of the fiscal pressures observed since the beginning of the
pandemic. Although the risks related to the public finances remain, this performance coupled with an
interest rate differential that will continue to advance and high commodity prices have been ensuring
strong performance for the exchange rate in the short term.
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The war between Ukraine and Russia remains the main driver for uncertainty and volatility in the
global scenario. While the outcome of the conflict is difficult to predict, the economic consequences have
become increasingly clear: slower growth and higher inflation. This leads us to expect global inflation to be
close to 6.1% and we lowered our forecast for global GDP growth from 4.0% to 3.5% in 2022.

Chart 4: Global consumer price index
Annual change

Source: IMF, Bloomberg and Bradesco

Chart 5: World GDP
Annual change

Source: IMF, Bradesco

The inflation outlook remains pressured by commodity prices. Food prices remain under pressure
from the direct effects of the war on Russian and Ukranian output (and output expectations). Weather-
related risks have also been a relevant factor In price formation. On the other hand, fuel prices may have
some respite as there hasn’t been any damage to global production capacity and demand will likely slow
down on the back of weaker global growth. At the same time. geopolitical factors regarding the allocation
of production infrastructure and problems such as logistics and freight have the potential to put further
pressure on global inflation, especially of industrial goods. In this scenario, we expect central banks to
continue to tighten monetary policy, though tightening cycles appear to be closer to being completed in
emerging economies compared to developed economies.

Global scenario: for now, more inflation and less growth 
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The European economy is the most exposed to the war in Ukraine, through various channels. Given
the region’s high dependence on energy supplies and other inputs from Russia, more permanent sanctions
will affect its production capacity. Added to this, the confidence shock – already apparent in some polls –
postpones not only the recovery of industry, but also limits the improvement in consumption, which would
happen in response to the control of the pandemic. As a result, we lowered our forecast for growth in the
Eurozone to 2.5%, from 3.0% previously. In addition, high inflation in the region – 7.5% y/y in March –
imposes challenges for consumption, monetary and fiscal policy. In fact, we believe that the European
Central Bank, will respond to developments (and in particular, to pressure on wages) by starting to raise
rates in the second half of the year.

In the United States, we project faster monetary tightening than currently expected by the market.
At the press conference held after the FOMC meeting, Fed Chair Jerome Powell signaled he would seek to
bring monetary policy back to neutral as soon as practicable. Our interpretation is that to reach this goal,
the Fed will raise its policy interest rate by 50 bps for four consecutive meetings – with the Fed Funds rate
reaching 2.25% in September. From there, we expect 25 bps hikes in subsequent meetings until the Fed
Funds rate reaches 4.0% in 3Q23. If inflation is more persistent, the chances that the Fed will raise interest
rates more quickly or raise the policy rate even further increase. Because of rising commodity prices and
the extraordinarily tight job market, inflation risks have also increased, leading us to adjust our forecast for
the consumer price index in 2022 from 4.0% to 4.5%.

This tighter monetary policy is consistent with a lower growth scenario. Under normal conditions, the
lags of the effects of monetary policy in the U.S. economy are longer than, for example, in Brazil. Thus, the
effects of monetary tightening on economic activity will materialize more in 2023, but its effects will
already be seen this year. Therefore, we have cut our projection for 2022 GDP growth to 3.0%, down from
the previous estimate of 4.0%. Our current forecast for 2023 stands at 2.0%. However, the significant
increase in household wealth in stocks over the past few years suggests that this channel of monetary
policy transmission may have become more important than in the past. Thus, one cannot rule out that an
eventual sharper correction in equities could result in even slower growth in 2022.

Concerns about the Chinese economy have also increased, even with signs that monetary and fiscal
stimulus will continue to stabilize the economy. We see risks to economic activity concentrated in the
recent worsening of the pandemic, which has led to lockdowns in several regions of the country, a
pronounced slowdown in the housing sector, and the reversal of the global goods cycle, which would
reduce exports. That led us to calibrate our expectations for this year’s GDP from 5.3% to 4.9% and we
believe that additional measures, especially for the housing sector, need to be adopted for there to be a
recovery in the quarters ahead. Added to this, there has been a significant and rapid capital outflow from
the country throughout March, largely explained by investors’ concerns that China will face sanctions for
being close to Russia. Thus, in addition to the impact of growth on the global economy, t (i) the bullish
risks for goods inflation from China and (ii) the effect of the migration of portfolio resources corroborating
the appreciation trend of some emerging currencies, including the Brazilian real.
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The cycle of interest rate hikes continues in Latin America, but is coming to an end. Still, we
understand that the risk continues to be the extension of monetary tightening and, at the same
time, the expectation of cuts is being postponed. Inflation data has signaled dispersed and more
persistent pressures, including in underlying components such as goods and services. Along those same
lines, the recent economic activity results show some support for the pace of growth. Although the region
does not have much direct exposure to the countries involved in the Eastern European war, there are two
indirect effects that we have observed. On the one hand, the region is exposed to the upward shock of
commodity prices, which adds pressure to food and fuel. On the other hand, the region has benefited from
terms of trade gains and exchange rate appreciation.

Thus, the global environment continues to require caution due to the higher uncertainties at this
time. Still, the inflationary pressures already contracted reinforce our expectation of a more timely
adjustment of monetary policy in the U.S., at the same time as emerging countries signal that they should
be nearing the end of their cycle. This suggests that the global economy will live with high interest rates
for a longer period of time so that inflation can converge to levels closer to those seen before the
pandemic. The risks for the scenario, therefore, point to an asymmetry, with higher inflation and interest
rates and less growth.

8



Macroeconomic Research Department 9

Macroeconomic Projections (2017 – 2023)

2017 2018 2019 2020 2021 2022* 2023*

DOMESTIC ACTIVITY, INFLATION AND INTEREST RATES

GDP (%) 1.3 1.8 1.2 -3.9 4.6 1.0 0.5

  Agriculture (%) 14.2 1.3 0.4 3.8 -0.2 3.1 1.9

  Industry (%) -0.5 0.7 -0.7 -3.4 4.5 0.5 0.0

  Services (%) 0.8 2.1 1.5 -4.3 4.7 0.8 0.4

  Private consumption (%) 2.0 2.4 2.6 -5.4 3.6 1.1 0.4

  Government consumption (%) -0.7 0.8 -0.5 -4.5 2.0 0.8 0.0

  Investment (%) -2.6 5.2 4.0 -0.5 17.2 -2.7 -0.4

  Exports of goods and services (%) 4.9 4.1 -2.6 -1.8 5.8 2.0 2.4

  Imports of goods and services (%) 6.7 7.7 1.3 -9.8 12.4 -1.7 -0.2

GDP (R$ billion - current prices) 6,585 7,004 7,389 7,468 8,679 9,667 10,537

GDP (US$ billion) 2,063 1,916 1,873 1,449 1,609 1,906 2,057

Population (million) 207.7 208.5 210.1 212.1 213.4 214.7 216.0

Per Capita GDP (US$ - current prices) 9,935 9,192 8,914 6,833 7,540 8,873 9,524

Industrial Production - IBGE (%) 2.5 1.0 -1.1 -4.4 3.9 -1.8 0.0

Unemployment Rate - IBGE (%) 12.7 12.4 12.0 13.8 13.2 11.2 12.0

Retail Sales - (%) 2.0 2.3 1.9 1.2 1.6 1.7 2.5

CPI - IPCA - IBGE (%) 2.95 3.75 4.31 4.52 10.06 6.90 3.90

WPI - IGP-M - FGV (%) -0.52 7.54 7.30 23.14 17.78 11.10 5.10

Nominal Interest Rates  - Selic target (end of period - %) 7.00 6.50 4.50 2.00 9.25 12.75 9.00

Nominal Interest Rates - Selic target (12-month - %) 10.0 6.42 5.9 2.8 4.4 11.9 11.3

Real Interest Rates - Selic (12-month - %) 6.8 2.6 1.6 -1.7 -5.1 4.6 7.1

EXTERNAL ACCOUNTS AND FX

Trade Balance (US$ billion) 57.3 43.4 26.5 32.4 36.2 75.4 66.9

  Exports (US$ billion) 218 240 226 211 284 339 315

  Imports (US$ billion) 161 196 199 178 248 264 248

Trade flow (exports + imports) (% of GDP) 18.4 22.7 22.7 26.8 33.0 31.6 27.4

Current Account Deficit (US$ billions) -22 -51 -65 -24 -28 -5 -25

Current Account Deficit (% of GDP) -1.1 -2.7 -3.5 -1.7 -1.7 -0.3 -1.4

Foreign Direct Investment (US$ billions) 69 78 69 38 53 63 67

FX  - end of period  (R$ / US$) 3.31 3.87 4.03 5.20 5.65 5.10 5.10

FX - yearly average (R$ / US$) 3.19 3.65 3.94 5.15 5.39 5.07 5.12

International Reserves (US$ billion) 382 387 357 356 362 369 375

Moody's sovereign credit rating Ba2 Ba2 Ba2 Ba2 Ba2 - -

S&P sovereign credit rating BB BB- BB- BB- BB- - -

FISCAL ACCOUNTS

Primary Surplus (R$ billions) -110.6 -108.3 -61.9 -703.0 64.7 -24.6 -33.6

Primary Surplus (% of GDP) -1.7 -1.5 -0.8 -9.4 0.7 -0.3 -0.3

Gross Public Debt (domestic and external) (% of GDP) 73.7 75.3 74.4 88.6 80.3 80.1 83.7

Net Public Debt (domestic and external) (% of GDP) 51.4 52.8 54.7 62.5 57.2 59.1 65.1

CREDIT

Total Credit growth (% YoY) -0.4 5.1 6.5 15.6 16.5 8.5 6.5

Non-earmarked Credit growth (% YoY) 2 11 14 15 21 9 8
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International indicators (2018 – 2023)

International indicators – Latin America (2017 – 2023)

(*): (estimate)
Source: IMF, Bradesco

2017 2018 2019 2020 2021 2022* 2023*

GDP

World 3.8 3.6 2.8 -3.1 6.0 3.5 3.3

Developed markets 2.4 2.3 1.7 -4.5 5.2 2.9 2.0

  United States 2.3 2.9 2.3 -3.4 5.7 3.0 2.0

  Euro Area 2.3 1.8 1.5 -6.5 5.2 2.5 1.7

  United Kingdom 1.7 1.3 1.4 -9.8 7.1 3.0 1.5

  Japan 1.7 0.6 0.0 -4.6 1.9 2.0 1.2

Emerging markets 4.8 4.6 3.7 -2.0 6.7 4.0 4.2

  China 6.9 6.8 6.0 2.3 8.1 4.9 4.5

  Latin America 1.3 1.2 0.1 -7.0 6.5 2.3 2.0

2017 2018 2019 2020 2021 2022* 2023*

Argentina

  GDP (%) 2.8 -2.6 -2.1 -9.9 9.5 2.0 1.8

  CPI (%) 24.8 47.7 53.8 36.1 48.5 55.0 40.0

  Interest rate (%) 29.20 60.31 44.85 26.95 38.00 42.00 38.00

  ARS/US$ (end of period) 18.6 37.7 59.9 84.1 102.7 142.2 150.5

Brazil

  GDP (%) 1.3 1.8 1.2 -3.9 4.6 1.0 0.5

  CPI (%) 2.9 3.7 4.3 4.5 10.1 6.9 3.9

  Interest rate (%) 7.00 6.50 4.50 2.00 9.25 12.75 9.00

  BRL/US$ (end of period) 3.31 3.87 4.03 5.20 5.65 5.10 5.10

Chile

  GDP (%) 1.2 3.7 1.0 -5.8 12.0 2.6 1.9

  CPI (%) 2.3 2.6 3.0 3.0 7.2 7.3 3.5

  Interest rate (%) 2.50 2.75 1.75 0.50 4.00 8.00 6.50

  CLP/US$ (end of period) 615 694 752 712 852 800 770

Colombia

  GDP (%) 1.4 2.6 3.3 -6.8 10.6 3.8 3.3

  CPI (%) 4.1 3.2 3.8 1.6 5.6 7.0 4.0

  Interest rate (%) 4.75 4.25 4.25 1.75 3.00 7.00 6.00

  COP/US$ (end of period) 2,987 3,250 3,277 3,430 4,065 3,900 3,775

Mexico

  GDP (%) 2.1 2.2 -0.2 -8.2 4.8 2.2 2.0

  CPI (%) 6.8 4.8 2.8 3.2 7.4 6.1 4.0

  Interest rate (%) 7.25 8.25 7.25 4.25 5.50 8.25 7.50

  MXN/US$ (end of period) 19.66 19.65 18.93 19.91 20.53 20.66 21.33

Peru

  GDP (%) 2.5 4.0 2.2 -11.0 15.9 3.0 3.0

  CPI (%) 1.4 2.2 1.9 2.0 6.4 5.5 3.2

  Interest rate (%) 3.25 2.75 2.25 0.25 2.50 5.50 4.50

  PEN/US$ (end of period) 3.24 3.37 3.31 3.62 4.00 3.80 3.83
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