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Economic outlook

Risk of recession in the US increases uncertainty and could contribute to more 
volatility

Resilient economic activity amid fiscal risks

o The Brazilian economy grew at a fast pace during the first half of the year. This led us to
raise our GDP growth forecast for 2022 from 1.5% to 1.8%. However, some vectors indicate the
economy will lose steam beginning in the second half of the year. GDP is likely to remain stable
next year.

o The fiscal scenario has become more uncertain in recent weeks. There has been a flood of
initiatives that expand exemptions and government expenditures. While some measures should be
restricted to 2022, others are permanent, with consequences for the trajectory of public debt.

o Recent exemptions reduce the inflation forecast for 2022 but raise it for next year. Despite
this change in relative prices, we have not noticed an alteration in the inflationary scenario, which
still requires attention.

o The level of inflation requires interest rates to remain high for a longer period of time. Our
Selic projection for the end of 2022 has risen from 13.25% to 13.75% p.a. As the disinflation
process should be slow, we expect Central Bank to only begin reducing interest rates in the
second half of 2023. By the end of next year, the basic interest rate should be around 11.75%.
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o We believe the external scenario will be marked by greater uncertainty in the coming
months, reflecting doubts regarding inflation, growth and the conduct of monetary policy
in the developed economies. Pricing assets in such an environment promises to be quite
challenging and the volatility of international markets will continue to be a determining factor for
Brazilian assets.

o In the US, in addition to accelerating the pace and raising the basic interest rate by 75bps,
the Fed has signaled its willingness to tolerate a recession as part of the process of
controlling inflation. As such, it seems premature to conclude that the prospect of a recession
will be enough to lead the Fed to reduce the intensity of its monetary tightening.

o In the Euro Area, the challenges are growing. Inflation remains high and the European Central
Bank (ECB) has signaled it will begin an upward cycle of interest rate in July, with a 25bp hike
followed by another adjustment in September, probably 50bps.

o For the Chinese economy, the worst seems to have passed, but uncertainties remain high
on various fronts: control of the pandemic, internal political transition, effectiveness of stimuli
and the global geopolitical environment.
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The Brazilian economy grew at a fast pace during the first half of the year, which has kept inflation
under pressure. Consumption has been a positive highlight, with advances in retail sales and services
provided to households. This contributes to rising inflation. Recent tax exemptions reduce the IPCA
projection for 2022, but increase the forecast for next year. Notwithstanding this change in relative prices,
inflation remains widespread and with expectations above the target. The disinflation process will therefore
be slow. This requires a additional interest rate increases and prevents a timely reduction of the Selic rate.

Table 1: Comparison between the June and July scenarios

Source: Bradesco

Economic activity remains heated, with a highlight on the recovery of the labor market. The pace of
hiring in the formal market was very strong during the first 5 months of the year. Excluding seasonal
effects, a little over 1 million new formal jobs were created from January to May. As a result, we have raised
our forecast for formal employment generation in 2022 from 1.5 million to 2.0 million. Real average income
has also risen in recent months, contributing to a 6.1% increase in real wages from the beginning of the year
until May (Graph 1).

Household consumption should be the driver of GDP in the second quarter. In addition to the job
market, consumption will also benefit from FGTS withdrawals – which were concentrated in the months of
May and June – and from new credit concessions to households. With this, the pace of GDP growth should
only be marginally lower than in the first three months of the year.

Starting in the second half of the year, however, activity should begin to lose steam. The effects of
monetary policy should be added to the lesser dynamism of the international economy and tighter financial
conditions (Graph 2). Also, Brazil will not benefit from rising commodity prices, as seen in recent quarters.
As such, we expect Brazilian GDP to remain stable in 2023, after expanding 1.8% in 2022.

Resilient economic activity amid fiscal risks

jun/22 jul/22 jun/22 jul/22

GPD (% p.a.) 1.5 1.8 0.5 0.0

IPCA (% p.a) 7.3 7.5 3.9 4.9

Selic Rate (%, end of period) 13.25 13.75 9.00 11.75

Exchange Rates (BRL/USD, end of period) 5.1 5.0 5.1 5.0

SFN Credit  (% p.a.) 10.20 10.80 7.50 7.50

Global GPD (% p.a.) 3.4 3.4 3.2 3.5

2022 2023
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Graph 1: Real Wage Bill
R$ million at May prices

Source: IBGE, Bradesco

Graph 2: Financial Conditions Index and IBC-Br
Contents

Source: Central Bank, Bloomberg, Bradesco

The fiscal scenario has become more uncertain in recent weeks. There has been a flood of initiatives
that expand tax exemptions and government expenditures, reducing the probability of a primary surplus
this year. While some measures should be restricted to 2022, others are permanent, with consequences for
the trajectory of public debt.
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Our projection for the consolidated primary result for 2022, which had been a surplus of R$40
billion, is now close to zero. This revision is the result of exemptions established in PLP 18. The law limits
value-added taxes (ICMS) on fuel, energy, public transportation and telecommunications, which could lead
to a permanent loss of revenue for states and municipalities of around 1% of GDP. There is also a R$ 17
billion renouncement for the central government in 2022, due to PIS/Cofins exemptions on gasoline and
ethanol.

The risk, however, is a primary deficit for the year. Furthermore, there is a constitutional amendment
proposal (PEC 1) underway that has already been approved in the Senate, aimed at increasing income
transfers to the population. The idea is to double the value of gas vouchers, create a R$1,000 stipend for
truck drivers and increase the floor for the Auxílio Brasil assistance program by 50%, from R$400 to R$600.
If approved in the current form, these measures have the potential to increase central government
spending by R$40 billion in 2022.

The more challenging fiscal scenario combined with the external context resulted in an intense
depreciation of the BRL over the last month. Rising interest rates in the developed countries does not
favor the currencies of emerging economies. In the case of Brazil, if, on the one hand, we do not see any
risk coming from the balance of payments, fiscal policy, on the other hand, requires caution. Our base
scenario assumes the establishment of a consistent fiscal policy for the coming years that will be capable
of reversing the growth of the debt-to-GDP ratio. We therefore expect the Real to end 2022 and 2023 at
R$5.00/US$. Notwithstanding, we emphasize that the scenario is extremely challenging and this level of
the exchange rate is higher than most fair value models indicate (see Depec-Bradesco Highlight for May 25,
“An analysis of the Real’s recent movement and fair value models”) .

Recent exemptions reduce the inflation forecast for 2022, although raise it for next year. Our IPCA
forecast for 2022 has been reduced from 9% to 7.5%. This change reflects the recently-announced
exemptions and is not due to an alteration of the inflationary scenario, which still requires attention. 12-
month accumulated inflation should have peaked in April, when the IPCA reached 12.1%. However the
subsequent decline should be slow, because the core measures are still under pressure. Services inflation –
whose inertia is higher – has been accelerating (Graph 3) and the dynamics of the labor market do not show
a deceleration in the short term. Finally, federal taxes on gasoline and ethanol are expected to return in
January next year, adding a few more points to inflation. Because of this, we expect the IPCA to end next
year at 4.9%.

Graph 3: IPCA Underlying Services
% per annum (seasonally-adjusted and annualized)

Source: IBGE, Bradesco.
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As such, the level of inflation requires interest rates to remain high for a longer period of time. The
Central Bank has signaled at least one more interest rate hike, leading us to expect a 50 basis-point
increase in the Selic rate at the next Copom meeting. Consequently, our Selic projection for the end of
2022 has risen from 13.25% to 13.75% p.a. This level is higher than any estimate for the neutral rate, which
should act to slow the domestic economy. As the disinflation process should be slow, we expect Central
Bank to only begin reducing interest rates in the second half of 2023. By the end of next year, the basic
interest rate should be around 11.75%.
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We believe the external scenario will be marked by greater uncertainty in the coming months,
reflecting doubts regarding inflation, growth and the conduct of monetary policy in the developed
economies. Pricing assets in such an environment promises to be quite challenging and the volatility of
international markets will continue to be a determining factor for Brazilian assets.

In the United States, the Federal Reserve accelerated its pace and raised the Fed Funds rate by
75bps, despite having signaled a smaller step of 50bps in the previous weeks. The last time the Fed raised
interest rates by 75bps was in 1994. The reasons that apparently led to this faster monetary tightening
were the surprises from inflation and evidence that medium-term inflation expectations were beginning to
detach from the inflation target.

At the press conference after the FOMC meeting, however, Fed chair Jerome Powell’s discourse was
milder than the market expected. While the worsening of the balance of risks for inflation justified
anticipating the return of interest rates to neutral, 75bp hikes should continue to be exceptional. It should
be sufficient to bring interest rates to 3.0% or 3.5% by the end of the year and the tightening of financial
conditions associated with this prospect is important to contain inflation. Additional increases will be
conditioned to the evolution of the data and the balance of risks. After reaching the neutral level, the
monetary authority’s strategy of raising interest rates to restrictive levels should continue to be conducted
with caution. In short, this has been the Fed’s message since its last decision.

Graph 4: CPI, Core CPI and the Fed Funds Rate (%)

Source: BLS, Federal Reserve and Bradesco

The Fed also recognizes that the likelihood of a soft landing has significantly decreased and that
despite not signaling a recession, the risks have increased. In our opinion, this message given in
Powell’s testimony to the US Congress makes it clear that the Fed is willing to tolerate a recession as part
of the process of controlling inflation. Reducing pressure on the exceptionally tight labor market at the
moment is a necessary condition to bring inflation back to target.

Risk of recession in the US increases uncertainty and could contribute to more 
volatility
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The monetary tightening is likely to lead the US economy to suffer two or more consecutive
quarters of contraction. When this will occur, however, is still uncertain. In our base scenario we work
with the assumption that a recession will take a few quarters to materialize. The post-pandemic reopening
process is not yet complete and simple inertia should keep the US economy growing for some time, despite
the monetary tightening. It is true that there was a contraction of GDP in the first quarter of 2022, but that
was essentially due to the negative contribution of net exports, government consumption and formation of
inventories. On the other hand, private domestic demand (investment in fixed assets and household
consumption) made a positive contribution of 250bps in the quarter, which suggests a still-solid economy.
Expectations of a recession are already beginning to appear more clearly in the confidence surveys, both
for consumers and businesses.

Table 2: USA – Contributions to GDP Growth
Quarterly, annualized and seasonally-adjusted, in percentage points

Source: BEA and Bradesco

In addition, as we have argued on other occasions, we believe the worsening of financial conditions
– and, in particular, the slump in the stock markets – will have an important impact on household
consumption decisions due to the wealth effect, whose power should have increased to the extent that
American families have accumulated more and more assets in the stock market in recent years.

We have therefore adjusted our projection for the growth of the US economy in 2022 to 2.2%. The
median projection of the FOMC members, published at the June meeting, was revised down to 1.7% from
2.8% previously. However for this scenario to materialize, GDP will have to remain stable until the end of
the year – a scenario we believe to be excessively pessimistic. For 2023, we maintain our US economic
growth forecast unchanged at 1.5% (compared to 1.7% for the Fed). As for monetary policy, we expect
another 75bp increase, with the Fed Funds rate reaching 3.25% at the end of this year. We also maintain our
terminal rate expectation of 4%.

In particular, we believe it is premature to conclude that the prospect of a recession will be enough
to lead the Fed to reduce the intensity of its monetary tightening. More importantly, we believe that
while the confidence indicators will tend to corroborate expectations of imminent recession and more
caution due to the monetary tightening, the economic activity data will remain firm for some time. This
combination could further increase the volatility of the markets, with possible frustrations over the
deceleration of the economy leading to a reevaluation of the upward interest rate cycle.

7

1Q20 2Q20 3Q20 4Q20 1Q21 2Q21 3Q21 4Q21 1Q22

GDP (SAAR) - % -5.1 -31.2 33.8 4.5 6.3 6.7 2.3 6.9 -1.6

Household Consumption -4.8 -24.1 25.5 2.3 7.4 7.9 1.4 1.8 1.2

Private Investment in Fixed Assets -0.4 -5.6 4.9 2.9 2.3 0.6 -0.2 0.5 1.3

Government 0.6 1.0 -0.2 -0.1 0.8 -0.4 0.2 -0.5 -0.5

Net Exports -0.1 1.5 -3.3 -1.7 -1.6 -0.2 -1.3 -0.2 -3.2

Inventories -0.5 -4.0 6.8 1.1 -2.6 -1.3 2.2 5.3 -0.4

Contribution (in p.p.)
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The Chinese economy, in turn, has entered a recovery phase after efforts to control the occurrence
of Covid-19 cases. Still operating under the guidelines of its Zero Covid policy, the Chinese government
has been allowing various activities to resume as the number of cases approach zero. We understand that
the coming months will be more favorable due to the effect of the reopening and stimuli announced over
the last few months. Considering the results for April and May, which reflect the effects of the lockdown
and reopening, we note that the loss of activity registered during the lockdown period has not yet been
fully compensated. Part of this stems from the fact that even in May, much of the Chinese economy was at
a standstill, especially in Shanghai. Furthermore, with still-strict controls on mobility, including between
provinces, it will be difficult to re-establish normality. Finally, the recovery has been concentrated on the
supply side, with an improvement in industry and exports, while the results for retail and services remain
weak.

The worst seems to have passed, but uncertainties remain high on various fronts: control of the
pandemic, internal political transition, effectiveness of stimuli and the global geopolitical
environment. In relation to the Zero Covid policy, we believe the government will not abandon it, as has
been the official signaling. This is because there are still concerns regarding the level of vaccinations, the
increase in deaths and an insufficient health structure to care for patients. Notwithstanding, it seems to us
that new lockdowns will not be adopted again. At the same time, the government has been signaling
pragmatism and a certain tone of urgency in relation to the recovery of the economy. The objective at this
point is to stop the deceleration and regain confidence in order to generate growth. To this end the
government has been employing various stimuli, which can be divided into 3 groups: (1) those that
compensate for losses arising from the lockdowns, such as delaying tax payments and providing
unemployment benefits; (2) those that aimed at stimulating the economy, especially through
infrastructure-focused fiscal policies; and (3) those that provide relief from the tightenings imposed since
late 2020, particularly for the real-estate sector.

In the Euro Area, the challenges are growing. Inflation remains high and pressured, especially by energy
prices. In June, the consumer price index reached 8.6%. The question of energy supply has worsened to the
extent that Russia has limited natural gas deliveries in recent weeks. Insecurities related to the war in
Ukraine, high inflation and the effects of the deceleration of the Chinese economy have had a negative
impact on business and household confidence. At the same time, industry has been losing steam due to
still-present bottlenecks and weaker Chinese demand. As a result, expectations are that the region’s GDP
will decelerate in the second quarter.

Graph 5: Consumer Price Index and basic interest rate, Eurozone
Interannual variation

Source: Bloomberg
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Given this scenario, the European Central Bank (ECB) has signaled that it will begin an upward cycle
of interest rate in July, with a 25bp hike followed by another adjustment in September, probably
50bps. At the same time, concerns about the effect of rising interest rates on the debts of peripheral
countries have increased, with a significant opening of spreads, especially in Italy. Given this context, the
ECB has suggested that at the same time that it will raise interest rates to control inflation, it will use its
asset purchase programs to support the peripheries should there be signs of fragmentation.

For the short term, expectations that the ECB will act sooner than previously thought have given
some support to the euro. The scenario in which a recession could materialize more quickly in the US
could also support the region’s currency, as it could reinforce sentiment about a more moderate Fed.
Nevertheless, in general we believe the environment is still favorable for the dollar in relation to other
currencies.

The prospect of a tightening of monetary policy and economic deceleration in the developed
countries could contribute to easing the pressure on commodity prices. Nevertheless, prices affected
by supply-side constraints such as oil and some agricultural products are likely to remain under pressure.

In Latin America, the persistence of inflationary pressures has made it difficult for central banks in
the region to end their upward interest rate cycles. The monetary tightening currently being
implemented by developed economies, especially the US, has also been a relevant vector for this
movement, including the tendency of the dollar to strengthen against local currencies (a relevant
inflationary vector). Countries in the region have also shown resilient economic activity, driven by private
consumption and accompanied by a recovery of their labor markets, despite the more advanced stage of
their monetary tightening cycles. As a result, the interruption of interest rate hikes is expected to occur at
a higher level than what was estimated a few months ago, at the same time that the margin for eventual
interest rate cuts has narrowed. Increasingly restrictive monetary policies coupled with the possible
deceleration of global GDP suggest that the region’s economic growth should lose traction in 2023.

9
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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 1.5 0.3

  Agriculture (%) 14.2 1.3 0.4 3.8 -0.2 2.3 1.9

  Industry (%) -0.5 0.7 -0.7 -3.4 4.5 -0.6 0.1

  Services (%) 0.8 2.1 1.5 -4.3 4.7 2.2 0.4

  Private consumption (%) 2.0 2.4 2.6 -5.4 3.6 2.1 0.3

  Government consumption (%) -0.7 0.8 -0.5 -4.5 2.0 1.1 -0.8

  Investment (%) -2.6 5.2 4.0 -0.5 17.2 -0.6 -0.8

  Exports of goods and services (%) 4.9 4.1 -2.6 -1.8 5.8 2.2 -1.9

  Imports of goods and services (%) 6.7 7.7 1.3 -9.8 12.4 -1.0 0.3

GDP (R$ billion - current prices) 6,585 7,004 7,389 7,468 8,679 9,773 10,803

GDP (US$ billion) 2,063 1,916 1,873 1,449 1,609 1,949 2,155

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 9,074 9,976

Industrial Production - IBGE (%) 2.5 1.0 -1.1 -4.5 3.9 0.1 2.0

Unemployment Rate - IBGE (%) 12.7 12.4 12.0 13.8 13.2 10.2 11.1

Brazil Payrolls - CAGED (million) -0.1 0.4 0.6 0.2 2.9 1.6 0.6

Retail Sales - (%) 2.0 2.3 1.8 1.2 1.4 0.2 1.3

CPI - IPCA - IBGE (%) 2.9 3.7 4.3 4.5 10.1 9.0 4.1

WPI - IGP-M - FGV (%) -0.5 7.5 7.3 23.1 17.8 12.8 5.1

Nominal Interest Rates  - Selic target (end of period - %) 7.0 6.5 4.5 2.0 9.3 13.3 10.5

Nominal Interest Rates - Selic target (12-month - %) 10.0 6.4 5.9 2.8 4.4 12.2 12.2

Real Interest Rates - Selic (12-month - %) 6.8 2.6 1.6 -1.7 -5.1 2.9 7.8

EXTERNAL ACCOUNTS AND FX

Trade Balance (US$ billion) 57.3 43.4 26.5 32.4 36.2 70.3 66.9

  Exports (US$ billion) 218 239.5 225.8 210.7 283.8 329.5 315.1

  Imports (US$ billion) 161 196.1 199.3 178.3 247.6 259.3 248.1

Trade flow (exports + imports) (% of GDP) 18.35 22.7 22.7 26.8 33.0 30.2 26.1

Current Account Deficit (US$ billions) -22.03 -51.5 -65.0 -24.5 -28.1 -9.7 -25.4

Current Account Deficit (% of GDP) -1.07 -2.7 -3.5 -1.7 -1.7 -0.6 -1.4

Foreign Direct Investment (US$ billions) 68.89 78.2 69.2 37.8 53.3 68.6 67.3

FX  - end of period  (R$ / US$) 3.308 3.874 4.030 5.196 5.651 5.000 5.000

FX - yearly average (R$ / US$) 3.192 3.655 3.944 5.153 5.394 5.015 5.013

International Reserves (US$ billion) 381.97 387.0 356.9 355.6 362.0 368.5 375.2

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) -110.58 -108.3 -61.9 -703.0 64.7 39.8 -14.8

Primary Surplus (% of GDP) -1.68 -1.5 -0.8 -9.4 0.7 0.4 -0.1

Gross Public Debt (domestic and external) (% of GDP) 73.72 75.3 74.4 88.6 80.3 79.5 82.1

Net Public Debt (domestic and external) (% of GDP) 51.37 52.8 54.7 62.5 57.2 57.6 62.7

CREDIT

Total Credit growth (% YoY) -0.40 5.1 6.5 15.6 16.3 10.2 7.5
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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 2.9 -3.0 6.1 3.2 3.2

Developed markets 2.4 2.3 1.8 -4.5 5.2 2.7 1.8

  United States 2.3 2.9 2.3 -3.4 5.7 2.8 1.5

  Euro Area 2.3 1.8 1.6 -6.5 5.2 2.5 1.7

  United Kingdom 1.7 1.7 1.7 -9.3 7.1 3.0 1.5

  Japan 1.7 0.6 -0.2 -4.5 1.9 2.0 1.2

Emerging markets 4.8 4.6 3.7 -2.0 7.0 3.6 4.2

  China 6.9 6.8 6.0 2.2 8.1 3.7 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 -2.0 -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 84.1 102.7 153.0 233.5

Brazil

  GDP (%) 1.3 1.8 1.2 -3.9 4.6 1.5 0.3

  CPI (%) 2.9 3.7 4.3 4.5 10.1 9.0 4.1

  Interest rate (%) 7.00 6.50 4.50 2.00 9.25 13.25 10.50

  BRL/US$ (end of period) 3.31 3.87 4.03 5.20 5.65 5.00 5.00

Chile

  GDP (%) 1.2 4.0 0.8 -6.1 12.0 1.7 0.5

  CPI (%) 2.3 2.6 3.0 3.0 7.2 9.0 3.6

  Interest rate (%) 2.50 2.75 1.75 0.50 4.00 9.50 7.00

  CLP/US$ (end of period) 615 694 752 712 852 843 800

Colombia

  GDP (%) 1.4 2.6 3.2 -7.0 10.6 4.5 3.6

  CPI (%) 4.1 3.2 3.8 1.6 5.6 8.6 4.5

  Interest rate (%) 4.75 4.25 4.25 1.75 3.00 8.00 6.00

  COP/US$ (end of period) 2,987 3,250 3,277 3,430 4,065 3,975 3,801

Mexico

  GDP (%) 2.1 2.2 -0.2 -8.2 4.8 2.2 2.3

  CPI (%) 6.8 4.8 2.8 3.2 7.4 7.1 4.0

  Interest rate (%) 7.25 8.25 7.25 4.25 5.50 9.00 8.50

  MXN/US$ (end of period) 19.66 19.65 18.93 19.91 20.53 20.50 20.48

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 7.0 3.2

  Interest rate (%) 3.25 2.75 2.25 0.25 2.50 7.00 5.00

  PEN/US$ (end of period) 3.24 3.37 3.31 3.62 4.00 3.84 3.81
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