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Economic outlook

As long as inflation does not subside, the pressure will be for higher global 
interest rates

Persistence of inflation will demand higher average interest rates

o GDP for the first quarter confirmed signs of a heating of economic activity at the beginning
of the year. As such, we have kept our 2022 GDP forecast at 1.5%. For 2023, however, higher
average interest rates made us reduce our growth forecast from 0.5% to 0.3%.

o The performance of the economy has facilitated the propagation of inflation shocks. The
heating of the domestic economy sanctions pass-throughs of costs to the final consumer,
crystallizing shocks that were initially localized. In this sense, successive surprises from core
inflation led us to raise our forecast for IPCA inflation in 2022, from 7.5% to 9.0%.

o The persistence of inflation and surprises from activity will require greater monetary
tightening on the part of the Central Bank. In our assessment, the Central Bank will elect to
keep the Selic rate at a high level for an extended period, raising the average interest rate and not
the terminal rate. As a result, we have kept our forecast for the Selic rate this year at 13.25%,
although withdrew part of the previously-projected cuts and revised interest rates from 9.0% to
10.5%. Notwithstanding, even counting on some help from external prices, this year’s inflationary
inertia led us to calibrate the IPCA for next year from 3.9% to 4.1%.
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o The upward surprises from global inflation have not subsided and – for now – inflation
estimates for most countries continue to rise. The fact is that there is no disinflation without
an adjustment in growth, even considering some relief from supply-side pressures. And this
essentially occurs by increasing interest rates, although less expansionary fiscal policies and a
reduction in quantitative monetary stimuli also play a role in this adjustment process.

o The tightening of financial conditions as a whole, especially the slump in the equities
markets, will also contribute to an adjustment in demand, favoring the alleviation of
inflation. The difficulty of the scenario at this moment is to calibrate the intensity and speed of
these interest rate movements and the convergence of inflation to pre-pandemic levels,
especially when projecting the trajectory of monetary policy in the developed countries, which
are further behind in this tightening cycle.

o Given the scenario of more persistent inflation over the past few weeks and the signaling
from central banks that they still have major challenges ahead, the debates have focused on
the outlook for growth, which will have to be adjusted.

o We made one more calibration to our scenario, mainly incorporating a more modest
performance of the Chinese economy in 2022. As a result, today we project 3.2% growth for
world GDP in 2022 and next year.
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Resilience of economic activity makes the Central Bank’s disinflation task more challenging. The
reopening of the economy has resulted in stronger activity figures since the beginning of the year,
especially for commerce and services. As a consequence, heated consumption has sanctioned domestic
price adjustments, making initially localized price shocks more persistent. It is also true that monetary
policy operates with lags and that the monetary tightening promoted since last year should result in a
deceleration of the economy from the second half of the year. However, even though the monetary
tightening cycle is nearing an end, the combination of stronger activity and more persistent inflation will
require the monetary authority to postpone the beginning of interest rate cuts.

Table 1: Comparison between the May and June scenarios

Source: Bradesco

GDP for the first quarter confirmed signs of a heating of economic activity at the beginning of the
year. On the demand side, household consumption was the main highlight, supported by the heated labor
market. As for the supply side, services drove the result up. Just taking into account the statistical
carryover from GDP performance in the first quarter to 2022 – that is, keeping activity stable in the coming
quarters – we would have an expansion of 1.5% for the year. Considering the current data, we maintain our
growth projection for the 2nd quarter, although the monetary tightening and global deceleration should
result in a loss of traction in the economy during the second half of the year. As such, we maintain our
growth forecast of 1.5% for this year, although the bias remains slightly upward. For next year, however,
higher average interest rates led us to reduce our growth forecast from 0.5% to 0.3%.

The behavior of the labor market has been strong and will contribute to GDP growth this quarter.
Employment has been surprising and growing more than the pace suggested by GDP. The unemployment
rate reached 10.5% in April, with the creation of 3.6 million jobs since January. When seasonally-adjusted,
the unemployment rate fell to 9.3%, the biggest monthly drop in the rate since the beginning of the series
in 2012. As a result, we revised down our forecast for the unemployment rate in 2022 from 10.8% to 10.2%.

Persistence of inflation will demand higher average interest rates

May-22 Jun-22 May-22 Jun-22

GDP (% p.a.) 1.5 1.5 0.5 0.3

IPCA (% p.a.) 7.3 9.0 3.9 4.1

Selic Rate (% p.a. end of period) 13.25 13.25 9.00 10.50

Exchange Rate (BRL/US$ end of period) 5.1 5.0 5.1 5.0

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

Global GDP (% p.a.) 3.4 3.2 3.2 3.2

2022 2023
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Graph 1: Contributions to GDP growth in the first quarter
In percentage points

Source: IBGE, Bradesco

The performance of the economy has facilitated the propagation of inflation shocks. The entire
world has been facing successive price shocks, making it difficult for central banks to bring inflation back
to their targets. Despite the debates surrounding the deceleration of the global economy, particularly in
the United States and China, there are still no expectations of a substantive reversal of commodity prices –
either for geopolitical reasons (related to the war in Ukraine) or other supply problems. At the same time,
the heating of the domestic economy sanctions pass-throughs of costs to the final consumer, crystallizing
shocks that were initially localized. Proof of this is the persistence of pressures on services and core
inflation. On the other hand, wages remain at a lower level than during the pre-pandemic period, despite
the favorable signals coming from the labor market. As such, for the time being we do not see wages as
the original source of the inflationary pressures. In this sense, we believe the peak for 12-month
accumulated inflation has already passed. Notwithstanding, the successive surprises from core inflation led
us to raise our IPCA forecast for the end of the year from 7.5% to 9.0%.

Graph 2: Real Income
Average, all workers, constant R$

Source: IBGE, Bradesco
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At the same time, measures under discussion in Congress have the potential to significantly reduce
inflation this year. PLP 18, which limits value-added tax (ICMS) rates on energy, fuel, telecommunications
and public transportation, would bring our projection back to 7.8%. Additionally, the government
announced its intention to send to Congress a constitutional amendment (PEC) that would zero federal
taxes on gasoline and ethanol, in addition to creating extraordinary credit to offset the tax losses of states
that zero ICMS rates on diesel and cooking gas. The fiscal cost of this PEC would be close to R$40 billion,
with R$25 billion in expenses outside the spending ceiling. The impact on inflation is also relevant, close to
100bps, assuming that all states will zero their ICMS on diesel and cooking gas. In principle, the PEC would
only be in effect until the end of this year, so the inflation relief would be recomposed in early 2023,
bringing a lot of volatility to these projections.

Attempts to contain the inflationary effects resulting from the increase in oil and fuel prices have
been observed in various countries. Nevertheless, the process of passing a PEC is slow and brings risks.
Without considering the full fiscal impact of these measures, we project a consolidated public sector
primary surplus of R$40 billion for this year. In fact, tax collections have been benefiting from the more
pressured inflation and heating of economic activity, which in a context of preserving the spending ceiling,
even if modified, has caused upward revisions to the public accounts. However, should all these announced
measures be approved, the consolidated primary result could be a deficit of as much as R$45 billion,
assuming there are no new surprises from tax collections. In this case the IPCA could drop to 6.8%, with an
increase of 100bps next year. Our projection for the exchange rate would also likely be adjusted to reflect
the increased fiscal risk. As such, it will be necessary to wait for the text of the PEC and its approval to be
able to calibrate the projections in this scenario.

While the Real tends to favor inflation, external vectors and fiscal risks still suggest caution for
the end of this year. Monetary normalization in the US and other developed countries should reduce the
interest rate differential in favor of Brazil. At the same time, the deceleration and successive lockdowns in
China tend to weigh against the Real. For the short term, however, commodities prices continue to climb
and the increase in interest rates already priced in by the North American market has been enough to
tighten financial conditions, which reduces the pressure on an appreciation of the dollar. In addition, at the
margin, the easing of health restrictions and stimuli announced by the Chinese government diminish the
outlook of a very intense deceleration of the country’s economy. Thus, while the balance of risks continues
to point to a continued appreciation over the short term, we maintain a cautious view for the end of the
year and have revised our projection from R$5.10 to R$/US$ 5.00, also conditional on the fiscal
developments.

The persistence of inflation and surprises from activity will require greater monetary tightening on
the part of the Central Bank. In fact, when we apply the interest rate cuts implicit in the yield curves or in
the Focus Bulletin to our inflation models, the projections for next year remain above the target. At the
same time, raising interest rates even further would intensify the deceleration already contracted for the
economy in the second half of the year and throughout 2023. In our assessment, therefore, the Central
Bank will elect to keep the Selic rate at a high level for an extended period, raising the average interest
rate and not the terminal rate. As a result, we have kept our forecast for the Selic rate this year at 13.25%,
although withdrew part of the previously-projected cuts and revised interest rates from 9.0% to 10.5%.
Notwithstanding, even counting on some help from external prices, this year’s inflationary inertia led us to
calibrate the IPCA for next year from 3.9% to 4.1%.
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The upward surprises from world inflation have not subsided and – for now – inflation forecasts in
most countries continue to rise. The fact is that there is no disinflation without an adjustment in growth,
even considering some relief from supply-side pressures. And this essentially occurs by increasing interest
rates, although less expansionary fiscal policies and a reduction in quantitative monetary stimuli also play a
role in this adjustment process. The tightening of financial conditions as a whole, especially the slump in
the equities markets, will also contribute to an adjustment in demand, favoring the alleviation of inflation.
The difficulty of the scenario at this moment is to calibrate the intensity and speed of these interest rate
movements and the convergence of inflation to pre-pandemic levels, especially when projecting the
trajectory of monetary policy in the developed countries, which are further behind in this tightening cycle.

Given the scenario of more persistent inflation over the past few weeks and the signaling from
central banks that they still have major challenges ahead, the debates have focused on the outlook
for growth. It is important to say, however, that part of this concern has been due to frustrations with the
current data, especially in the US and China. Added to this are the uncertainties coming from China, faced
with the lockdowns and noise in terms of the conduct of economic policy, not to mention a tougher
reaction from the Fed, which have increased the probability of a recession ahead. Even so, it is worth noting
in the graph below that – for the time being – the adjustments to expectations for world GDP are mainly
focused on this year’s results. In this sense, we also made another calibration to our scenario, mainly
incorporating a more modest performance of the Chinese economy in 2022. As a result, today we project
3.2% growth for world GDP in 2022 and next year.

Graph 3: Growth projections for world GDP growth

Source: Bloomberg

As long as inflation does not subside, the pressure will be for higher global 
interest rates
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The deceleration of the Chinese economy is a given. We have revised our GDP growth expectation
for 2022 from 4.5% to 3.7%. Part of this revision is due to the weak results in April and May, which
suggest an expansion of approximately 2% (annualized) due to the very restrictive measures taken to
contain the pandemic because of the country’s “Zero Covid” policy. Going forward, however, we assume
growth closer to 4.5% and two dynamics will be essential for our recovery scenario to materialize. The first
is that the cases of Covid remain contained and there is some flexibility in controlling the pandemic, with
progress on vaccinations (especially of the elderly) and high frequency mass tests. In addition, we need to
assume that the stimuli will take effect once the economy reopens. In fact, various stimuli have been
announced over the last few months and some of the more restrictive measures, such as those in the real-
estate sector, have been relaxed.

With the consolidation of the reopening, we believe that industrial production and investments in
infrastructure will experience a faster and stronger recovery in the coming months. Nevertheless,
we need to observe an improvement in the indicators for the real-estate sector and consumption and
exports need to be sustained. According to the premises of our scenario, until the Communist Party
Congress – which should take place between October and November, with the confirmation of the
country’s political leadership – the incentives will be mainly for the recovery of confidence and the
economy.

In the United States, in turn, the Federal Reserve continues to make an effort to coordinate the
market’s expectations. The Fed continues to express discomfort with the high level of inflation and
excessively tight labor market, although emphasizes that inflation expectations remain well anchored over
the medium term and that the monetary authority’s communication has been successful in generating a
tightening of financial conditions. However, in terms of signaling for monetary policy over the next few
months, the Fed has declared that it will be data-dependent and that, by accelerating the pace of interest
rate hikes to 50bps at the May meeting, it will be in a good position to evaluate the effects of monetary
policy and the size of any additional adjustment needed at the end of the year.

With this signaling, the possibility of 75bp increases has been practically discarded by the market,
which has begun to price an increasing probability of just two more 50bp hikes or even a pause in the
upward cycle already in 2022. Our assessment is that this scenario is overly optimistic and that, in its effort
to coordinate expectations, the Fed will try to guide the yield curve to price a slightly higher trajectory
through tougher statements from its directors. The statement by Christopher Waller (Fed board member)
that various 50bps hikes will perhaps be necessary may have been a step in that direction.

In any event, in its official communications the Fed seems to indicate a reduction in the pace of
interest rate hikes further ahead. This is consistent with our scenario that there will be three more 50bp
increases, bringing the Fed Funds rate to 2.25% in September, and that thereafter the Fed will continue to
raise interest rates in 25bp increments until the convergence of inflation back to the target is ensured. We
believe the Fed Funds rate will reach 4% in 2023. Nevertheless, it is important to bear in mind that the
materialization of this scenario is conditioned on the evolution of data, expectations and asset prices.
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After the Fed’s adjustment in tone, the novelty has been the reaction of the European Central Bank.
Inflation in the region continues to accelerate and, even if driven by energy, the core measures have been
accelerating as well. We should therefore pay attention to the need to anchor inflation expectations, given
the approximation of a relevant part of wage readjustments in the region, which are concentrated in the
second half of the year. Added to this, the rapid depreciation of the Euro since the last ECB decision led to
a response from the monetary authority, with President Christine Lagarde signaling that interest rates will
return to positive territory this year. While the most recent indicators point to some deceleration of the
economy in the second quarter and there is concern about the fiscal situations of some peripheral
countries, we believe interest rates in the region will rise soon to contain inflation and preserve
consumption. In fact, we expect the upward rate hike cycle to begin in July, with a 50bp hike.

Graph 4: Consumer Price Index, US and Eurozone
Interannual variation

Source: Bloomberg

In Latin America, inflationary pressure remains persistent and there is some resilience in economic
activity, despite cycles of monetary tightening. In the cases of Chile and Colombia, the first quarter
GDP results and high-frequency activity data have revealed successive upward surprises, demonstrating
the resilience of private consumption. Moreover, short- and medium-term inflation has yet to show signs of
easing, which has put pressure on central banks to extend or intensify their monetary tightening cycles.
The political scenario also demands attention: Colombia will face the second round of elections in June
while Chile is going through a process of constitutional reform, with the new proposal already finalized by
the Constituent Assembly and to be voted on by the population in a plebiscite scheduled for September.
The situation is similar in Peru, where upward surprises from inflation and activity have also put pressure on
the country’s central bank. In Mexico, the first quarter GDP results and performance of the labor market
have also shown significant traction. The inflation scenario has also been challenging: the underlying
inflation components remain under pressure and above their historical averages. Banxico is expected to
accelerate the pace of monetary tightening at its next meeting, scheduled for June.

7

8.2%

8.1%

-1.0%

0.0%

1.0%

2.0%

3.0%

4.0%

5.0%

6.0%

7.0%

8.0%

9.0%

15 16 17 18 19 20 21 22

EUA Eurozone



Macroeconomic Research Department

International Scenario

Looking ahead, we understand that monitoring the behavior of commodities prices will continue to
be relevant. With no significant reduction expected in the coming months, inflation will continue under
pressure, increasing the challenge for central banks. A counterpoint could be a likely correction in the
prices of goods with the improvement in logistics and production chains, although this process should be
gradual, especially considering the continuing tensions in Ukraine. Without any easing of inflation, in our
view two outcomes should be on the radar: the terminal point for interest rates could be higher than what
is priced today in the United States (which would result in further downward revisions to 2023 GDP) and
interest rates will remain high for a longer time – especially in emerging countries, which are already close
to the end of their respective cycles.

Graph 5: World consumer price index and oil prices
Interannual variation and US$/barrel

Source: Bloomberg
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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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