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• The external environment remains positive for emerging markets, with strong
economic rebound, rising commodity prices and historically low interest rates.

• The Brazilian economy has shown resilience amid the worsening of the
pandemic and the reduction of the emergency aid. Considering the new round
stimulus programs and the progress of vaccination, we increased our forecast
for GDP growth this year from 3.2% to 4.1%, and from 1.8% to 2.0% in 2022.

• Stronger growth and higher commodities prices add pressure to inflation,
despite the recent exchange-rate appreciation. We raised our IPCA forecast
from 4.9% to 5.4% in 2021. For 2022, we maintain 3.5%, on the back of a timely
monetary policy response.

• We now forecast a faster and more intense increase in interest rates, with the
Selic rate reaching 5.5% in September (from 5.0% in October). For 2022, we
maintain the forecast of 6.5%.

• Fundamentals suggest the BRL may continue to appreciate in the short term.
For 2021 year-end we keep the forecast of 5.3 reais per dollar, due to likely
higher political and fiscal uncertainties.
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Brazil Macro Monthly:
Stronger Growth, Higher Inflation



The past month has seen Brazilian assets go through a decompression of risk
premiums. The main risks that worried markets in the first quarter eased in April. Long-
term interest rates in the US are hovering around 1.6%, reverting the upward trend. In
Brazil, the spending cap was (again) under strong pressure during the budget crisis but
was ultimately preserved.

Moreover, a solid economic recovery remains on track. China and the US maintained
the strong pace of the beginning of the year, while Europe is showing signs of a re-
acceleration, following the second wave of Covid-19. In Brazil, even with the worsening
of the pandemic, the first quarter was better than expected. Mass immunization
continues to progress, albeit with some uncertainties.

The recent strengthening in commodity prices has also benefited Brazil. Since early
April, some of our main export goods, such as soybeans and iron ore, have risen by
around 30%. Taken from mid last year, the price boom reaches more than 80%.
We revised our projection for Brazilian GDP growth this year from 3.2% to 4.1%. In a
scenario of stronger growth in Brazil and globally, the projected currency appreciation
won’t be enough to offset the resulting increase in inflationary pressure. Thus, we
revised our IPCA projection from 4.9% to 5.4% for 2021.

We see now a quicker normalization of monetary policy. We raised our Selic forecast to
5.5% (5.0% before), in line with recent signaling from the Central Bank. In 2022, the
normalization tends to continue, with the Selic rate reaching 6.50%.

Economic challenges, however, persist. The “acute” fiscal risk was reduced with the
budget agreement. However, the “chronic” fiscal risk remains, marked by elevated
public debt and severe fiscal rigidity. Such challenging framework doesn’t change
overnight. Therefore, we still maintain our projection for the exchange rate at 5.3 reais
per dollar at the end of this year.
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Foreword – Risk decompression and stronger growth



The external environment remains quite positive for emerging markets, with strong
economic rebound, rising commodity prices and historically low interest rates.

In the US, April’s unemployment figures came well below expectations, registering net
creation of 266k new jobs. Nonetheless, we think that the underperformance was a
function of technical issues (seasonal adjustments) and, perhaps, some negative
spillover effects from lingering higher than normal unemployment benefits. We
continue to expect the US economy to create some 6.3 million new jobs in 2021. If our
forecast proves accurate, a total of 148.86 million people will be working in the US, still
6.9 million below where it should be, had the pandemic not taken place.

Equally important was the country’s 1Q21 GDP results, which showed the economy
expanded at a sequential annualized seasonally adjusted rate of 6.4%. For 2021, our
models are now showing that the US economy is set to expand 5.7% y/y. Our models
are currently delivering that the US economy will probably reach back potential output
levels at some point during the second half of 2023.

We continue to forecast the 10Y US Treasury Yields at 1.5% at the end of 2021.

In the Eurozone, the vaccination rollout has gathered pace significantly in recent weeks
and economic surveys have strengthened, signaling an improved economic
performance. Most European countries are starting to ease restrictions. We continue to
expect GDP to grow north of 5% this year. In our view, these developments will lead to
tighter spreads between US Treasury and German Bund yields, and a stronger currency.
We reiterate our forecast of the EUR ending 2021 trading at 1.25 to the USD.

Finally, China delivered the highest GDP growth print in recent history, registering 18.3%
expansion y/y in the first quarter of 2021. The comparison base helped, but even
though the number impresses. We forecast at least 9% GDP growth in 2021, and some
deceleration to 6% in 2022. We believe that China’s frantic pace of growth will help
keeping commodity prices elevated for years to come.
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GLOBAL BACKGROUND

(even) Better conditions for Emerging Markets

BRAZIL
Economic Activity: We expect GDP growth at 4.1% in 2021

V-shaped recovery?

Recent economic activity data surprised to the upside, showing considerable resilience
amid the worsening of the pandemic earlier this year. Industrial production remained
virtually flat in 1Q21, despite input shortage in some important manufacturing sectors
(such as the automotive industry). Retail sales declined in the period, but by (much) less
than expected.
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The impact of the end of fiscal stimulus (“fiscal cliff”) seems to have been mitigated by
the expansion in household savings over the past year. Another important sign came
from the strong pace of formal job creation in 1Q21 (monthly average of around 250k
vacancies), even with a mild deceleration registered in March.

We estimate that total GDP grew 0.3% QoQ in 1Q21 (official figures will be released on
June 1st).

The performance of economic activity in 2Q21 remains uncertain, due to the still
present pandemic scenario. However, as in March, April’s coincident indicators
released so far point to a less negative outlook than previously anticipated. To illustrate,
business and consumer confidence have recovered about half of the sharp decline
seen in March.

We believe that economic sentiment will continue to recover in coming months, in line
with the further loosening of social distancing measures on the back of the progress in
vaccination.

A new round of government stimulus should also contribute to economic recovery.
Namely: i) government cash transfers to vulnerable people (emergency aid) – already
in place; ii) the early payment of social security benefits; and iii) the resumption of the
BEm program (job protection) and Pronampe program (subsidized credit for SMEs).

On the supply side, inventory replenishing and strong global growth should provide
tailwinds for the manufacturing production, following the poor results seen in March
and April.

For now, we forecast a 0.4% QoQ drop for 2Q21 GDP (from 1% QoQ). The probability
of a more favorable performance, close to zero, is not negligible.
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Increased mobility in recent weeks
Mobility Indexes - 14-day moving average. 

Source: Google and Waze. By: XP. 
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Parks (Google)
Waze (Overall Index)
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Rising commodity prices point to expansion in Brazil's GDP
%YoY. Source: IBGE and Reuters. By: XP.

Commodity Prices - CRB Index (LHS axis) GDP (RHS axis)

Correlation coefficient: 0.67

V for Vaccine

Vaccination is key for the recovery to continue. 

We expect vaccination to accelerate further (and faster) from May onwards. We
estimate 80 million doses applied in May and June, vis-à-vis 72 million between
January and April.

If our expectation for the immunization proves accurate, the process of gradual
economic reopening should move forward. This scenario will allow a consistent
recovery in the service sector - especially in services provided to families – throughout
the second half of the year, driving total GDP to expand by around 1% QoQ in 3Q and 4Q
(on average).

Considering the above, we are raising our projection for 2021 GDP growth, from 3.2% to 
4.1%.

What comes next? 

If our estimates for the quarterly GDP dynamics prove correct, the statistical carryover
effect for 2022 GDP growth will be 1.0%. As a result, we are also lifting our forecast for
GDP growth next year, from 1.8% to 2.0%.

The outlook of more moderate growth in 2022 accounts for the lagged effects of tighter
monetary policy, combined with still high unemployment levels (we expect the jobless
rate to reach 13.4% at the end of 2021 and 11.8% at the end of 2022) and greater risk
perception given increased political uncertainty expected for an election year.
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Inflation: We revised our 2021 IPCA forecast from 4.9% to 5.4%

The additional rise in commodity prices (especially foodstuff) and the resilience of
domestic demand led us to raise our IPCA forecast for this year to 5.4% - the upper limit of
the target range. The 12-month IPCA is expected to reach 8.2% in July, due to base
effects.

GDP Breakdown (annual change - %) 2020 2021 (F) 2022 (F)
Agriculture and Livestock 2.0 1.8 2.3

Industry -3.5 5.0 1.9

Services -4.5 3.8 2.1

Total GDP -4.1 4.1 2.0
Household Consumption -5.5 3.9 2.1

Government Consumption -4.7 2.7 1.2

Gross Fixed Capital Formation -0.8 5.3 2.4

Exports -1.8 5.5 3.0

Imports (-) -10.0 7.2 2.6
Source: IBGE. Forecasts by: XP.

Previous Current

IPCA 4.9 5.4
Food and beverages 5.1 6.7
  Food at home 5.1 6.9
  Food away from home 5.2 6.3
Housing 4.2 4.0
Articles of residence 4.8 4.6
Clothing 4.9 5.6
Transports 8.1 9.3
Health and personal care 6.3 5.4
Personal expenses 2.0 2.0
Education 2.8 2.8
Communication -0.4 -0.4
Regulated Prices 8.0 7.8
Market-set prices 3.9 4.6
Non-durable goods 5.2 6.8
Semi-durable goods 4.9 5.4
Durable goods 3.6 3.9
Services 3.0 3.2
Industrials 4.6 5.1
By: XP

IPCA Forecast 2021
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Agricultural commodity prices have risen sharply in recent weeks, with no signs of
accommodation in the horizon. The increase was driven mostly by tighter supply and
demand balance, and to wheatear uncertainties in the US and Brazil. Higher prices for
grains, a key input for livestock feed, add pressure on animal protein prices too. Finally,
expected low rainfall by mid-year should also affect various crops.

Considering the above, we revised our forecast for “food at home” to 7% for this year
(versus 5.1% before).

Another source of pressure comes from industrialized goods. Normalization in the
supply chain, mainly for industry, have been slower than expected. The stronger
recovery in activity (previous section) should allow a partial pass-through of the
additional cost pressure to consumer prices. Thus, we raised our projections for
industrial goods to 5.1% (before 4.6%) and services for 3.2% (before 3.0%).

The IPCA forecast for the end of the year would be even greater if it were not for the
item “health plans”. We altered our readjustment forecast to zero for the period
2021/2022 (5% previously) following information from the sector.

Going forward, an upside risk for our inflation scenario is the electricity tariff. The
drought period has proved to be intense, driving reservoirs to a critical situation. If it
does not improve in the second semester, it could add 0.25 to 0, 50 pp. to 2021 headline
IPCA.
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For 2022, our IPCA inflation forecast remains at 3.5%, the Central Bank’s target. We
expect a more intense monetary policy adjustment this year (see section below) to
offset the effects of rising short-term inflation.

Acute short-term risk weaken, chronic risk remain

Public accounts saw relative relief in March. Monthly results surprised to the upside
once again, with general government’s primary result registering a R$ 5.0 billion surplus.

The twelve-month deficit fell to 8.79% of GDP (from 9.23% in February). Tax revenue
remained robust in March, still on the back of strong economic output in February and
boosted by higher inflation and currency depreciation. Government spending, in turn,
registered another month of falling non-mandatory expenditure (-30% y / y), given the
restrictions in place from the year’s budget having not been approved.

By mid-April, government and Congress reached an agreement on the 2021 Budget -
highlighted as one of the main short-term risks in our previous monthly report. Although
the final budgetary allocation is far from ideal, we understand that keeping the spending
ceiling relatively unharmed helped driving risk perception below the “acute” level seen
last month.

Nonetheless, the “chronic” fiscal risk remains, marked by elevated (and increasing)
public debt levels and severe fiscal rigidity. Such challenging fiscal framework doesn’t
change overnight. Hence, we expect risk perception to remain influenced by these
movements, and therefore elevated, for long.

We expect some additional volatility during budget execution

The alternative found to the 2021 budget was a partial Presidential veto to the legislative
piece approved by Congress, restoring what was missing from mandatory spending
through an additional legislation.

The politically and legally feasible agreement, however, drove discretionary spending to
historically low levels (table below). As a result, we should expect political pressure to
build up as we move forward with budget implementation (starting with the discussion
of vetoes in Congress). In addition, the agreement also included the removal of Covid-19
related expenses from both the spending ceiling and this year’s fiscal target, which
should reach approximately R$ 120 billion by year end [1].

As mentioned above, the combination of higher inflation and better than expected
economic activity should bring some relief to public accounts this year. Despite the
likely political pressure for increasing spending now that the budget has been finally
approved, the fact that this was finalized so late in the day may bring implementation
challenges for some government departments.

Fiscal: Short term surplus and budget approval bring relief to
acute risk perception

https://conteudos.xpi.com.br/economia/brasil-macro-mensal-riscos-ruidos-e-a-aproximacao-do-cenario-adverso/
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External Sector: Commodity prices lead to record trade balance

The Brazilian trade balance stood at US$ 10.35 billion in April, bringing the annualized
seasonally adjusted balance to astonishing US$ 114 billion, the highest level in the
historical series. Imports were relatively stable against March (seasonally adjusted
series), while exports increased significantly, 22.2% m/m, reflecting both price and
quantum.

On the back of better April results, higher commodity prices and the methodological
changes conducted by the National Foreign Trade Secretary (Secex), we are revising our
trade balance forecast to US$ 87 billion in 2021(from US$ 74 bi) and to US$ 71 billion in
2022 (from US$ 64 billion).

The fall expected for 2022 results from a partial return of the price increase and the
domestic recovery.

For the current account, we expect a surplus of 1.5% of GDP in 2021, benefited by
stronger exports and the effect of the pandemic on travel lines, transports, rents and
others. The effect of currency depreciation also has a dampening effect on remittances
of profits. For 2022, we expect a deficit of 0.6% of GDP (see complete Balance of
Payment forecasts in the table below).

Better short-term forecasts

Based on the context described above, we improved our fiscal projections for this year.
We now expect gross debt (DBGG) to reach 87.20% of GDP (from 88.7%), resulting
from a primary deficit of 3.2% of GDP (from 3.4% before).

For 2022, nominal GDP should continue to benefit fiscal ratios. On the other hand,
higher interest rates should increasingly weight on the debt burden. We expect gross
debt/GDP at 90% next year, given 2% of GDP projected for primary deficit.
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Exchange Rate: the BRL is (finally) appreciating

In April, the real appreciated 3.5% against the dollar and ended the month at R$ 5.44,
outperforming its emerging peers. The end of the budget crisis (as detailed in the
section above) opened room for the currency to move according to structural drivers.

Brazil’s terms of trade, measured by Citi, increased 28% in the month, driven by the
commodities rally. The 5-year Brazilian CDS fell from 225 to 192 points, while the DXY
index, which measures the strength of the dollar against a basket of currencies, fell
2.1%. The normalization of domestic monetary policy also played a role.

Overtime, domestic political noise and fiscal uncertainty may increase again. Thus, we
maintain our forecast that the exchange rate should end the year at R$ 5.30. But we
understand that, in the short term, the real may get stronger than that. For 2022, we
forecast the BRL at R$ 5.10 per dollar.

Monetary Policy: pace of normalization adjusts to the scenario

The economy is normalizing faster than expected. Aggregate demand proved to be
resilient to the end of the emergency aid and to the restrictive measures adopted with
the second wave of the pandemic. Going forward, a new round of programs to support
the economy enters.

Current Account (USD Bn) -65.0 -24.1 22.0 -10.4
Current Account (%GDP) -3.5 -1.7 1.5 -0.6
  Trade Balance (USD Bn)* 35.2 50.4 87.0 71.0
    Exports (USD Bn) 221.1 209.2 271.5 270.6
    Imports (USD Bn) 185.9 158.8 184.5 199.6
  Travel Abroad -11.6 -2.3 -3.1 -11.5
  Transport services -5.9 -2.5 -6.0 -7.4
  Equipment rental -14.6 -11.7 -10.7 -12.7
  Salaries 0.2 0.1 0.2 0.2
  Interest -25.5 -21.1 -21.0 -22.0
  Earnings -31.9 -17.2 -15.0 -15.6
  Secondary Income 1.2 2.4 1.2 1.6
  Other -3.0 -3.3 -10.5 -14.0
FDI (USD Bn) 69.2 34.2 45.0 60.0
Exchange Rate (BRL/USD, EoP) 4.0 5.2 5.3 5.1
*Secex Criterium

External Sector 2019 2020 2021 (e) 2022 (e)
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Notes

[1] Figure doesn’t include spending not accounted in the spending ceiling as per constitutional requirement, with
which the total above ceiling expenditure reaches R$ 157.4 billion (in our calculation).

In this scenario, a faster normalization of monetary policy makes sense. Copom has
already signaled an additional 75-bps hike in June. And we now think that, at the August
meeting - with the IPCA at 8.2% YoY - this pace will continue.

Throughout the second half of the year, with a stronger currency and higher Selic rate,
inflation should start to ease. In this scenario, we believe the Copom will implement a
final 50-bps hike to the Selic rate in September, reaching 5.5%. And adopt a “wait-and-
see” mode after that.

Our models suggest that this trajectory is consistent with inflation at the target in 2022.

As the economy progresses towards normalization next year, the Copom may resume
the tightening cycle, driving the Selic to a neutral level of 6.5%.
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Disclaimer

This material was prepared by XP Investimentos CCTVM S.A. (“XP Investimentos” or “Company”) and should not be

considered as a research material for the purposes of article 1° of CVM Instruction 598/2018. All opinions,
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Past performance is no guarantee of future results. Therefore, nothing in this report constitutes a representation

that any investment strategy or recommendation contained herein is suitable or appropriate to a recipient’s

individual circumstances or otherwise constitutes a personal recommendation. This report is published solely for

information purposes, it does not constitute an advertisement and is not to be construed as a solicitation or an

offer to buy or sell any securities or related financial instruments. This material (including any attachments) is

confidential, may contain proprietary or privileged information and is intended for the named recipient(s) only.
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