
Highlights

• Tight monetary policy and fiscal uncertainties will weigh on

economic activity. We keep our zero GDP-growth forecast

for 2022. For 2023, we expect a moderate recovery of 1.2%;

• We expect inflation to decline to 5.2% in 2022, still above the

target range. For 2023, we see IPCA at target (3.25%), in

response to Central Bank's action and the likely fall in global

inflation;

• Fiscal balance are expected to deteriorate this year due to

both higher expenditures and weaker tax revenue.

Discussions on the fiscal framework will be key during the

presidential campaign;

• We continue to see the BRL at around 5.70 reais per dollar,

until there’s more clarity on the fiscal regime beyond 2022;

• We expect the Selic rate to reach 11.50% in 2022 Q1.

Economic slowdown and global disinflation could open

room for some monetary easing by the end of the year.

New year, same risks
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XP Forecasts
2018 2019 2020 2021 (F) 2022 (F) 2023 (F)

GDP growth (%) 1.8 1.2 -3.9 4.4 0.0 1.2
Unemployment rate (% s.a., end of period) 12.1 11.5 14.7 11.8 12.2 11.3
IPCA (CPI, 12m, %) 3.8 4.3 4.5 10.0 5.2 3.25
SELIC rate (% p.y., end of period) 6.50 4.50 2.00 9.25 11.00 7.50
FX (USDBRL, end of period) 3.87 4.03 5.20 5.58 5.70 5.30
Primary fiscal balance (% GDP) -1.6 -0.9 -9.5 0.4 -1.0 -0.7
Gross debt (% GDP) 75.3 74.3 88.8 80.2 84.6 87.1
Trade Balance (USD Bn) 46.6 35.2 50.4 61.0 64.0 41.8
Exports (USD Bn) 231.9 221.1 209.2 280.4 299.1 293.1
Imports (USD Bn) 185.3 185.9 158.8 219.4 235.1 251.3
Current Account (USD Bn) -51.5 -65.0 -25.9 -26.1 -14.7 -40.4
Current Account (% GDP) -2.7 -3.5 -1.7 -1.6 -0.9 -2.3
FDI (USD Bn) 78.2 69.2 44.7 53.0 60.0 65.0
FDI (% GDP) 4.1 3.7 2.9 3.3 3.6 3.8
Source: IBGE, BCB, Bloomberg, XP.



For nearly two years, the focus of global economic policy has been to fight the effects of Covid-19.

In 2022 we are changing gears. Covid looks less of a risk for economic activity, despite Omicron fast spread.

Problems like supply chain bottlenecks and rising inflation seem dominant now.

The main change is on monetary policy stance, with central banks turning more hawkish and raising interest

rates. This means global demand losing steam and aggregate supply gradually recovering. The final GDP

figure should remain strong – the IMF projects a 4.9% growth in global GDP in 2022. But the composition will

be more benign for inflation.

This scenario should help the Brazilian Central Bank, complementing the substantial monetary adjustment

already in place domestically. We see the central bank rising the Selic rate to 11.50% in March and then

entering a wait-and-see mode. Weakening economic activity and better hydrological outlook (which is

important for electricity prices) reinforce this scenario.

But for that to be confirmed, the country needs to address its fiscal fragilities. Debt-to-GDP ratio is elevated

comparing to other emerging markets (above 80%), and Central Government has been running deficits since

2013.

In the short run, there will be pressure for populist spending, focusing on this year’s presidential election. For

the medium term, markets will focus on the fiscal proposals from presidential candidates.

Without clear signaling towards public-debt sustainability, it is unlikely that the risk premiums on Brazilian

assets will reduce significantly.

In this monthly report, the first for 2022, we also present our complete scenario of projections for 2023. The

basic assumption is that there will not be any substantial changes to economic policy guidelines in the next

presidential term, at least in the short term.
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Global Backdrop: Rates on the rise 
 

The ongoing US economic recovery continued to accelerate in the last 

quarter of the year. Online sales increased a whopping 61% compared 

to 2019. The Atlanta Fed Nowcast is now delivering that Q421 growth 

is likely to print a very respectable 7.64% SAAR. As we argued last 

month, our expectation remains that economic growth will print an 

above potential 3.8% in 2022, a performance that will likely help 

bringing the unemployment rate down to 4% (from current 4.6%).  

 

The hawkish December FOMC minutes force us to change our view on 

the initiation of liftoff process from June to March, and in the number 

of 2022 rate hikes to 3 from our prior forecast of 2. In addition, it seems 

clear now that the Fed will decide in favor of announcing the initiation 

of the balance sheet retrenchment process at some point during the 

third quarter of the year. Despite the hawkish twist, we are NOT 

changing our long-standing call that markets will be surprised by the 

pace of disinflation (i.e., faster than expectations), but it is clear to us 

that the median inside the committee has become increasingly 

concerned with the secondary effects on price stability of higher wages 

and faster and more persistent increases in the cost of more structural 

factors such as shelter. 

 

We are also adjusted out year-end 2022 US 10-year forecast from our 

current 1.7% to 1.8%. We are not changing our call of the neutral rate 

(somewhere around 1.75% and 2%, and not at 2.5%). 

 

Regarding China, we continue to expect the economy to expand at 5.5-

6% in 2022, after 9% in 2021. We believe in additional material levels of 

fiscal and monetary stimulus, and that the Chinese authorities will 

revert the zero-covid policy mantra at some point this year, as the virus 

becomes less virulent and people start to demand increasing normality 

to travel. On the construction/housing front, we remain convinced that 

if push comes to shove, the authorities will take a pragmatic route, in 

order to keep the Evergrande debacle from delivering a blow to 

confidence and, hence, political stability.  

 

For commodities, our baseline scenario implies prices will remain 

relatively stable or marginally down in 2022, as global monetary policy 

gets tighter. On Covid, we strongly believe that the rollout of the Pfizer 

and Merck treatment pills, ones that promise to keep people away from 

hospitals even if they catch the virus (the Covid version of the Tamiflu 

that counters H1N1) will prove to be the final solution to the ongoing 

Covid crisis. 

 

As argued in our last report, we acknowledge that the appearance of 

the “Omicron” variant has increased the risk to our 2022 growth 

forecasts, but we continue to believe that under virtually all 

circumstances, western world governments will refrain from 

reintroducing draconian lockdown measures, not least because the 

evidence on the effectiveness of such measures remains sketchy, at 

best.  
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Brazil: New year, same risks 

Economic Activity – Cooling Down    

Brazilian economic activity has shown further signs of weakening in 

recent weeks. The latest data on industrial production, retail sales and 

service sector revenues fell short of expectations. 

Supply chain constraints, high inflation and falling household income 

are the main reasons behind these disappointing performances, in our 

view. Some sectors still benefit from economic reopening and 

increased social interaction, particularly services provided to families, 

but the recovery of such activities has started to slow down.  

We estimate that GDP inched down in Q421, marking the third quarterly 

drop in a row. Accordingly, we cut our forecast for 2021 GDP growth to 

4.4% from 4.5%. GDP shrank 0.1% QoQ in Q421 (0.8% YoY) as per our 

updated forecasts. If this estimate proves accurate, the statistical 

carry-over for 2022 GDP growth will be -0.2pp, far below what we 

calculated a few months ago (+0.7pp).  

In turn, we maintain the expectation of a flat GDP in 2022.  

For the coming months, we expect GDP to deliver positive results in 

1Q22. In our opinion, the (i) sharp increase in agricultural output, (ii) 

more intense recovery of the employed population, (iii) still positive 

effects from the normalization of service segments and (iv) some 

industrial inventory replenishment amid the easing of input shortages 

should provide support for overall activity in the short term.  

Additionally, we do not expect severe mobility restrictions stemming 

from the spread of the Omicron variant, although we recognize it as an 

important risk to be monitored.  

Nonetheless, GDP is expected to return to a downward trajectory from 

Q2 onwards. Contractionary monetary policy, political and fiscal 

uncertainty, falling business and consumer confidence, and slower 

global economic growth point to a weak performance of the Brazilian 

economy this year.  

Credit market remains robust, but the sharp rise in interest rates and 

subsequent increase of household interest burden will likely worsen its 

performance throughout 2022. Meanwhile, we expect almost no 

growth in real household disposable income throughout the year. The 

effects of the employment recovery and expansion of government 

cash-transfers (with the recently implemented Auxílio Brasil program) 

will be offset, to a large extent, by the end of pandemic-related 

emergency payments and real wages at historically low levels.  

We anticipate a moderate recovery in 2023, with total GDP growing 

1.2%. The expectation of inflation convergence to the target path and 

easing of monetary policy from the end of 2022 support the prospects 

of gradual rebound of economic activity next year.  

Furthermore, our baseline scenario considers a fiscal consolidation 

agenda (long-term sustainability of the public debt) to play a major role 

in the coming administration’s economic policy. 
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Inflation should fall in 2022. But 

convergence to the target only in 2023 

IPCA inflation ended 2021 close to 10% (final number comes out on 

Jan 11). The result is much higher than the central bank's target and 

economists’ forecasts at the beginning of the year (3,5%).  

Several supply shocks and extraordinary demand stimulus made it 

difficult to project inflation this year. As a response, the Central Bank 

has been raising interest rates since March, aiming to anchor inflation 

expectations.  

For 2022, we project IPCA inflation to decline to 5.2%. It is a relevant 

disinflation, particularly for an economy with high degree of indexation. 

What are the main drivers behind this forecast?  

For food at home we forecast 4% increase, which is compatible with a 

slight decline in agricultural commodity prices, stable exchange rate 

and improved weather conditions. This number could have been lower 

if it was not for the high costs of fertilizers and other supply issues. 

For industrialized goods, weaker final demand, the gradual 

normalization of global supply chains and lower electricity prices 

should help to avoid further significant consumer price increases. We 

believe that these prices will continue to rise, but at a slower pace: 

4.8%. 

Administered prices should register a significant disinflation in 2022 to 

5.1%, from 17.2% in 2021. We project electricity bills to fall 5% this year. 

If the level of water reservoirs continues to recover at the current pace, 

the drop could be even greater. Gasoline inflation should also be much 

lower this year, as current prices already reflect high oil prices and a 

very weak exchange rate. Inflation for other public tariffs, in turn, are 

expected to remain high as most contracts are linked to past inflation.  

Finally, we project services inflation to increase to 6% from 4.7% in 

2021. Despite the more restrictive monetary policy, activity 

deceleration and lower disposable income, the heaviest readjustments 

from the beginning of this year will be carried over by the end of 2022. 

For 2023, we project IPCA inflation at 3.25%. Tight monetary policy 

domestically and a (probable) more balanced global economy should 

bring IPCA back to target in 2023. Relatively stable exchange rates and 

commodity prices are important ingredients for this forecast. 
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Fiscal – Discussion on the fiscal framework 

during elections will be key 

Fiscal results remained positive in the final months of 2021. Net 

revenues increased by 12.8% in real terms, boosted by the good 

performance in managed revenues, which grew 21.3% (yoy).  

Primary expenses dropped 24.1% year-on-year. This performance is 

explained by the significant reduction in extraordinary credits (-74%), 

due to lower expenses with emergency aid and with the employment 

and income maintenance program (BEm).  

Even so, the Central Government ran a primary deficit of 1.1% of GDP 

in the 12 months up to November. We expect a negative result in 

December, as this month traditionally concentrates payments of 

discretionary expenses committed in previous months, but lower than 

the previous year. Thus, we expect 2021 to end with a deficit of 0.8% 

of GDP.  

Regional governments reached a R$ 110.5 billion primary surplus year-

to-date. As highlighted in last monthly report, a large part of this result 

is explained by the substantial increase in ICMS collection, in particular 

on fuels, wholesale trade and electricity, and by the fact that 

governments were constrained from using these extra resources to 

increase current spending, such as civil servants' salaries (as 

introduced by complementary law nº 173/2020).  

Taking November’s figures into account, we raised our General 

Government primary balance forecast for 2021 to 0.4% from 0.3% of 

GDP.  

We expect fiscal results to deteriorate in 2022. The economic 

slowdown should moderate tax revenue growth. Spending, in turn, 

should grow around 1% of GDP, following the change in the spending 

cap. 

Thus, we project a primary deficit of 1.2% of GDP for the Central 

Government this year (from 0.8% in 2021).  

We also expect a substantial increase in expenditures in states, as a 

result of the electoral cycle. 22 out of 27 states have already 

announced an increase in public servants’ wages and expenses with 

public works should accelerate. Therefore, we estimate that the 

surplus of regional governments will fall to 0.2% of GDP.  

For 2023, we expect a slight improvement of the primary deficit due to 

economic recovery. We see central government at -0.9%.  

Debt-to-GDP ratio will resume growing. Higher interest burden should 

drive debt upwards again, reaching 87.1% in 2023 (from 80,2% 

expected for 2021).  

For the medium term, the discussion about a new fiscal anchor will be 

key. Markets will keep a close eye to fiscal framework debate during 

2022 presidential campaign. In our view, it is key that the new 

framework manages to coordinate the operational rules (primary 

balance and expenditure cap) with the debt path. Furthermore, we 

understand that the cap has important features, such as its non-

cyclical behavior (not dependent of the economic cycle), the automatic 

adjustment triggers and well-defined escape clauses. Therefore, it is 
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important that any new rules incorporate these characteristics (for 

details on this discussion, see our YEAR AHEAD publication).  

 

External Sector – Robust trade balance 

should ensure stability to Brazil’s external 

accounts 

Brazil’s external accounts continue to be a source of macroeconomic 

stability.  

In 2021, total trade balance amounted to USD 60.1 billion, reflecting 

record exports and solid imports. The 2022 scenario will not be 

substantially different, in our view. Commodity prices should remain 

favorable for exports, while import value should stand at high levels. 

Regarding the latter, we note our projection for oil prices, which we see 

higher this year compared to last year.  

As a result, we expect trade balance to reach USD 64.0 billion in 2022. 

For 2023, we project a reduction to USD 41.8 billion, in the wake of 

some exchange rate appreciation and a gradual recovery of domestic 

demand.  

As for the current account, we project a deficit of USD 14.7 billion in 

2022 (-0.9% of GDP). For 2023, the decline in the trade balance should 

meet a reversal of the services account to the historical average. This 

should lead to a deficit of USD 40.4 billion in the current account (-2.3% 

of GDP) - still below pre-pandemic levels.  

 

Finally, we forecast FDI (Foreign Direct Investment) at USD 60 billion 

this year and USD 65 billion next year. Both enough to easily finance 

the respective annual deficits in current transactions. 

Exchange rate: electoral and fiscal risks weigh on BRL in 2022 

The BRL has moved far from the structural elements of Brazil’s 

external accounts throughout the pandemic – a movement also seen 

in other emerging market peers, to a larger or lesser degree.  

The main reason behind this so perceived disconnection from 

structural drivers can be traced back to the worsening in fiscal risk 

perception. In such a context, not even the substantial rise in the Selic 

rate was enough to reverse the dynamics.  

https://researchxp1.s3.sa-east-1.amazonaws.com/Year+Ahead+-+Final+2021_2.pdf?j=1001938&sfmc_sub=156873885&l=1416_HTML&u=15552486&mid=518001419&jb=3
https://researchxp1.s3.sa-east-1.amazonaws.com/Year+Ahead+-+Final+2021_2.pdf?j=1001938&sfmc_sub=156873885&l=1416_HTML&u=15552486&mid=518001419&jb=3
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We understand this uncertainty will remain the main driver for the BRL 

throughout 2022, especially given the coming electoral process. 

Therefore, we maintained our projection of R$ 5.70 per US dollar for 

this year end.  

For next year, considering a context of reduced macroeconomic 

uncertainty, there would be some room for real exchange rate 

appreciation. The latter would be led partially by some nominal 

appreciation, and partly by inflation (which should remain higher in 

Brazil as compared to its trade partners).  

We expect the exchange rate at R$ 5.30 per US dollar in 2023. Even 

with this marginal appreciation, the real exchange rate should remain 

at historically depreciated levels.  

 

Monetary Policy – the challenge remains, 

but there are reasons for inflation to fall 

The scenario remains challenging for monetary policy. Core IPCA 

measures have been hovering around 10%, while central bank target 

for headline inflation for 2022 is 3.5%. 

It means that monetary policy should remain tight – i.e, interest rates 

well above neutral - throughout the year. As a reference, we estimate 

nominal neutral interest rates at around 7.5% (using the inflation target 

as a parameter).  

There are drivers, however, that lead us to believe in a relevant 

disinflation throughout 2022: 

1. Global inflationary pressures are expected to reduce significantly 

with a less expansionary monetary policy in the world;  

2. Lagged effects of higher interest rates domestically. We estimate an 

average lag of 9 months between interest rate hikes and the full effect 

on inflation. 

3. More stable exchange rate (pass-through from FX changes is a key 

determining factor for inflation in Brazil).  

4. Weaker-than-expected economic activity. Domestic demand is 

losing steam even before the effects of tighter monetary policy kick in. 

Two more hikes, and a pause. We see the central bank rising the Selic 

rate to 11.50% (150-bps in February and 75-bps in March), before 

entering in a wait-and-see mode.  

If we are right in our disinflation scenario, the IPCA will already be 

running close to the trajectory of the target in Q422 (in annualized 

terms). This will open room for the monetary authority to start easing 

monetary conditions in December.  

We believe the central bank will reduce the Selic rate by 0.5pp in 

December this year, to 11.00%. It will then continue to gradually reduce 

the policy rate to 7.50% by the second half of 2023. 
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XP Forecasts
2018 2019 2020 2021 (F) 2022 (F) 2023 (F)

GDP growth (%) 1.8 1.2 -3.9 4.4 0.0 1.2
Unemployment rate (% s.a., end of period) 12.1 11.5 14.7 11.8 12.2 11.3
IPCA (CPI, 12m, %) 3.8 4.3 4.5 10.0 5.2 3.25
SELIC rate (% p.y., end of period) 6.50 4.50 2.00 9.25 11.00 7.50
FX (USDBRL, end of period) 3.87 4.03 5.20 5.58 5.70 5.30
Primary fiscal balance (% GDP) -1.6 -0.9 -9.5 0.4 -1.0 -0.7
Gross debt (% GDP) 75.3 74.3 88.8 80.2 84.6 87.1
Trade Balance (USD Bn) 46.6 35.2 50.4 61.0 64.0 41.8
Exports (USD Bn) 231.9 221.1 209.2 280.4 299.1 293.1
Imports (USD Bn) 185.3 185.9 158.8 219.4 235.1 251.3
Current Account (USD Bn) -51.5 -65.0 -25.9 -26.1 -14.7 -40.4
Current Account (% GDP) -2.7 -3.5 -1.7 -1.6 -0.9 -2.3
FDI (USD Bn) 78.2 69.2 44.7 53.0 60.0 65.0
FDI (% GDP) 4.1 3.7 2.9 3.3 3.6 3.8
Source: IBGE, BCB, Bloomberg, XP.
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