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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.



Economic
Activity

Cooling Down 



Brazilian economic activity has shown further signs of weakening in recent weeks. 

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. 

We cut our forecast for 2021 GDP growth to 4.4% from 4.5%.



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. 



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



Inflation
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). 

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.



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.



Can Covid be inflationary?

The scenario for inflation in 2022 is already risky due to the elections in Brazil and the
uncertainty about the rebalancing of global production chains.
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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).

Even so, the Central Government ran a primary deficit of 1.1% of GDP in the 12 months up to November.



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

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).



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.



External Sector
Robust trade balance 
should ensure stability 
to Brazil’s external 
accounts



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

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. 



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

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.



Monetary Policy

The challenge 
remains, but there are 
reasons for inflation to 
fall



The scenario remains challenging for monetary policy. 

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.
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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, projections and estimates constitute the judgment of 

the author as of the date of transmission and these, plus any other information contained herein, are subject to change without prior notice. The Company does not support or oppose any political parties, political campaigns, candidates,or public officials. Furthermore, XP 

Investimentos is not permitted to give corporate funds, property or other resources to political parties or candidates and will not reimburse any shareholders, directors, officers, employees, and licensors for such contributions or expenditures. XP Investimentos and its affiliates, 

parents, shareholders, directors, officers, employees, and licensors will not be liable (individually, jointly, or severally) to you or any other person as a result of your access, reception, or use of the information contained in this communication. 

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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