
Highlights

• The signaling of a faster monetary tightening in the US

brought volatility to financial markets, but the additional rise

in commodity prices is favorable to emerging markets.

• Recent positive surprises do not change our view of the

weakening domestic economy. We maintain the forecasts of

a flattish GDP in 2022 and moderate growth of 1.2% in 2023.

• Inflation is more pressured than expected in the short term,

but the IPCA projection for 2022 remains at 5.2%. For 2023,

we project 3.25% inflation.

• We expect a deficit of 0.6% of GDP this year for the public

sector. Assessing risks of better collection performance and

draft bills that reduce revenue, we conclude that debt should

continue to rise

• The recent appreciation of the BRL should be viewed with

caution. For now, we keep our forecast of 5.7 reais per dollar

in 2022 and 5.3 (year end) in 2023 due to the still elevated

fiscal and political risks.

• The Copom signaled a slower pace of rate hikes ahead, as

expected. Still, we raised our terminal Selic rate slightly to

11.75% (11.50% before), due to renewed inflation pressure

coming from commodities.
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XP Forecasts
2018 2019 2020 2021 (F) 2022 (F) 2023 (F)

GDP growth (%) 1.8 1.2 -3.9 4.5 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 10.1 5.2 3.3
SELIC rate (% p.y., end of period) 6.50 4.50 2.00 9.3 11.25 7.50
FX (USDBRL, end of period) 3.87 4.03 5.20 5.6 5.7 5.3
Primary fiscal balance (% GDP) -1.6 -0.9 -9.5 0.8 -1.0 -0.7
Gross debt (% GDP) 75.3 74.3 88.8 80.3 84.6 87.1
Trade Balance (USD Bn) 46.6 35.2 50.4 61.4 64.0 41.8
Exports (USD Bn) 231.9 221.1 209.2 280.8 299.1 293.1
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 -28.1 -14.7 -40.4
Current Account (% GDP) -2.7 -3.5 -1.7 -1.7 -0.9 -2.3
FDI (USD Bn) 78.2 69.2 44.7 46.4 60.0 65.0
FDI (% GDP) 4.1 3.7 2.9 2.9 3.6 3.8
Source: IBGE, BCB, Bloomberg, XP.



The monetary adjustment in the US will be faster than initially expected. The Fed is signaling three to four rate

hikes this year but does not rule out doing more or at a faster pace if needed.

Global stock markets fell in response to tighter monetary policy signaling, but commodity prices kept on the

rise. It means that, for now, global inflation pressures continue. It may just be a matter of time, due

idiosyncratic issues on commodities such as the crisis in Ukraine and the dry weather in southern Brazil.

But it could well be a sign that the monetary adjustment required to tame global inflationary pressures is

much stronger than what is priced in. This would be a negative outcome for emerging markets.

In Brazil, the challenge continues to be reducing inflationary pressures and restoring fiscal credibility. We must

be careful with measures that try to address the former and end up worsening the latter, such as cutting taxes

on fuel and energy.

We remain confident that inflation will decline throughout the year, due to tighter monetary policy in Brazil and

worldwide. The recent appreciation of the exchange rate can also help, but we have doubts whether it will be

sustainable, given the electoral risk ahead.

We kept most of our forecasts unchanged from the January report. We forecast zero GDP growth and

inflation decelerating to 5.2%. The only fine-tuning in on the terminal Selic rate forecast, that we changed after

the latest Copom meeting to 11.75% from 11.50%.
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Global Backdrop: US monetary 

tightening and favorable conditions for 

LatAm economies 

The Fed signals monetary policy tightening to stabilize high inflation. 
Official communication has become more hawkish as FOMC 
members showed concern with the persistence of inflation, now 
reaching 7%. Nevertheless, we believe that ¾ of inflation is of transitory 
nature. On activity, strong Q4 GDP growth gave some space for 
monetary tightening. The expansion was driven mainly by strong 
investment growth of 32%. We expect the US economy to grow by 3.8% 
in 2022.  

Three hikes in 2022, four in 2023. We are now expecting liftoff to take 
place in March (was June) and the Fed to hike rates by 25 bps three 
times this year and four times next year, finishing 2023 at 2%. We also 
expect the Fed to begin the balance sheet rundown process in July, at 
100 billion per month until reducing the size of the balances sheet to 
$7 trillion. We continue to have a more dovish view compared to 
market consensus and believe the Fed will find neutrality at 2%. 

In China, the PBoC has announced a series of monetary policy easing 
measures to bring economic growth above 5%.  Economic growth has 
been below historical standards and inflation remains at moderate 
1.5%. The PBoC has become more vocal on the need to support the 
property market in order to offset some of the economic shocks from 
the Evergrande debacle. We expect the PBoC to continue easing 
monetary policy until growth returns to the above-5% territory. 

Lingering high commodity prices are likely to favor LatAm 
economies. We expect 2022 to be another positive year for metal 
prices (up +/- 30% in 2021) due to strong global demand for raw 
materials and the urgency to boost clean energy investments. On oil, 
we expect WTI prices to end the year at $80, with risks tilted to the 
downside. Oil production in the US is expected to increase in 2022 
while global economic growth normalizes, bringing down pressure on 
oil prices. The all-spot commodities CRB index has continued to trade 
at all-time records and is expected to remain high. For LatAm 
countries, high commodity prices are likely to keep regional terms of 
trade strong for years to come, allowing growth to outperform market 
expectations.  

Regarding foreign exchange, 2022 is expected to be a good year for 
LatAm currencies. In January, exchange rates have appreciated across 
LatAm economies and remain undervalued according to 
fundamentals. Moreover, LatAm equities are currently undervalued 
and remain 54% cheaper relative to US equities. We believe that the 
combination of cheap currency, low equity valuation and rising interest 
rates is likely to bring an inflow of capital into the region, pushing 
exchange rates up. Fundamentals also point to the Euro and the CNY 
appreciating against the overvalued USD in 2022 (to 1.20 and 6.30, 
respectively). 
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Brazil: Facing global adjustment 

Economic Activity – Separating signal from 

noise 

Activity indicators surprised to the upside over the last month. Latest 

industrial production, retail sales, and service revenues releases halted 

a streak of negative results in the monthly comparison. For example, 

the sharp increase of the manufacturing sector in December (nearly 

3%) - driven mainly by surging vehicle production - came after six 

consecutive months of contraction. Consequently, our estimate for 

Q421 GDP growth improved from a slight decline of 0.2% QoQ - as 

published in our previous macro monthly report - to a slight increase of 

0.2% QoQ (from 0.7% to 1.2% in YoY terms). If our updated estimate 

proves accurate, the statistical carry-over effect implied to 2022 GDP 

growth would be zero. The official Q421 GDP results will be published 

on March 4th.  

Brazil’s GDP should expand in Q122. As for now, we anticipate that 

total GDP will advance 0.6% QoQ this quarter (0.7% YoY). The (i) 

normalization of service segments stemming from increased mobility, 

despite some downward effect from the spread of Covid-19 Omicron 

variant, (ii) job recovery in both formal and informal categories, and (iii) 

expansion in public investments – mainly by state governments, which 

registered massive primary surplus last year – explain most of the GDP 

gain expected for Q122. Although agricultural and livestock GDP is 

likely to grow in the current quarter, we highlight that some grain crop 

failures, particularly in the southern region of Brazil, have been causing 

significant downward revisions in the forecasts for the primary sector 

performance in the full-year 2022. For instance, we changed our 

projection to 3% from 4.2%. 

Nonetheless, the coming quarters should be marked by the shrinkage 

of GDP. Historically low levels of real income, falling business and 

consumer confidence and, above all, the effects of the tightening 

monetary policy on private consumption and investments (illustrated 

by the continued slowdown in credit concessions) point to weaker 

economic activity from Q222 onward. The good performance of 

exports due to external demand and international commodity prices at 

favorable levels should partially offset the aforementioned factors.  

All-in, we maintain our expectation that Brazil’s GDP will stay flat in 

2022 (0%) after the tumble of 3.9% in 2020 and an increase of 4.5% in 

2021.  

 

Lastly, we continue to see GDP recovering moderately in 2023 (1.2% 

growth). Our baseline scenario for the domestic activity next year 

reflects the inflation convergence to the target path and the 
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subsequent easing of monetary policy from this year-end, coupled with 

the maintenance of the fiscal framework aiming at the long-term public 

debt sustainability.  

Inflation – No relief so far 

Our IPCA inflation forecast remains the same since our last monthly 

report, at 5.2% for 2022 and 3.25% for 2023.  

Short-term pressures have increased… The mid-month IPCA-15 

indicated that inflation pressures has spread throughout the economy 

in January. Core measures continue to run above 7%. And cost-push 

inflation should increase with the recent additional rise in commodity 

prices (only partially offset by the stronger BRL).  

…Still, year on year inflation will decline throughout the year. The fall will 

be driven by lower electricity fees (we project 6% deflation) and more 

stable food and gasoline prices - which will continue to rise, but at a 

lower rate. These three items alone accounted for 57% of 2021 

inflation.  

We also expect some moderation in industrialized-goods inflation, but 

we are less confident about this. We believe in some normalization in 

global supply chains this year, but we admit the degree of uncertainty 

is high on that front. 

Services inflation, on its turn, will still rise. This sector, which showed 

1.73% inflation in 2020 and 4.72% in 2021, will still be pressured by 

rising labor costs and the normalization of the economy. We project 

5.6% in 2022, contributing 1.9 pp to the total inflation forecast (5.2%). 

For 2023, we keep our IPCA forecast at the target (3.25%), since the 

Central Bank has time to adjust monetary policy in order to reach its 

goal.  

Fiscal – Risks persist. Debt should rise even 

in a favorable tax-revenue scenario 

2021 recorded the first primary surplus since 2013... The recent data 

showed +R$ 64.7 billion (0.7% of GDP). In the breakdown, the central 

government ended the year with a deficit of R$35.8 billion (0.4% of 

GDP) and the regional governments with a strong surplus of R$97.7 

billion (1.1% of GDP).  

...but in 2022 it should return to negative territory. The stagnation of 

economic activity and the (likely) disinflation of commodities 

throughout the year will result in a weaker tax collection for both 

national and subnational governments. Expenditures, in its turn, should 

increase, which is expected in an electoral year. 

We estimate a deficit of 0.6% of GDP for the overall public sector, with 

a 1.0% of GDP deficit for the central government and a 0.4% surplus for 

subnational. 

There are risks on both sides. On the one hand, the government has 

been discussing tax breaks for companies and individuals that, 

according to our calculation, sum up to R$56.5 billion (or 0.6% of GDP) 

in 2022. On the other hand, rising commodity prices since December 

may lead to fresh upward surprises in tax collections in the first half of 

the year.  
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One should notice, however, that the negative risks – if materialized - 

leads to a permanent deterioration in fiscal accounts, while the positive 

risk described above (commodities) tend to be more cyclical.  

In addition, even in the most favorable tax-collection scenarios, gross 

public debt will continue to rise. Lower growth and high interest rates 

play a more important role than the temporary increase in revenues. 

The table below shows 3 simple exercises showing that Debt-to-GDP 

ratio surpasses 85% in 2023 (from 80% today) even with a more 

favorable scenario for tax collections.  

Our estimates reinforce the message that the discussion on fiscal 

policy and debt sustainability during the presidential campaign will be 

key for Brazilian asset prices this year.  

 

External Sector – Recent appreciation of the 

BRL should be viewed with caution 

The BRL outperformed most emerging markets in 2022, up 5.0% year 

to date. Higher domestic interest rates and commodity prices on the 

rise helped attract global financial flows to the country. Flows have 

intensified even with the prospect of higher interest rates in the US.  

In a recent report, we estimate that the BRL is undervalued by around 

15%. According to our models, the fair value for Brazilian currency 

should be between 4.20 and 4.75 reais per dollar. This misalignment is 

probably explained by fiscal and political risks, and the dynamics of the 

pandemics in Brazil (which is more difficult to capture in traditional 

models).  

For now, we keep our FX forecasts unchanged at 5.7 reais to the dollar 

in 2022 and 5.3 in 2023. We do not see any significant relief on Brazil's 

fiscal and political risks in the coming months, particularly as the 

presidential campaign gains momentum. In addition, the Fed may need 

to raise rates faster than expected, hitting financial flows to emerging 

markets. 

Monetary Policy – Wait-and-see time is 

coming 

After raising interest rates for almost a year, the Copom signaled that 

the moment of a pause for evaluation is approaching. In their last 

meeting statement, the Committee highlighted that it foresees a 

slower pace of rate hikes ahead, mentioning “the stage of the 

tightening cycle” and its cumulative effects, which “will manifest 

themselves over the relevant horizon”. 

We believe that the signaling is consistent with our baseline scenario 

that the Copom will deliver a final and smaller hike in March. However, 

we recognize that short-term inflationary pressure has been more 

intense than we expected. The recent rise in commodities should keep 

cost-push inflation higher for longer. 

https://conteudos.xpi.com.br/wp-content/uploads/2022/02/XP-Macro-Special-_-Will-the-BRL-Continue-to-Appreciate.pdf
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Thus, we adjusted our forecast for the next meeting to an increase of 

100 bps (from 75 bps), taking the Selic rate to 11.75% and ending the 

tightening cycle.  

Looking ahead, if we are correct in the disinflation scenario, the Copom 

will find room to start easing monetary policy after presidential 

elections. 

We see a 50-bps cut in December, taking the Selic to 11.25% at the end 

of the year. In 2023 the gradual easing cycle should continue, until the 

policy rate reaches 7.50%, which we consider the neutral level. 

 

 

 

 

XP Forecasts
2018 2019 2020 2021 (F) 2022 (F) 2023 (F)

GDP growth (%) 1.8 1.2 -3.9 4.5 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 10.1 5.2 3.3
SELIC rate (% p.y., end of period) 6.50 4.50 2.00 9.3 11.25 7.50
FX (USDBRL, end of period) 3.87 4.03 5.20 5.6 5.7 5.3
Primary fiscal balance (% GDP) -1.6 -0.9 -9.5 0.8 -1.0 -0.7
Gross debt (% GDP) 75.3 74.3 88.8 80.3 84.6 87.1
Trade Balance (USD Bn) 46.6 35.2 50.4 61.4 64.0 41.8
Exports (USD Bn) 231.9 221.1 209.2 280.8 299.1 293.1
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 -28.1 -14.7 -40.4
Current Account (% GDP) -2.7 -3.5 -1.7 -1.7 -0.9 -2.3
FDI (USD Bn) 78.2 69.2 44.7 46.4 60.0 65.0
FDI (% GDP) 4.1 3.7 2.9 2.9 3.6 3.8
Source: IBGE, BCB, Bloomberg, XP.
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