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The persistence of conflicts in the Middle East, where the United States resumed
bombing of Iran some two months ago, represents a significant turning point in the
performance of the Brazilian economy. In January, when the Central Bank of Brazil’s
Monetary Policy Committee (Copom) held its last meeting before the latest wave of
US-Israeli attacks, domestic economic activity was moderate, current inflation was
decelerating, and inflation expectations were trending down. Under these conditions,
the committee felt able to signal that monetary easing could well begin at the next
meeting, held in March. Since then, however, the global outlook has become more
challenging and uncertain.

In January, the price of Brent crude was hovering around USD 65 per barrel, inflation
in Brazil was expected to moderate gradually in 2026 and 2027, reaching 4% and
3.8% respectively, and the consensus forecast for 2028 was lower (3.5%), albeit still
above the midpoint of the target band. In that context, the monetary easing cycle
was expected to consist of rate cuts potentially amounting to 300 basis points this
year. In March, the first cut was indeed announced, despite the conflict, based on
the rationale that the long period of monetary tightening had put Brazil in a favorable
position to weather the effects of the global shock (Figure 1). By the time of the last
meeting, held on April 28-29, however, the conditions had continued to deteriorate.

Figure 1: CPI, Selic Rate and Real Ex-post Interest Rate (YoY, %)
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Brent crude is now around USD 120 per barrel, pressuring the prices of fossil fuels
and other refined products, with impacts on supply chains and on regulated goods
and tradables price inflation. These factors are already affecting headline and
underlying inflation, which have accelerated in recent readings. As a result, the
consensus forecast for 2026 and 2027 has risen to 4.9% and 4.0% (Figure 2). The
evident de-anchoring of expectations for 2028, now at 3.6%, is an extra concern.

Figure 2: Inflation Expectations (FOCUS, median)
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Nevertheless, the Copom chose to continue lowering the Selic policy rate at its latest
meeting. At the same time, it also reaffirmed its commitment to combating the
secondary effects of the supply shock, which are already reflected in longer-term
inflation expectations. Considering the changed outlook since its inception, the cycle
is likely to be shorter but adjustments to the pace and extent of the calibration will
be made as new data becomes available.

Looking ahead, new stimulus policies have intensified the challenge of bringing
inflation further down toward the target. This is particularly the case for measures
involving credit expansion without a direct impact on the primary result, such as a
higher income threshold for social housing applicants (Minha Casa Minha Vida), use
of the Export Guarantee Fund (FGE) to extend low-cost loans to help exporters face
US tariffs (Plano Brasil Soberano 2), a new debt renegotiation program (Desenrola),
climate adaptation and transition credit, and a truck fleet renewal policy, among other
initiatives.

On the other hand, local currency appreciation against the USD has helped cushion
the impact of the oil shock on domestic inflation (Figure 3). Brazil is a net oil exporter
and hence enjoys a relatively favorable position compared with other countries. The
improved terms of trade and high interest-rate differential continue to make Brazil
attractive to foreign capital.
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Figure 3: Brasil - Exchange Rates
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We have revised up our inflation projections to 5% for this year and 3.9% for 2027
but continue to see room for a continuation of the monetary easing cycle at a pace
of 25 bps while the oil shock lasts. We expect the Selic rate to end the year on

12.75%, with upside risks depending on the duration of the conflict.

ECONOMIC FORECASTS

2020 2021 2022 2023 2024 2025 2026F 2027F
GDP Growth (%) -3,3% 4,8% 3,0% 2,9% 3,4% 2,3% 2,0% 1,5%
Inflation (%) 4,5% 10,1% 5,8% 4,6% 4,8% 4,3% 5,0% 3,9%
Unemployment Rate (eoy ,%) 14,2% 11,1% 7,9% 7,4% 6,2% 5,1% 5,5% 6,2%
Policy Rate (eoy, %) 2,0% 9,3% 13,8%  11,75%  12,3% 15,0% 12,75% 11,00%
External Accounts
Trade Balance (US$ bn) 36 42 52 92 66 60 77 71
Current Account Balance (US$ bn) -25 -40 -42 -28 -66 -69 -58 -53
Current Account Balance (% of GDP) -1,7% -2,4% -2,2% -1,3% -3,0% -3,0% -2,2% -2,0%
Fiscal Policy
Central Government Primary Balance (% of GDP) -9,8% -0,4% 0,5% -2,1% -0,4% -0,5% -0,4% -0,3%
Government Gross Debt (% of GDP) 86,9% 713% 7.,7%  744% 76,1% 78,7% 82,7% 86,8%




