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• In the rolling week ended May 26, once again the BRL showed its pattern of a high-beta currency and stood 

among the best performers in a basket with the 31 most liquid currencies in the world, favored by a backdrop 

of a weaker USD. The USD/BRL pair closed the period at 4.77 (a 3.3% gain). The move was also helped by 

rising commodity prices and further progress in the likely deal for the privatization of Eletrobras, the state-

owned electricity company. The latter feeds expectations of sizeable FX flows ahead. 

• The local yield curve barely moved in the rolling week ended May 26 (vs. a week ago), as the impact of 

adverse inflation data was offset by discussions in Congress about measures to (temporarily) curb inflation 

by reducing taxation on some “essential” products/services. A rally in U.S. yields also favored the back end 

of the term structure in Brazil. 

• Global commodity prices posted gain for another week, still driven by the energy complex. The Bloomberg 

Commodity Aggregate Index in BRL terms fell 1.7% in the period, but only due to the BRL rally. In USD 

terms, the index rose 1.6%, with the Agriculture Subindex down 0.9%, the Energy Subindex climbing 5.1%, 

and the Industrial Metals Subindex falling 1.4%. 

• The Ministry of Economy published its second bimonthly budget review for 2022, estimating a primary fiscal 

deficit of BRL65.9 billion, nearly unchanged from the March review despite major revisions in revenue and 

expenditure forecasts. Federal tax collection continued to show a solid performance in April, with a 11% YoY 

gain, mainly driven by higher oil prices. Next Tuesday (May 31), the Brazilian Central Bank (BCB) is 

scheduled to release the public sector fiscal numbers for April, and we estimate a (hefty but seasonal) 

primary surplus of BRL40 billion. 

• May’s IPCA-15, mid-month preview for Brazil’s official CPI, registered a 0.59% MoM change, above our call 

and consensus (0.45%). In YoY terms, the IPCA-15 accelerated to 12.2%, which is likely to be the peak for 

the cycle, in our view. With core inflation trending around 13% in annualized terms, and with the diffusion 

index near cyclical highs, this was another unfavorable report that reinforces the signs of a difficult and risky 

disinflation process ahead.  

• Next Thursday (June 2), IBGE will release the 1Q22 GDP data, and we expect a solid 0.9% QoQ-sa growth. 

If our projection is on the mark, this would imply a 1.2% carryover for 2022 and place the economy 1.4% 

above the pre-pandemic mark (4Q19). On Monday (May 30), the Ministry of Labor will release the April 

CAGED payrolls data (which was postponed this week). Our seasonally adjusted estimate is at +183k 

(March: +232k). On Tuesday (May 31), the April PNAD household survey is due out: we estimate a 0.1 p.p. 

decrease to 10.8% in our seasonally adjusted unemployment rate series. Moreover, IBGE will release April 

industrial output on Friday (June 3), and we expect a flat monthly figure (0% MoM-sa).  

• Next Wednesday (June 1), we expect the May trade report to post a USD3.8 billion surplus. This is a relatively 

weak print (e.g., compared to an USD8.5 billion surplus in May 2021) on the heels of higher imports (2.8% 

MoM-sa) and a sharp drop in exports (-14.7% MoM-sa). We believe the latter should prove temporary, 

reflecting short-term logistical bottlenecks. We continue to look for a record-high trade surplus for 2022, 

particularly led by higher commodity prices. 

Most of the information in this report is up to the end of Thursday, May 26, 2022.

mailto:anavescovi@santander.com.br
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Figure 1. Brazil Macro Agenda for the Week of May 30 to Jun 03, 2022 

Indicators / Events Source Reference Date 
Santander 
Estimate 

Prior 

Formal Job Creation (thousands) CAGED Apr/22 Mon, 30-May 276 136 

Formal Job Creation (thousands, sa) CAGED Apr/22 Mon, 30-May 183 232 

IGP-M Inflation (% MoM) FGV May/22 Mon, 30-May 0.29 1.40 

IGP-M Inflation (% YoY) FGV May/22 Mon, 30-May 10.5 14.7 

Services Confidence (Index) FGV May/22 Mon, 30-May - 96.2 

Retail Confidence (index) FGV May/22 Mon, 30-May - 78.6 

Public Sector’s Net Debt (% GDP) BCB Apr/22 Tue, 31-May 57.4 58.2 

Primary Fiscal Balance (BRL billion) BCB Apr/22 Tue, 31-May 40.0 4.3 

National Unemployment Rate (%, nsa) IBGE Apr/22 Tue, 31-May 11.0 11.1 

National Unemployment Rate (%, sa) IBGE Apr/22 Tue, 31-May 10.8 10.9 

Trade Balance (USD billion) SECINT May/22 Wed, 01-Jun 3.8 8.2 

Aggregate Business Confidence (points) FGV May/22 Wed, 01-Jun - 85.9 

GDP (% QoQ) IBGE 1Q22 Thu, 02-Jun 0.9 0.5 

GDP (% YoY) IBGE 1Q22 Thu, 02-Jun 1.6 1.6 

GDP 4-Quarter Rolling IBGE 1Q22 Thu, 02-Jun 4.7 4.6 

Industrial Production (% MoM) IBGE Apr/22 Fri, 03-Jun 0.0 0.3 

Industrial Production (% YoY) IBGE Apr/22 Fri, 03-Jun -0.9 -2.1 

Vehicle Sales (thousands) Fenabrave Apr/22 01 to 02-jun - 147.2 

IBC-Br Activity Index (% MoM) BCB Mar/22 n.a.* - 0.34 

IBC-Br Activity Index (% YoY) BCB Mar/22 n.a.* - 0.66 

Bank Lending Report BCB Mar/22 n.a.* - 471.1 

Current Account Balance (USD billion) BCB Mar/22 n.a.* - -2.4 

Foreign Direct Investment (USD billion) BCB Mar/22 n.a.* - 11.8 

Central Gov. Prim. Balance (BRL billion) STN Apr/22 n.a.* 29.0 -6.3 

* Owing to a strike of federal workers, these data releases have been postponed with no specific publication date scheduled for now. 

 Sources: Bloomberg, IBGE, Santander. 

For details on Santander’s economic forecasts for Brazil, please refer to our last Scenario Update1. 

 
 
 
  

                                                 
1 Santander Brazil – Scenario Update: “Surfing an Extended Commodity Wave” – April 14, 2022- Available on: https://bit.ly/Std-scenupdate-

apr22 

https://bit.ly/Std-scenupdate-apr22
https://bit.ly/Std-scenupdate-apr22
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LOCAL MARKETS—FX 

In the rolling week ended May 26, once again the BRL stood among the best performers in a basket with 

the 31 most liquid currencies in the world, reflecting mainly a global weakening of the USD. The USD/BRL 

pair closed the period at 4.77 (a 3.3% gain). Although markets continued to fear and mull over the possibility 

of a worldwide economic slowdown due to China’s struggles with the latest COVID outbreak (in the context of 

that country’s “zero-COVID” policy), additional evidence of a coming deceleration in the U.S. economy has likely 

paved the way for a weaker USD (especially favoring high-beta currencies such as the BRL). Additionally, 

commodity prices remained on the rise, also helping the BRL to strengthen. The news that the likely privatization 

deal for Eletrobras may move forward in the coming days reinforced expectations of sizeable FX flows in the 

short term, thus contributing as well to the positive performance of the BRL. Despite these current constructive 

circumstances, we continue to see limited room for further strengthening of the BRL, given substantial 

uncertainties on both the domestic and international fronts, particularly the Fed tightening and a stronger USD. 

LOCAL MARKETS—Rates 

The local yield curve (nominal rates) barely moved on a weekly comparison, following ambiguous news 

for inflation. Since last Thursday (May 19), the front end of the curve (Jan-24 DI future) fell 7 bps, to 12.80%, 

while the back end of the curve (Jan-27 DI future) also fell 7 bps to 11.91%. The curve’s steepness in this 

segment fell 1 bps, increasing the inversion to -89 bps. The front end sold off at the beginning of the week, on 

the back of dismal inflation numbers (see details in the “Inflation” section). A few days later, yields rallied on 

discussions in Congress about tax cuts aimed at curbing energy and other prices, which could lower short-term 

inflation (see details in the “Fiscal Policy” section). As for the pricing of monetary policy steps, another 50-bp hike 

remains the most likely scenario, with the options market pricing in a 62% probability for June’s Copom meeting—

in line with our expectation. For the August Copom meeting, rate stability is seen as the most likely outcome 

(47%), but the market still sees hikes of 25 bps (with 15% probability) and 50 bps (30% probability) as plausible 

scenarios. At the long end, despite the rising fiscal risk related to possible tax cuts, the domestic yield curve 

moved very little, possibly mirroring the (short-term) rally in longer US Treasury yields. We continue to believe 

that the BCB is close to the end of the hiking cycle and that IPCA is close to the peak in annual terms, and we 

see these elements conspiring to result in a steepening pattern in the local yield curve.  

Figure 2. USD/BRL Intraday Trends Figure 3. Brazilian Domestic Yield Curve (% p.a.) 

  
Sources: Bloomberg, Santander. 

Note 1: As of the close on Thursday, May 26, 2022. 

Note 2: For other currencies, we use USDBRL values as a base-index. 

Sources: Bloomberg, Santander. 

Note: As of the close on Thursday, May 26, 2022. 
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COMMODITIES 

Commodity prices posted gains for another week, still driven by the energy complex. The Bloomberg 

Commodity Aggregate Index in BRL terms fell 1.7% in the period, but only due to the BRL rally. In USD 

terms, the index rose 1.6%, with the Agriculture Subindex down 0.9%, the Energy Subindex climbing 

5.1%, and the Industrial Metals Subindex falling 1.4%. 

Oil prices rose to USD117/bbl as U.S. stockpiles remain tight ahead of summer driving season. Brent oil 

prices rose as U.S. crude and gasoline supplies continue to decline at a time when refineries usually replenish 

stocks to prepare for the higher demand resulting from the summer driving season. Following Russia’s invasion 

of Ukraine, Russian fuel exports to EU have been declining, whereas exports from the U.S. have been increasing. 

Importantly, COVID-19 outbreaks in China have been hindering demand, but we expect the restrictions currently 

in place in major cities to be lifted gradually, a tailwind for fuel consumption. 

Diesel shortage looms over Brazil, fueled by the global shortage of refined oil products. According to 

press sources2, the country could face a diesel shortage in 3Q22 (given a higher demand owing to the harvest 

season, when commodities are shipped to ports across the country), and that may be conditional on the evolution 

of market prices. Fuel importers have been struggling to source imported diesel, as uncertainty over prices has 

been high, with the shipping time rising to 60 days. Brazil imports nearly 30% of its domestic demand for diesel, 

out of which 80% comes from the U.S. Gulf Coast. As such, a hypothetical shortage of fuel could quickly 

exacerbate domestic inflation pressures and dent economic activity. 

Russia to open sea corridor for Ukrainian shipping. Wheat prices fell as Russia announced it would open 

corridors for international shipping from several Ukrainian ports. Still, doubts remain as security issues could 

prevent free passage of ships. Moscow has been under international criticism as the conflict in the Black Sea 

has been feeding a global food crisis. Ukraine is estimated to have 20 million metric tons of grain stored at its 

ports, trapped by the Russian blockade.  

Figure 4. Bloomberg Commodity Index in BRL Figure 5. Oil and Refined Products Price Gap 

  

Sources: Bloomberg, Santander. Sources: Bloomberg, Santander.  

 

  

                                                 
2 https://www.reuters.com/markets/commodities/exclusive-petrobras-warns-diesel-shortages-suggests-subsidies-presentation-2022-05-24/ 
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FISCAL POLICY AND LEGISLATION 

On May 20, the Ministry of Economy published its second bimonthly budget review for 2022. Official 

forecasts showed higher revenue forecasts (+BRL49.1 billion, compared to the budget review released in 

March). This rise in revenue mostly relates to higher corporate revenue (IRPJ/CSLL), which is linked to better 

profits from fuel sales following the jump in oil prices. However, the fiscal stimulus via tax breaks is currently 

estimated at ~BRL60.8 billion for the federal government. On the expenditure side, the official estimate rose by 

BRL34.9 billion (totaling BRL1,787 billion, or 18.4% of GDP), mainly affected by an expected increase in judicial 

claims related to pension benefits (BRL10.6 billion). The Ministry of Economy also included BRL24 billion in 

discretionary expenditures from the agreement between São Paulo City Hall and the federal government that 

ended the dispute over the management of the Campo de Marte region, owing to the cancellation of the 

municipality’s debts with the federal government. Importantly, this type of spending is not restricted by the 

constitutional spending cap. Speaking of which, the government froze BRL8.2 billion (totaling BRL9.9 billion in 

the year, mainly in discretionary outlays) in order to comply with the cap. The margin to comply with the fiscal 

rule dropped to -BRL6.9 billion (from BRL1.3 billion in March), showing no room for new expenses in Budget 

2022. The plan to increase public servants’ wages by 5% would add approximately BRL8 billion in personnel 

expenditures for 2022 (already included in our scenario), exceeding the BRL1.7 billion budgeted. This means 

the need for more cuts in other expenditures to accommodate the pay increase, if it is granted in July. Regarding 

the judicial claims, the government is expected to pay a total of BRL62 billion (out of BRL89 billion), with BRL12.2 

billion not included in the spending cap limit (as per the constitutional amendment EC114/2021). Thus, there is 

still more than BRL20 billion that will need to be paid via debt cancellation or pushed back to 2023. All in all, the 

official forecast for the central government’s primary deficit, dropped to BRL65.5 billion (0.7% of GDP), from 

BRL66.9 billion in March. We believe the government will not face difficulties in meeting this year’s primary target 

(BRL170.4 billion, or 1.7% of GDP). We forecast a central government deficit of BRL45 billion for 2022 (0.5% of 

GDP), with risks tilted to the upside for the federal primary balance. 

Federal tax collection posted a positive performance in April, driven by soaring oil prices. Revenue rose 

10.9% YoY in real terms, the highest ever for April. The year-to-date reading is also the strongest since 

1995. On May 26, the Brazilian internal revenue service published data for April, and the result (BRL195.1 billion) 

was close to our forecast (BRL194.4 billion), with 11.1% YoY growth in YTD terms. The performance was 

boosted once again by higher oil-related proceeds, with royalties up 47% YoY in real terms. In the coming 

months, while we continue to expect positive results for federal tax collection, we expect an activity slowdown, 

especially in 2H22 and beyond, which could prompt a softening trend in government revenue. Higher inflation 

numbers and the new commodity price spike continue to imply upside risks for our estimates. We forecast tax 

collection to rise ~1.5% YoY in real terms in 2022.  

The release of central government results for April was postponed due to the strike by federal service employees. 

No new date for the release has been scheduled as yet. We forecast a seasonal primary surplus of BRL29 billion, 

boosted by oil revenue. However, the Central Bank confirmed for next Tuesday (May 31) the release of 

public sector fiscal data for April; we estimate a seasonal primary surplus of BRL40 billion. 

 Figure 6. 2022 Bi-Monthly Budget Review  Figure 7. Federal Tax Collection  

 
 

  Sources: Ministry of Economy, Santander. Sources: Brazilian IRS, Santander. 
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INFLATION 

May’s IPCA-15 registered a 0.59% MoM change, above our call and the consensus expectation (0.45%). 

In YoY terms, the IPCA accelerated to 12.2%, which should be the peak of IPCA inflation, in our view.  

The main upward surprises relative to our forecast came from services (+8 bps) and industrial goods 

(+3 bps). More specifically, services related to economic activity rose 1.1% MoM (vs. 0.5% estimated), while 

services related to wages rose 0.7% MoM (vs. 0.3% estimated). Meanwhile, industrial goods rose 1.6% MoM 

(vs. our estimate of 1.5%), with both new and used vehicles surprising to the upside, each contributing +1 bps 

to the headline error. Administered prices also exceeded our forecast, driven by gasoline’s 1.2% MoM increase 

(vs. our estimate of 0.5%). 

Once again, broad qualitative measures remain solidly unfavorable. The average of the main core 

measures accelerated to 13.1% from 11.9% 3MMA-saar, reaching a new high. As for the diffusion index, it 

continued to rise, reaching 77.3% (seasonally adjusted), also a new high and showing that inflation is 

widespread. 

All in all, this is another unfavorable print that reinforces our belief in a difficult outlook for inflation. 

However, we maintain our view that this was likely the peak of IPCA in YoY terms. Leading indicators and 

high-frequency inflation surveys point to some relief ahead. However, the pace of deceleration should be slow, 

sticky and risky, as the level and composition of inflation are likely to remain sources of concern, just as the latest 

shock from commodity prices is a new risk, keeping the balance of risks tilted to the upside (i.e., higher inflation). 

IPCA 2022 tracking is now at 9.5% (from 9.2% previously). We also revised IPCA 2023 tracking to 5.3% (from 

4.8%), on the back of inertial effects. See details in the link3. 

Figure 8. May’s IPCA-15 Details (%) Figure 9. Core Inflation IPCA-15 EX3 (%) 

  

Sources: IBGE, Santander. Sources: IBGE, Santander. 

                                                 
3 Santander Brazil Inflation: “May’s IPCA-15: A Print with No Silver Lining” – May 25, 2022 – Available on: https://bit.ly/Std-IPCA15-mai22 
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ECONOMIC ACTIVITY 

Positive expectations for GDP growth in 1Q22. The widespread healthy activity figures seen in the first quarter 

topped our already optimistic expectations, prompting us to revise our 1Q22 GDP growth projection to +0.9% 

QoQ-sa (from +0.5% in the previous scenario update). For the supply side, we forecast widespread growth in 

key sectors, something not seen since 1Q21. We expect the services sector to continue its rebound (+0.7% 

QoQ-sa), owing mainly to consolidation of the economy’s reopening process (though the upsurge in COVID 

cases due to the Omicron variant delayed this process). We also see the industrial sector contributing positively 

(+0.9% QoQ-sa) following persistent weakening since 2Q21. Moreover, we (still) expect farm output to expand 

(+0.6% QoQ-sa) at the margin. On the demand side, we see a continued strengthening of domestic demand, 

with the external sector lending a hand. Household consumption has been inching up again (+0.8% QoQ-sa), 

reinforced by government spending (+0.5%). Investments are also regaining strength (+1.0% QoQ-sa), while the 

external sector is expected to contribute positively, with growth in exports (+6.4% QoQ-sa) more than offsetting 

increased imports (+1.0% QoQ-sa). If our projection is met, this result would imply a 1.2% carryover to 2022 and 

would place the economy 1.4% above the pre-pandemic mark (4Q19). This figure not only reinforces our 

expectation of resilient economic growth in 2022 but also implies significant upside risks to our 0.7% forecast for 

GDP growth this year. Regarding 2023, we forecast a 0.3% retreat of real activity, with risks tilted to the 

downside. The official data will be released by IBGE next Thursday (June 02). See details in the link4. 

The first batch of economic activity and labor market data for 2Q22 is due out next week. On Monday 

(May 30), the Ministry of Labor will release the April CAGED payrolls data (postponed from last week). Our 

estimate is +276k (nsa), meaning a print of +183k (March: +232k), according to our preliminary seasonal 

adjustment. On Tuesday (May 31), the April PNAD household survey comes out: we estimate an unemployment 

rate of 11.0% nsa, meaning a 0.1 p.p. decrease to 10.8% in our seasonally adjusted series. Industrial output for 

April will be available next Friday (June 3), and we expect a flat reading (0.0% MoM-sa).  

Figure 10. GDP Growth Projection Breakdown  Figure 11. GDP Growth (% QoQ-sa) 

  
Sources: IBGE, Santander. Sources: IBGE, Santander. *Expectations for 1Q22.  

  

                                                 
4 Santander Brazil Economic Activity: “Positive Expectations for GDP Growth in 1Q22” – May 24, 2022 – Available on: https://bit.ly/Std-GDP-p-
1Q22 
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BALANCE OF PAYMENTS 

We expect the May 2022 trade surplus to reach USD3.8 billion from USD8.5 billion a year ago, which—if 

our projection proves right—will bring the surplus on a 12-month basis below the USD60.0 billion 

threshold for the first time since April 2021. Although disappointing, we believe this performance should 

be taken with a pinch of salt, as it seems us to stem from logistical bottlenecks that affected some key 

export items. In a nutshell, we continue to look for a new record trade surplus for 2022. 

Despite many signs of strong demand for (and higher prices of) commodities around the globe—especially 

foodstuff and oil—when we look at preliminary figures of the volume of Brazilian exports of these products in 

May, we find it baffling to witness strong declines in these sales compared with a year ago. According to figures 

provided by the Foreign Trade Secretariat, the daily average volume of soybeans exported this month until May 

22 is 33.5% below the level observed a year ago, while the same comparison shows the daily average volume 

of oil exports running 31.1% below the level seen in May 2021. All in all, we expect exports to decline 14.7% 

MoM-sa this month. In our view, these dismal performances may reflect logistical bottlenecks that we expect to 

be resolved soon. 

Regarding imports, we project a 2.8% MoM-sa increase, which would be the second in a row—if our projection 

proves right. Such a result would underpin the current perception that the Brazilian economic recovery in the 

initial months of 2022 has been stronger than anticipated. Nonetheless, we continue to anticipate a significant 

economic deceleration, especially in 2H22, when the lagged impact of rate hikes starts to appear. 

Figure 12. Soybeans Exports (kiloton/business day)  Figure 13. Oil Exports (kiloton/business day) 

  
Sources: SECINT, Santander. Sources: SECINT, Santander.  
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