
With the labor market heating up, the probability of a Fed Funds rate cut 
in June diminishes
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Mixed data in the United States has raised uncertainty regarding the Federal Reserve's monetary 
policy stance. Regarding economic activity, the March ISM services result brought some relief to 
market expectations, particularly due to the significant slowdown in Prices Paid (from 58.6% to 
53.4%), contrary to the increase seen in the industrial index (from 52.5% to 55.8%), however, with 
the release of the Payroll data, which showed the creation of 303 thousand jobs in the month, well 
above the market's expectation of 214 thousand, mainly in the construction and manufacturing 
sectors, in line with the manufacturing data. Thus, despite the annualized maintenance of wage 
growth rate at 4.1%, the stronger result fuels the debate on the inflationary impact of the labor 
market, as well as alters the probabilities regarding the pace of policy adjustments.

Therefore, we acknowledge that the scenario of a Fed Funds rate cut in June loses ground with 
recent data. The reversal of goods deflation in the PCE, the acceleration of prices in the ISM 
manufacturing, and the very heated labor market reinforce a more cautious stance towards rate 
cuts, contradicting the Committee's precautionary speeches, even though Chairman Jerome Powell 
expresses that the overall economic outlook remains intact. For now, we maintain the scenario of 3 
rate cuts, with the CPI release next week being crucial for expectations.

In the domestic scenario, the highlight of the week was the extraordinary foreign exchange swap 
auction held on Tuesday (2nd) by the Central Bank. Being the first intervention in the foreign 
exchange market since the beginning of the current government, the Central Bank justified the 
action as a measure to contain the effects of the redemption of NTN-A3, due on April 15th. 
However, since the authority sold the equivalent of $1 billion in contracts, while the total amount of 
notes is around $3.7 billion, the perception of the adopted conduct is that the Central Bank wanted 
to send a message to the market, that it is attentive to possible dysfunctions in the foreign exchange 
market and that if there are effective distortions, it will intervene again.

Still in the external sector, declines in commodity prices underpin recent downward revisions to 
the 2024 trade surplus. Last Thursday (04), along with the release of the consolidated trade balance 
for March, which recorded a surplus of $7.5 billion for the month, the MDIC revised its year-end 
balance expectations from $94.9 billion to $73.5 billion, incorporating a decrease of around 26%. 
The main factor for the revision was the price effect on items such as soybeans, oil, and ore, whose 
weights in the balance are most significant, in addition to a reduction in exports due to a more 
subdued global demand. It is worth noting that in the last RTI, released last week, the Central Bank 
also incorporated downward revisions to the balance, going from $73 billion to $59 billion, 
reinforcing a lower contribution from external accounts as a basis for currency appreciation.
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In Brazil, the highlight of the week will be 
the release of the closed IPCA for March, 
which we project to rise by 0.27% MoM. 
Economic activity data like PMC and PMS 
will also be released.

Internationally, attention will be focused 
on the release of the March CPI from the 
United States. On the monetary policy 
side, the release of the FOMC minutes 
and the Eurozone's interest rate decision 
will be awaited.
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