
Scenario review: with adverse external conditions, the exchange rate will 
be more depreciated and the Selic rate higher in 2024

Highlights

With worse consumer inflation data in the United States, the Fed should be even more cautious. 
March CPI registered a 0.4% MoM increase, above market expectations (0.3%), with the core 
remaining stable at 0.4% MoM, against an expected cooling to 0.3%. Breakdowns showed a more 
negative composition, with significant pressure on Services, especially healthcare and 
transportation, along with the acceleration of the Supercore from 0.47% in February to 0.56% in 
March. Combined with stronger labor market data released last week, the reading is that the 
American economy remains heated, with a slowdown occurring at a slower pace than expected, 
directly impacting the Fed's monetary policy stance.

Given this scenario, we revised our expectation of Fed Funds cuts from three to two decreases 
this year, with the cycle starting in September and another cut in December. Considering the 
cautious speeches of Committee members, we understand that recent uncertainties regarding the 
pace of economic slowdown indicate maintenance of the rate at the current level until inflation 
data converge to more accommodative levels. In the last FOMC minutes, the more hawkish tone 
of the members brought with it the indication of a decrease in the pace of monthly Fed balance 
sheet reduction, with Treasuries halving (from $60 billion to $30 billion) while MBS remained at 
$35 billion. Thus, with the decrease in reserve levels, it is expected that the pace of Quantitative 
Tightening reduction will occur soon.

For the domestic environment, the implications of this conjuncture should occur through the 
exchange rate channel. With the cut happening only in September, the tendency is for the US 
dollar to strengthen against emerging market currencies. In the analysis of the DXY, the index is 
expected to remain under pressure, especially with the European Central Bank signaling that it 
does not depend on the Fed to conduct its monetary policy. Thus, incorporating a more negative 
external scenario for the Real, we revised our exchange rate scenario from R$4.90 to R$5.10. On 
the monetary policy side, despite Central Bank President Roberto Campos Neto explicitly stating 
that there is no mechanical relationship between Fed Funds and Selic, the worsening outlook for 
the BC occurs via inflation model variables, indicating a slowdown in the pace of Selic cuts. 
Therefore, we expect a reduction in the pace to 0.25 pp already in June, with the rate ending the 
year at 9.25% (compared to the previously projected 8.75%).

For domestic inflation, we maintain our scenario of 3.6% for 2024 and 3.4% for 2025. March IPCA 
below expectations (0.16% MoM against our projection of 0.27%) reinforced our view that the 
worsening of services, especially underlying ones, should be limited to the first months of the year, 
due to annual adjustments. With the revision of Selic and exchange rates, we incorporate a more 
positive scenario for Services (from 4.8% to 4.6% in 2024), while Industrial Goods should reflect 
the currency depreciation (2.0% compared to 1.1%).
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In Brazil, the week with the least 
economic data highlights the release of 
the IBC-BR (Economic Activity) for 
February and the IGP-10 for April.

Internationally, attention will be focused 

on the release of the March CPI for the 
Eurozone, retail data, and the release of 
the Beige Book from the United States, 
as well as the release of China's 1st 
quarter GDP.
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