
With economic growth still at a robust level, the Fed is not expected to 
cut interest rates in 2024, impacting a higher terminal Selic rate

Highlights

Despite the market's below-expectation result, the US GDP composition in the 1st quarter of 
2024 showed a buoyant American economy. GDP advanced 1.6% QoQ SAAR (est. 2.5%), mainly 
reflecting weaker contributions from inventories and imports. However, the service consumption 
increase coupled with the acceleration of private investment suggests that economic activity 
continues to grow, in a robust labor market context. On the price front, the 0.3% MoM March PCE 
reinforced the view of stronger inflation in the short term, with services deterioration and a rise in 
the supercore (0.39% MoM) contributing to higher uncertainties regarding the speed and 
magnitude of the American slowdown.

Given the cautious stance adopted by Fed members, the current situation of the American 
economy is not conducive to a rate cut this year. The committee consistently emphasizes that 
monetary policy conduct depends on the convergence of economic data towards more 
accommodative levels, which has not been observed in the most recent releases. Thus, we revised 
our expectations of 2 cuts in the Fed Funds rate to no cuts in 2024, which should keep the dollar 
appreciated for longer against other currencies. Based on this premise, we incorporated a more 
depreciated exchange rate scenario for the year, shifting from R$5.10 to R$5.20 in 2024 and from 
R$5.00 to R$5.05 in 2025, as higher US interest rates and expectations of a rate cut in June in the 
Eurozone are expected to pressure the DXY and exert a negative impact on the local exchange 
rate.

For domestic inflation, the exchange rate depreciation is expected to lead to a rise in industrial 
goods. IPCA-15 recorded a 0.21% MoM increase in April, below our forecast and the market 
consensus. The main downward influence came from Services, with a more pronounced deflation 
in Airfares, along with Out-of-Home Food, which affected the underlying reading. Conversely, the 
number was counterbalanced by the acceleration in industrial goods, reversing the deflation of 
recent releases, especially with a higher pressure on the Personal Hygiene category. Due to the 
exchange rate pass-through over the next few months, we revised our industrial goods estimates 
from 2.0% to 2.3% for 2024, increasing our IPCA projection from 3.6% to 3.8%. For 2025, our IPCA 
estimates increased from 3.4% to 3.5%. 

On the monetary policy front, the worsening in the international environment, the exchange 
rate depreciation, and the increase in inflation expectations suggest that the Central Bank should 
adopt a more cautious stance in the upcoming meetings. President Roberto Campos Neto, 
despite emphasizing the absence of a mechanical relationship between US and Brazilian interest 
rates, publicly highlighted the increasing importance of the external scenario given its effects on 
emerging economies. Thus, we expect the committee to slow down the pace of rate cuts and 
keep the terminal rate at a higher level to meet the inflation target, with two more 25bps cuts in 
2024, and a 10.25% rate at the end of the year (against the previously expected 9.25%).
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Domestically, the week will feature the 
release of the Central Bank’s economic-
financial notes for March, labor market 
data (CAGED and PNAD), and activity 
data (Industrial Production).

Internationally, attention will be focused 
on the monetary policy decision and 
employment data from the United States, 
as well as the release of CPI, GDP, and 
Unemployment Rate from the Eurozone.
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