
Recent evolution in the domestic scenario indicates that the Central 
Bank is likely to cut 25 basis points at the next Copom decision.
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Except for interest rate expectations, all other variables in the Central Bank's inflation model 
have deteriorated since March. Using data available up to today, the Central Bank would not 
converge to the target within the relevant horizon, mainly due to the recent depreciation of the 
exchange rate. Although current inflation appears more constructive, with more moderate results 
for underlying services and industrial goods, recent statements by President Roberto Campos Neto 
regarding the global external scenario have shown that the committee should adopt a more 
cautious stance given the increase in uncertainties – notably the resilience of the United States 
economy in the last 45 days. This should lead the members to exclude forward guidance from the 
statement.

The counterpoint to this increased risk aversion came mainly from the FOMC this week, as the 
market envisioned a less restrictive environment ahead. The committee chose to keep the Fed 
Funds rate unchanged at 5.25% to 5.50%, acknowledging the recent worsening of American 
inflation and the still robust labor market. However, the statement also signaled a reduction in the 
pace of Quantitative Tightening, starting in June with a monthly decrease in Treasuries from $25 
billion to $30 billion as indicated in the previous minutes. Additionally, during his speech, Fed 
Chairman Jerome Powell emphasized the need for confidence in the slowdown of inflation and 
signaled that the paths for rate cuts or maintenance of Fed Funds depend on data convergence.

Thus, we maintain our perspective of a more depreciated real, even as the trade balance favors 
external accounts. Current account transactions recorded a deficit of $4.6 billion in March, 
corresponding to -1.5% of GDP over 12 months. The negative balance of Primary Income, with 
more intense profit and dividend remittances and interest expenses than in February, was offset 
by a surplus of $5.1 billion in the trade balance of goods. Furthermore, direct investments in the 
country totaled $9.6 billion in the period, well above market expectations ($5.6 billion), although 
most of it came from intercompany operations. This result, combined with other factors (such as 
improvements in export prices and weakness in imports), puts an upward bias on our trade 
balance projection.

Nevertheless, the domestic labor market remains resilient – which is still a point of attention 
regarding demand. CAGED recorded a net opening of 244,000 formal job positions in March, 
exceeding market expectations (193,000) and registering a record value for the period in the 
historical series. Despite the slowdown compared to February, the data mainly reflected growth in 
the Services, Industry, and Commerce sectors. As for the unemployment rate, according to PNAD 
data, it ended the first quarter of the year at 7.9%, advancing below market projections (8.1%). 
The record growth of 1.5% QoQ in real usual earnings continues to be noteworthy, especially for 
its impact on the monetary policy conducted by the Central Bank, which has already shown 
concern about the high level of earnings.
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In Brazil, the highlight of the week will 
be the Copom's monetary policy 
decision on Wednesday. Additionally, we 
will have the release of the PMC and the 
closed IPCA for April – for which we 
project a 0.30% increase.

Internationally, attention will be on the 
preliminary Consumer Confidence Index 
from Michigan (USA), which includes 
consumer inflation expectations. Data 
from the Eurozone and inflation in China 
will also be released.
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