
In Brazil, the Central Bank followed the guidance established in the December meeting and
signaled a smaller hike in the May meeting. 

The Central Bank's Monetary Policy Committee unanimously decided to raise the benchmark
interest rate to 14.25%, maintaining the expected pace of +100bps. The statement retained a
hawkish tone, reflecting an ongoing challenging scenario due to both internal and external
uncertainties. Externally, the communication saw little change, with continued volatility, especially
regarding the impacts of the Trump administration's trade policies. Internally, policymakers
highlighted the first signs of economic growth moderation, although they acknowledged that the
labor market remains dynamic. Regarding inflation forecasts, the Central Bank slightly revised its
forecast for the IPCA in the third quarter of 2026, lowering it to 3.9% (from 4.0%), which indicates
that the projected terminal rate of 15% in the Focus survey is not sufficient to anchor inflation
expectations. Committed to achieving convergence but highlighting the uncertainty of the current
economic situation and the lagging effects of the monetary cycle, the Committee opted to gain
flexibility by signaling a smaller adjustment in the May meeting, without indicating the steps for the
June decision. Currently, market expectations for the May meeting indicate a higher probability of a
50bps hike, followed by a 25bps increase in June or even a possible hold. Given the more hawkish
indication from the inflation model, we believe this revision reinforces our forecast of a 15.5%
terminal interest rate in June, with increases of +75bps and +50bps, respectively. It is worth noting
that next week will be filled with new communications from the Central Bank, with the release of the
meeting minutes and the first-quarter Monetary Policy Report, which will be particularly relevant for
a deeper analysis of the committee’s view on the current economic situation, as well as the outlook
for inflation and economic activity indicators. Thus, for now, we maintain our scenario unchanged.

On the fiscal front, the government introduces an Income Tax Exemption Bill, emphasizing
revenue neutrality.

Last Tuesday (18), the Federal Government presented a tax reform proposal granting income tax
exemption for those earning up to R$5,000 per month, benefiting around 20 million Brazilians.
Alongside Finance Minister Fernando Haddad and House Leader Hugo Motta, President Lula
signed the bill's submission, with its implementation planned for early 2026, aiming to correct
distortions in the current tax system. According to the economic team, the measure has a neutral
fiscal impact, with revenue compensation occurring through taxation of the wealthiest segment of
society. However, our estimates suggest that the necessary compensation to ensure this neutrality
may be greater than the government projects. While the administration estimates compensation at
R$25 billion, our forecasts point to a value closer to R$40 billion, considering that the entire
population earning between three and five minimum wages would benefit. Nevertheless, we believe
this revenue loss could be offset by implementing new taxes, such as the taxation of dividends sent
abroad, although the likelihood of approval remains uncertain. The bill now moves to the National
Congress, where it will be debated and amended by lawmakers, with deliberations expected to
continue until mid-September. According to Motta, the legislative body will play a key role in
improving and approving the bill.
.
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In a week marked by monetary policy decisions, FOMC and COPOM
meet expectations, although with mixed communications
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In the United States, the FED revises current-year forecasts more aggressively, although the
committee chairman delivered a more dovish message.

As expected, the FOMC kept the benchmark interest rate at 4.50% in its March meeting, aligning
with market expectations. The statement emphasized increased uncertainties, particularly
regarding the potential impacts of the Trump administration's trade policies on both inflation and
economic activity. While GDP forecasts were revised downward from 2.1% to 1.7% for 2025, the
Committee revised inflation forecasts upward, with increases in both headline and core PCE (2.7%
and 2.8%, respectively). In the dot plot, the expectation of two additional 25bps cuts by the end of
2025 signaled the anticipated continuation of monetary policy easing, especially if the disinflation
process persists. Chairman Jerome Powell, in a press conference, reinforced the need to await
more data before making significant adjustments, emphasizing the uncertainty surrounding Trump’s
policies, particularly their effects on prices. When questioned about a possible economic slowdown,
Powell stated that the probability of a recession has increased, though it is still not high, stressing
that the FED will continue closely monitoring economic data for informed decision-making. Given
the current volatility and uncertainty, we maintain our expectation of a single Fed Funds rate cut in
June, closing 2025 at 4.25%, a scenario contingent on developments related to tariff policies.
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Economic Calendar

In the domestic agenda, attention will be focused on COPOM communications, in addition to
the release of the March IPCA-15, which we expect to increase by 0.70% MoM. Additionally,
February labor market data will be released, along with fiscal data.
 
IInternationally, the highlight of the agenda will be the release of the February PCE data in the
United States, along with PMI results and the Q4 2024 GDP revision.
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