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SCENARIO MAP: Assumptions, Timing, Impact

Secular Trends (pg2): Demographics, Geopolitics, Technology and Nature.

O u t l o o k

Source: Pezco Economics

Politics / Reguation (pg4):. 2026 Elections, Fiscal Agenda and Reforms

Each theme assessed by impact on GDP growth
Distance from center: time horizon (short, medium, long term)
Size: importance of each theme
Color: positive, neutral, risk/negative

International (pg3):. Global Growth, China, The US and Commodities.

Local Economy (pg.5): FX, Interest Rates / Inflation and Financial Conditions.
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Technology: Artificial intelligence is beginning to reshape production and consumption patterns, 

already generating productivity gains and supporting higher rates of non-inflationary growth, 

particularly in the United States. The wealth effect generated in equity markets contributes to a 

favorable outlook for global growth in the coming years (although less so in 2026, due to war).
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Source: 
https://www.policyuncertainty.com
/gpr.html

Chart 1. Geopolitical Risk 
Index (1985–1989 = 100)

Demographics. Aging population in advanced economies and in Brazil itself is likely to reduce 

potential growth by slowing the expansion of the working-age labor force. Additionally, it exacerbates 

fiscal imbalances and ideological polarization, increasing the likelihood of financial and political 

instability. The baseline scenario assumes no major crises in 2026, but the ongoing deterioration 

raises the risk.

Geopolitics: The dispute for global economic hegemony between the United States and China, as 

well as the war between Russia and Ukraine, have moved to the background. The U.S. attack on Iran 

now stands as the main geopolitical risk factor. The scenario assumes more intense conflicts for about 

two months, easing from April/May onward.

Secular Trends

Nature: Global warming and climate variability can generate extreme events that affect food supply. 

The baseline scenario does not incorporate such a shock in 2026. For 2027, the outlook is likely to be 

different. The National Weather Service (the official provider of climate forecasts for the U.S. 

government) expects a transition from La Niña to neutral conditions in the coming months, followed 

by El Niño in the second half of the year (bringing drought to Southeast Asia, Australia, and Brazil’s 

North/Northeast, and excessive rainfall in the South of Brazil, as well as in Argentina and parts of the 

United States). If this materializes, food prices are likely to come under upward pressure next year.
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Commodities. U.S. attacks on Iran are likely to keep oil prices elevated for some time (see Chart 2). 

This geopolitical component, together with the likely end of the downward cycle in international 

agricultural commodity prices, is expected to put upward pressure on inflation. As for iron ore, the 

start of operations at the Simandou mine—the world’s largest mining project, located in Guinea and 

led by Chinese state-owned consortia—has the potential to keep prices contained.
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Source: Bloomberg.

Global Growth: Uncertainty surrounding U.S. economic policy has been offset by the strength of 

technological innovation. Tariff policy and the depreciation of the dollar have had only a limited 

upward impact on inflation and interest rates. The conflict in the Gulf, with the resulting increase in oil 

prices, is likely to constrain monetary policy in several countries and lead to a downward revision of 

global growth projections from 3.3% to 2.9% in 2026.

The US. The outlook is for somewhat more moderate growth, reflecting the lagged effects of past 

monetary tightening and the rise in fuel prices caused by the war. Inflationary pressures (wages, 

tariffs, and dollar depreciation) are likely to prevent further interest rate cuts in 2026. The backdrop 

remains one of a weakening U.S. dollar, to be reversed only when and if the monetary authority 

reaffirms its commitment to the 2% annual inflation target.

International

China. The trend is toward a continued slowdown, driven by contradictions within the model itself: 

excess capacity, high indebtedness (particularly in the real estate sector), structural weakness in 

domestic consumption, population aging, and a weakening of rural-to-urban migration, among 

others. Added to this are U.S. efforts to limit the expansion of China’s economic, political, and 

technological influence globally.

Chart 2. Brent Crude Oil Price 
(USD per barrel)Outlook 
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Fiscal Agenda: The outlook for public debt remains challenging. GDP is expected to continue being 

supported by fiscal and quasi-fiscal impulses, which in turn sustain higher interest rates and rising 

indebtedness (for the government, corporations, and households). The budget projects a primary 

surplus of 0.25% of GDP for the federal government, but the year is likely to end with a deficit of 

around 0.5% of GDP (excluding adjustments, incorporating more realistic assumptions, and adding 

the results of states and municipalities). Higher oil prices are expected to generate additional 

revenues of around BRL 15 billion over the year (BRL 11 billion for every USD 10 increase over 12 

months), which are likely to be spent on fuel subsidies for gasoline and diesel.
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2026 Elections: Financial asset prices are likely to react increasingly strongly to evolving expectations 

regarding the economic agenda that will prevail in the 2026 election. We have argued that the 

skepticism and conservatism of Brazilian voters tend to create challenges for the incumbent, who 

may respond by proposing populist measures (fuel subsidies, a 6x1 workweek structure, debt 

renegotiation, etc.). The prospect that a more austere fiscal framework will be implemented in 2027 

should help keep the Brazilian currency supported throughout 2026.

Structural Reforms: The focus of parliamentary activity will be on the elections. On one hand, the 

government will seek to approve the end of the 6x1 workweek structure, while the opposition will 

attempt to push forward an investigation into the Banco Master scandal. The electoral agenda makes 

it difficult to advance reforms in 2026. The main regulatory theme will likely be the first phase of the 

implementation of the tax reform, whose effects will still take time to be felt in the economy (only 

from 2032, after the transition period, will the new system be fully in place). The post-election agenda 

is expected to include Administrative Reform (mainly addressing fringe benefits), a new round of 

Pension Reform (tackling the indexation of benefits), and a reform of the fiscal framework.

Politics and Regulation

Source: Datafolha

Chart 3. President 
Disapproval Rate (Bad / 

Very Bad)
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Source: Brazilian Central Bank

Chart 4. Debt Burden: 
Household income 
committed to debt 

service (amortization and 
interest payments) as a 
percentage of Income

FX: High interest rates in Brazil, favorable flows to emerging economies, the depreciation of the U.S. 

dollar in international markets, and even the higher oil prices, all support a stronger Brazilian real. 

Changes in the global backdrop or in market tolerance regarding fiscal prospects could reverse the 

recent strengthening trend, but we believe it is more likely that the exchange rate will move toward 

BRL 5.00 per USD in the coming months.

Financial Conditions: Household income committed to debt service (amortization and interest 

payments) remained stable at 29.3% in the January reading, the latest available (see Chart 4). This level 

is extremely high: it fluctuated between 22% and 25% for ten years up to 2021, but surged after COVID-

19. The financial burden will certainly pose a challenge to the recovery of consumption and may even 

influence elections.

Local Economy

Inflation and Interest Rates: The oil shock will be inflationary. Considering gasoline, diesel, and pass-

through effects along the supply chain, we estimate that a new assumption of Brent prices around 

USD 85 between May and December (instead of USD 68) could increase the 2026 CPI projection by 1.4 

percentage points. The government is working to mitigate this impact through subsidies, tax breaks, 

and by freezing Petrobras gasoline prices. The revised exchange rate projection, about 7% stronger 

than previously assumed, also helps contain the impact of rising fuel prices. Overall, inflation is 

expected to be around 0.5 percentage points higher than previously projected. This, of course, affects 

the expected path for the Selic rate, which should still decline, but at a slower pace.
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PEZCO  ECONOMICS  Economia  & Mercados

Contact:
economics@pezco.com.br 
+55 (11) 3582 5509
Rua Bela Cintra, 1200, 1º andar, Consolação, São Paulo, SP

This report was prepared and published by the partners and consultants of Pezco Consultoria, 

Editora e Desenvolvimento Ltda (“Pezco Economics”) exclusively for clients and partners.It aims to 

support discussion of economic and sectoral conditions through compiled information and 

analytical perspectives. While best efforts were made to ensure reliability, accuracy cannot be 

guaranteed. Forecasts are based on information available at the time and assumptions may change 

significantly. This document does not constitute an offer or solicitation to buy or sell any goods or 

services. Pezco Economics and its professionals are not responsible for decisions made based on this 

report. Reproduction or redistribution, in whole or in part, requires prior written consent.
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