
CONFIDOR
The impacts of the War and the Pandemic on the Brazilian economy.

 

Economists agree that the increase in interest rates
is the best measure to control inflation, boosted by
the war, the pandemic and Brazilian internal
politics. However, the result has not been as
expected.
The recent lockdown in China could lead to a supply
shortage of machinery parts and raw materials for
industries worldwide, including in Brazil. This
scenario, combined with internal political issues
and crisis between political powers, also affects the
cost of living expenses.
The outcome is the increase in inflation to 12%,
accumulated over the last 12 months. In an attempt
to stop this growth of the inflation rate, the Brazilian
Central Bank has raised the basic interest rate to
12,75%. The Russian invasion in Ukraine, and the
economic sanctions imposed by the world's main
economies to Russia have set the alarm for yet
another world crisis.
With oil barrels hitting record prices in recent days,
and Russia being a major producer and exporter of
it, there is an expectation that nations will face an
even bigger increase in inflation rates, which is
today already pressured in many countries by their
fuel prices.

In Brazil, it is expected that the conflict is going to
have an impact in the economic activity and inflation
through different fields, such as increased
commodity prices, higher interest rates, lack of
inputs and currency devaluation. The intensity of
these effects, however, remains difficult to measure
given the uncertainty of duration of the war.
The most immediate impact of the war is on the
commodities prices. Oil and some foodstuffs started
a strong appreciation trend after the start of the
Russian offensive. The tendency is that the increase
in prices starts to affect consumers and, as a
consequence, they put pressure on inflation. 

Interest Rates
On May 4th, the Brazilian Central Bank Monetary
Policy Committee (Copom) decided to increase the
Selic rate from 11,75% to 12,75%. This increase of 1
percent, in the third meeting of the Brazilian Central
Bank Committee in 2022, was already expected by
the market. The committee's decision was
unanimous.
Copom said in a statement that "it will persevere in
their strategy until not only he disinflation process
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the disinflation process is consolidated, but also
the anchoring of expectations of its targets."

Contributions
A more prolonged conflict is likely to pressure
industrial sectors that rely on imported inputs.
These are productive chains that were already
suffering due to the pandemic. Agribusiness may
also be affected, as it relies on components
produced in Russia and Belarus for the
production of fertilizers. 

Agribusiness
Agribusiness may be directly affected by the
conflict, as it relies on components used in
fertilizers. Access to this input would be resolved
for planting the currently main Brazilian
agricultural crops, such as soybean and corn.
Agriculture Minister, Tereza Cristina, has already
said that Brazil has enough stock of fertilizers until
the beginning of the next harvest, in October.
However, the Brazilian Association for the
Diffusion of Fertilizers (Anda) has estimated the
stock duration to be three months. For Borges, an
increase in fertilizer purchase costs is taken for
granted, but if the conflict between Russia and
Ukraine continues, it could lead to a shortage of
the input. In Brazil, many harvest problems may
have effects on economic activity until 2023.

Exchange rate
The commodities appreciation may be mitigated
by the devaluation in the dollar, a trend that
began at the beginning 2022, since Brazil is an
exporter of many of these raw materials.
However, the escalation of geopolitical tension
makes it more difficult to predict which path the
exchange rate will follow in the upcoming months.

Global Economy
The War in Ukraine could cause recession in the
global economy if the experience with the first
Gulf War is repeated. After Iraq invaded Kuwait in
1990, the United States entered the conflict in
1991. Oil prices rose, and there was a "brief and
modest" recession between late 1991 and early
1992.

Growth of the Brazilian economy in the
current scenario
Despite the higher level of interest rates, the
Brazilian Institute of Applied Economic Research
(Ipea) maintained their forecast of 1,1% growth in
the Brazilian economy this year in their bulletin
"Visão Geral da Conjuntura", published on March
31st.

However, in the Brazilian Central Bank's Focus
Report, published on April 26th, the market
projections for Brazilian economic growth in 2022
were 0,65%. For 2023, the midpoint of
expectations for expansion of the Gross Domestic
Product (PIB) was 1%. For 2024 and 2025, 2%,
unchanged over the last 19 and 24 weeks,
respectively.

The information was obtained from the Brazilian
Central Bank website and from newspaper

reports in the Brazilian press.
 
 


