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BRAZIL: 10 themes for 2026
Activity: moderate deceleration

1. Increasing our GDP growth forecast for 2026 to 1.9% from 1.7%; our call for 2027 is 1.7%. What factors are driving growth, and is there any bias? 

2. What explains the recent labor market dynamics? What is the outlook for 2026?

BRL: limited room for sustained appreciation

3. Benign external environment versus domestic uncertainty: which factor will drive FX dynamics throughout the year?

4. The deterioration of external accounts constrained the BRL appreciation in 2025. What should we expect for 2026? 

Inflation: IPCA within the tolerance range

5. What should we expect for 2026 and 2027? What are the main risks?

6. Could downside risks in tradable goods bring inflation closer to the target?

Monetary policy: approaching the beginning of an easing cycle

7. When will it start, and how large will it be? 

Public accounts: stimulus amid electoral uncertainty

8. Additional demand-side stimulus remains the main fiscal risk in 2026

Elections and the challenges for the next administration

9. Elections: the race is likely to be narrow. Will the elected government signal a fiscal adjustment in the next mandate?

10.  Fiscal adjustment: what is the size of the required adjustment?
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Activity: moderate deceleration

1. 2026 GDP at 1.9%. What factors are driving growth, and is there any bias? 
▪ We revised our GDP growth forecast to 1.9% (from 1.7%), incorporating the upward revision to global economic activity.

▪ In addition to the global environment, fiscal and quasi-fiscal impulses are also contributing to growth this year and are set to
increase to 1.1 p.p. (from 0.4 p.p. in 2025): 0.3 p.p. from BNDES, 0.3 p.p. from income tax exemptions, 0.1 p.p. from E&M, and 0.4 p.p. 
from federal spending.

▪ The bias remains tilted to the upside, given the possibility of additional measures in an election year.  

*Fiscal Impulse: 4Q Moving average of (transfer expenditures in t minus transfer expenditures in t–4)/ GDPt-4. 
Transfer expenditures include spending on social security benefits, wage bonuses and unemployment 
insurance, LOAS and RMV benefits, Bolsa Família, and extraordinary credit.
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Activity: moderate deceleration

1. 2027 GDP at 1.7%. What factors are driving growth?

▪ Lower fiscal impulse being offset by a less restrictive monetary policy.

*Monetary impulse: average of the interest-rate and credit impulses (Core household credit, Core corporate credit, 
housing credit, and capital markets).
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Activity: moderate deceleration
2. What explains the recent labor market dynamics? What is the outlook for 2026?

▪ Cyclical factors show early signs of moderation in the labor market, but structural factors make it difficult to assess the degree of 
tightness.

▪ Unemployment has declined by roughly 6 p.p. relative to pre-pandemic levels, with a 4.6 p.p. contribution from higher employment
(employed population) and 1.5 p.p. from a lower labor force participation rate. Even after accounting for structural factors, an
unemployment rate around ~5.5%-6.0% still signals a tight labor market.

▪ With growth set to slow but no recovery in the participation rate ahead, we project unemployment at 5.5% in 2025, 5.7% in 2026, and 
6.0% in 2027. 

*BCB’s Monetary Policy Report of Sep/25 showed that the effect of the decline in the 
participation rate offset the drop in the labor force, leading to a decrease in unemployment.

Impact on 

Employment

Impact on 

Participation 

Rate

Impact on 

Unemployment

Cyclical Factors

Growth above potential ↑ -- ↓
Post-pandemic recovery led by 

labor-intensive sectors ↑ -- ↓

Increased share of fiscal transfers in 

household income -- ↓ ↓

Structural 

Factors

Labor reform boosting formalization ↑ -- ↓

Demographic and educational shifts ↓ ↓ ?*

Introduction of digital labor platforms ↑ ↓ ↓
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BRL: limited room for sustained appreciation
3. Benign external environment versus domestic uncertainty: which factor will drive FX dynamics 
throughout the year?
▪ A weaker global dollar (with a more dovish Fed) supports emerging market currencies (stronger BRL)

▪ Interest rate differential remains a buffer: even as it declines, it will stay high compared to peers (stronger BRL)

▪ With the electoral outlook still uncertain, the risk premium is set to remain under pressure (particularly in 2Q) (weaker BRL)

▪ We forecast the exchange rate at BRL 5.50 per dollar in 2026 and BRL 5.70 per dollar in 2027.

Interest rate differential still acts as a buffer Risk premium tends to remain under pressureWeaker USD globally
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4. The deterioration of external accounts constrained the BRL appreciation in 2025. What should we 
expect for 2026? 

▪ In 2025, a current account deficit larger than foreign direct investment (FDI) inflows limited BRL appreciation. At the margin, conditions 
improved, but not enough to support a more meaningful strengthening of the currency.

▪ We do not anticipate additional deterioration in 2026, although improvement is set to be gradual: (i) economic activity moderation; but (ii) 
structural weaknesses in the current account (related to items with limited correlation to the economic cycle and the BRL) result in a 
slower adjustment path.

▪ We revised our trade balance forecast to USD 74 billion in 2026 (from USD 65 billion) and USD 75 billion in 2027 (from USD 70 billion). As 
a result, our current account deficit projections were also revised to USD 70 billion in 2026 (from USD 77 billion) and USD 68 billion in 
2027 (from USD 71 billion), equivalent to 2.9% and 2.7% of GDP, respectively, still above the historical average.

BRL: limited room for sustained appreciation

*Cyclical: Trade balance, income, travel, transport, others / Structural: Equipment rentals, cultural, personal and recreational services, intellectual property services, telecommunications, computer and information services, others.

The deterioration of external accounts constrained the BRL 

appreciation in 2025

Current account: slight cyclical improvement and 

structural deterioration*
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Inflation: IPCA within the tolerance band
5. What should we expect for 2026 and 2027? What are the main risks?

▪ We forecast IPCA at 4.0% inflation in 2026, reflecting deceleration in goods and services prices, while food prices are likely to rise 
amid the protein cycle. The lowest 12-month inflation reading will come in July (2.9%).

▪ The balance of risks is tilted to the downside for food (higher domestic meat availability due to lower exports) and for goods 
(elevated inventory levels). By contrast, we see upside risks in services, particularly auto insurance.

▪ For 2027, we also project IPCA at 4.0%, with a still-resilient labor market keeping services inflation under pressure.

Weight Description 2024 2025 2026 2027

100.0 IPCA 4.8 4.3 4.0 4.0

73.7 Market-Set prices 4.9 3.9 4.1 3.9

15.4 Food at home 8.2 1.4 5.0 4.6

22.9 Industrial 2.9 2.4 1.3 1.3

15.5 Underlying Industrial 2.4 3.2 2.0 1.6

35.3 Services 4.8 6.0 5.5 5.1

21.1 Underlying services 5.8 5.8 5.8 5.2

26.3 Regulated prices 4.7 5.3 3.7 4.3

4.3 Eletricity -0.4 12.3 6.1 6.2 

5.2 Gasoline 9.7 1.9 0.2 0.0 
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Inflation: IPCA within the tolerance band
6. Could downside risks in tradable goods bring inflation closer to the target?

▪ Food: we expect upward pressure over the year amid  lower domestic meat availability. However, limits on Chinese imports of Brazilian 
meat could offset the tighter supply, with a downside impact on our inflation forecast of up to -20 bps, particularly in the second half.

▪ Industriais: disinflation is driven by elevated inventories and a stronger BRL (on average). Slower activity (which may keep inventories 
high for longer) and decreasing prices of Chinese imports represent downside risks to goods inflation of up to -20 bps.

▪ Despite these downside risks in tradables, service inflation will likely remain as a key source of pressure on 2026 IPCA.

Domestic availability of meat

(Slaughter + Imports - Exports)

Inventories

(excessive - insufficient) Import price index – China origin
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Monetary policy: approaching the beginning of an easing cycle
7. When will it start, and how large will it be? 

▪ The Copom continues to see evidence that the current monetary policy strategy is working, with signs of moderation in activity and 
consumption and improving inflation dynamics, creating conditions for the start of the easing cycle.

▪ However, disinflation remains concentrated in tradable goods, which calls for caution in interpreting the inflation outlook, as deeper 
or faster easing cycles could negatively affect the currency, particularly in a context of still-resilient non-tradable inflation.

▪ We expect the start of the rate-cutting cycle to be postponed to March (with -25 bps; previously expected for January).

▪ The Selic rate is set to reach 12.75% p.a. in 2026 and 11.75% p.a. in 2027, gradually reducing the degree of monetary restrictiveness 
while remaining in contractionary territory.

*Inflation delta: (high-low) or (low-high) in 12 months

Change in tradables inflation and the size of the cycle Change in non-tradables inflation and the size of the cycle
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Public accounts: stimulus amid electoral uncertainty

8. Additional demand-side stimulus remains the main fiscal risk in 2026

▪ We expect a primary balance of -0.8% of GDP in 2026, implying a 0.3% of GDP challenge to meet the effective lower bound of the target.

▪ Despite the expected fiscal impulse (considering the personal income tax exemption) approaching historical levels observed in election 
years, the main risk remains expenditure execution above the framework’s spending cap, either explicitly through exemptions or via rule 
flexibilization.

Fiscal variables and stimuli
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Elections and the fiscal challenge for the next administration
9. Elections: the race is expected to be tight

▪ While government approval remains below the level historically required for reelection, public polls and betting markets indicate 
roughly a 50% chance of reelection.

Valid votes X Approval ratings

FHC 1998
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Elections and the fiscal challenge for the next administration
9. Will the elected government signal a fiscal adjustment in the next presidential term?

▪ Despite the need of a fiscal adjustment to stabilize public debt (approximately 4 p.p. of GDP), asset prices suggest roughly a 50% 
probability that the adjustment will be carried out.

𝑅𝑖𝑠𝑘 𝑝𝑟𝑒𝑚𝑖𝑢𝑚 𝑇 = 𝑥% 𝑇 . 𝑅𝑖𝑠𝑘 𝑝𝑟𝑒𝑚𝑖𝑢𝑚 𝑛𝑜 𝑓𝑖𝑠𝑐𝑎𝑙 𝑎𝑑𝑗𝑢𝑠𝑡𝑚𝑒𝑛𝑡 + (1 − 𝑥%) 𝑇 . 𝑅𝑖𝑠𝑘 𝑝𝑟𝑒𝑚𝑖𝑢𝑚𝑤𝑖𝑡ℎ 𝑓𝑖𝑠𝑐𝑎𝑙 𝑎𝑑𝑗𝑢𝑠𝑡𝑚𝑒𝑛𝑡
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Source: BCB
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GDP / 

real 

rates

4.0% 5.0% 6.0% 7.0%

1.5% 2.0% 2.8% 3.6% 4.4%

2.0% 1.6% 2.4% 3.2% 4.0%

2.5% 1.2% 2.0% 2.8% 3.6%

3.0% 0.8% 1.6% 2.4% 3.2%

Primary result that stabilizes debt in 80% of GDP

Elections and the fiscal challenge for the next administration
10. Fiscal adjustment: what is the size of the required adjustment?

0.84% 0.0% 1.0% 2.5% 3.5% 6.0%

0.0% -0.7% -1.4% -2.5% -3.1% -4.7%

1.0% 1.0% 0.2% -0.8% -1.5% -3.2%

2.0% 2.7% 1.9% 0.8% 0.1% -1.6%

3.0% 4.5% 3.7% 2.6% 1.8% 0.0%

Selic held at 10% between 2026 and 2030.

Real growth of expenditure y/y (2026–2030)
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Real Rate that stabilizes debt in 2030

How to stabilize the debt-to-GDP ratio at 80%?

▪ A significant fiscal adjustment, taking the primary balance to ~3% of GDP (a total consolidation of roughly 4 p.p. of GDP)

▪ Without fiscal adjustment and under an extreme scenario of financial repression  (real interest rate < 0%), inflationary spiral

Source: Itaú

Source: Itaú
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Current Previous Current Previous Current Previous

Economic Activity

  Real GDP growth - % 3.0 3.2 3.4 2.3 2.3 1.9 1.7 1.7 1.7

  Nominal GDP - BRL bn 10,080 10,943 11,779 12,708 12,718 13,370 13,348 14,141 14,111

  Nominal GDP - USD bn 1,951 2,192 2,186 2,273 2,279 2,437 2,458 2,521 2,516

  Population (millions) 210.9 211.7 212.6 213.4 213.4 214.2 214.2 215.0 215.0

  Per Capita GDP - USD 9,255 10,356 10,281 10,650 10,677 11,376 11,473 11,730 11,705

  Nation-wide Unemployment Rate - year avg 9.5 8.0 6.9 5.9 6.0 5.6 5.9 5.9 6.0

  Nation-wide Unemployment Rate - year end (*) 8.4 7.9 6.6 5.5 5.8 5.7 6.0 6.0 6.2

Inflation

  IPCA - % 5.8 4.6 4.8 4.3 - 4.0 4.0 4.0 4.0

  IGP–M - % 5.5 -3.2 6.5 -1.1 - 3.7 3.1 3.7 3.7

Interest Rate

  Selic - eop - % 13.75 11.75 12.25 15.00 - 12.75 12.75 11.75 11.75

Balance of Payments

  BRL / USD - eop 5.28 4.86 6.18 5.47 - 5.50 5.50 5.70 5.70

  BRL / USD - average 5.17 4.99 5.39 5.59 - 5.49 5.49 5.61 5.61

  Trade Balance - USD bn 62 99 75 68 - 74 65 75 70

  Current Account - % GDP -2.2 -1.2 -3.0 -3.3 -3.5 -2.9 -3.1 -2.7 -2.8

  Direct Investment (liabilities) - % GDP 4.0 2.9 3.4 3.7 3.7 3.8 3.7 4.1 4.1

  International Reserves - USD bn 325 355 330 360 - 360 360 360 360

Public Finances

  Primary Balance - % GDP 1.2 -2.3 -0.4 -0.5 -0.5 -0.8 -0.8 -0.9 -0.9

  Nominal Balance - % GDP -4.6 -8.8 -8.5 -8.5 -8.5 -8.9 -8.8 -8.4 -8.5

  Gross Public Debt - % GDP 71.7 73.8 76.3 79.0 78.8 83.9 84.0 87.9 88.1

  Net Public Debt - % GDP 56.1 60.4 61.3 65.4 65.6 71.0 71.0 75.1 75.3

  Growth of public spending (% real, pa, **) 6.0 7.6 3.2 4.1 4.2 3.7 3.4 2.5 2.5

Source: IBGE, FGV, BCB and Itaú

(*) Nation-wide Unemployment rate measured by PNADC, seasonally adjusted 

2027F2023

(**) We do not consider the 2023 payment of extraordinary court-ordered debts (precatórios). Including it, spending grew by 12.5% in 2023 and fell 

by 0.9% in 2024.

2026F2022 2024 2025F



Relevant Information

1. This report has been prepared and released by the Macro Research Department of Itaú Unibanco S.A. (“Itaú Unibanco”). This report is not a product of the Equity
Research Department of Itaú Unibanco or Itaú Corretora de Valores S.A. and shall not be construed as a research report (“relatório de análise”) for the purposes
ofArticle 1 of the CVM Instruction NR. 20, dated 2021.

2. The exclusive purpose of this report is to provide macroeconomics information and it does not constitute and shall not be construed as an offer to buy or sell or a
solicitation of an offer to buy or sell any financial product, or to participate in any particular trading strategy in any jurisdiction. The information herein is believed to be
reliable as of the date on which this report was released and it has been obtained from public sources believed to be reliable. However, Itaú Unibanco does not make
any explicit or implied representation or warranty as to the completeness, reliability or accuracy of such information, nor does this report intend to be a complete
statement or summary of the markets or developments referred to herein. Itaú Unibanco has no obligation whatsoever to update, modify or amend this report and inform
the reader accordingly.

3. The opinions contained herein reflect exclusively the personal views of the analyst responsible for this report and were prepared independently and autonomously,
including in relation to Itaú Unibanco, Itaú Corretora de Valores S.A. and any other companies within their economic group.

4. This report may not be reproduced or redistributed to any other person, in whole or in part, for any purpose, without the prior written consent of Itaú Unibanco. Additional
information on the financial products mentioned in this report may be available upon request. Itaú Unibanco and/or any other company within its economic group is not
and shall not be liable for any investment decisions (or otherwise) based on the information provided herein.

Additional Note: This material does not take into consideration the objectives, financial situation or specific needs of any particular client. Clients must obtain financial, tax,
legal, accounting, economic, credit and market advice on an individual basis, based on their personal characteristics and objectives, prior to making any decision based on
the information contained herein. By accessing the material, you represent and confirm that you understand the risks related to the financial instruments described in this
material and the laws in your jurisdiction relating to the provision and sale of financial service products. You acknowledge that this material contains proprietary information
and you agree to keep this information confidential for your exclusive use.

For inquiries, suggestions, complaints, criticisms and compliments, talk to Itaú’s CSCC: 0800 728 0728. Or contact us through our portal
https://www.itau.com.br/atendaitau/para-voce/. If you are not satisfied with the proposed solution, please contact the Itaú Corporate Ombudsman: 0800 570 0011 (on
weekdays from 9 AM to 6 PM) or our PO Box 67.600, São Paulo-SP, Zip Code 03162-971. Hearing impaired, every day, 24h, 0800 722 1722.

Macro Research – Itaú

Mario Mesquita –Chief Economist

To access our reports and forecast visit our website:

https://www.itau.com.br/itaubba-pt/macroeconomic-analysis
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