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Increasing global and  
domestic uncertainty

Armando Castelar Pinheiro and Silvia Matos

Global uncertainty has increased, according to the World Uncertainty Index (WUI), a measure that encom-
passes the situation in 143 countries.

It is not hard to identify the various sources of this heightened uncertainty. The continuing war in Ukraine, as 
well as the sanctions imposed in response to it, is one of them. The challenge that the pandemic continues to 
impose on the Chinese economy and, by extension, on global value chains, is another. Added to this are strong 
and to a certain extent surprising inflationary pressures. Prices are rising at a pace and with a degree of disse-
mination not seen in decades. This has resulted in additional uncertainty about how much and when monetary 
policy will need to be tightened, in virtually all countries, and how this will affect the level of activity. The prospect 
of recession is becoming increasingly likely in many economies.

Indeed, rising uncertainty has been a bad sign for global economic activity for some time. The WUI is based 
on quarterly data and higher uncertainty in the first quarter foreshadowed significant declines in world growth. 
According to the survey’s authors, the increase in uncertainty in the first quarter could be enough to reduce an-
nual global growth by as much as 0.35 percentage points.

Since then, the prospects have become even more challenging. At the end of the second quarter, demand 
lost traction in developed countries, reflecting the escalation of inflation and the deterioration in producers’ ex-
pectations, especially in the manufacturing sector.

Recently, the main monetary authorities, while attending the annual conference of the European Central 
Bank, stressed that the era of low inflation and low interest rates had come to an end, after the inflationary shock 
caused by the pandemic and Russia’s war against Ukraine. In the United States, the chairman of the Federal 
Reserve reinforced the need to raise interest rates quickly to fight inflation, noting that “the process is highly 
likely to involve some pain, but the worst pain would be from failing to address this high inflation and allowing it 
to become persistent.”

Inflationary pressures have not eased in the United States. In June, the Consumer Price Index reached 9.1% 
in the previous 12 months, involving price increases across the economy. The job market is still very strong, with 
wages on the rise, putting pressure on service inflation. This inflationary picture has worried the Federal Open 
Market Committee’s members, and their remarks show not only their intention to maintain the monetary tighte-
ning pace of 75 basis points, but also the possibility of future hikes of 100 basis points.

In Latin America, the monetary tightening cycle continues to advance. It will tend to be reinforced by the fact 
that economic activity has been beating expectations. This has also been contributing to a more inflationary envi-
ronment, even though this improvement in activity will probably be transient. Thus, although activity was stronger 
than expected in some Latin American countries at the beginning of 2022 (partly helped by improved terms of 
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trade, the reopening of the economy, the use of savings accumulated during the pandemic and more fiscal sti-
mulus), future prospects are very negative. In fact, the much more challenging external environment, erosion of 
real income, monetary tightening and turbulent political environment in many countries are together expected to 
cause a slowdown in growth in the second half of the year and into 2023. Accordingly, although market players 
are revising their 2022 growth projections upward, they are cutting their 2023 forecasts.

In Brazil, the situation has not been very different. The forecasts also point to a strong deceleration in acti-
vity in 2023. However, in the short term, activity has surpassed expectations, especially in terms of the services 
sector and job creation. As a result, we have raised our growth forecast for the second quarter, compared to 
the first, from 0.4% to 0.8% (quarter-over-quarter). However, it is important to point out that second-quarter GDP 
was boosted by the early payment of Christmas bonuses to pensioners and the release of money from workers’ 
Government Severance Indemnity Fund (FGTS). Therefore, given very high inflation and without further releases 
of funds, the tendency will be for a significant slowdown in household consumption growth in the third quarter.

As the elections approached, therefore, everything indicated that new measures to sustain income (and 
consumption) would be taken. The big question was how to design these policies, entailing a significant incre-
ase in public spending, but without increasing agents’ risk perceptions. As at other times, although the federal 
government’s spending ceiling continues to exist formally within the Constitution, in practice it has lost much 
of its credibility, and this will have negative impacts on activity going forward. Indeed, for the third year in a row, 
constitutional amendments have been passed to increase fiscal stimulus, raising spending above the ceiling. 
Constitutional Amendment Proposal 1 of 2022, which restored the state of emergency, will allow spending above 
the ceiling of R$42 billion. It included a temporary increase in the Brazilian Aid Program, of R$200 per month, the 
doubling of natural gas subsidies for low-income families, and the creation of a voucher for truck drivers worth 
R$1,000 per month.

In addition, temporary tax reduction measures that were implemented have significantly reduced inflation 
this year, especially in the third quarter, but they will generate higher inflation next year, which is the relevant ho-
rizon for monetary policy. In this context, inflation expectations for 2023 continue to deteriorate.

The worsening fiscal situation and inflationary expectations are putting further pressure on market interest 
rates. Fiscal efforts ought to be on the new administration’s list of priorities, as one of the main issues in econo-
mic policy will be how to guarantee the sustainability of public debt in a context of higher interest rates, growing 
interest payments, a spending ceiling that has lost much of its usefulness and intensifying pressure for more 
social expenditure.

Returning to the path of fiscal consolidation will be critical to achieving a sustainable public debt trajectory. 
This implies the need for further structural reforms and a strong fiscal anchor. It is not clear how fiscal consolida-
tion will be attempted in future: whether through increases in the tax burden or through spending cuts. It is worth 
mentioning here that our tax burden is already very high, having reached 33.9% of GDP in 2021, much higher 
than the average for Latin America and close to the average for OECD countries.

In all, because of the various measures discussed above, we have raised our growth forecast for 2022 from 
0.9% to 1.7%. However, we have cut our growth forecast for 2023 from +0.4% to -0.3%. Therefore, there is no-
thing to celebrate. 

With these issues in mind, this edition of IBRE’s Macro Bulletin includes the following highlights:
Economic activity �  – page 7: In May, high-frequency indicators showed a slowdown in the pace of econo-
mic growth, although industry’s results were more positive for the second month in a row. Services grew 
again at the margin, while retail did worse than expected and industry, despite its slightly more favorable 
two-month period, continued to suffer from logistical bottlenecks. As a result, we revised our GDP growth 
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projection for the second quarter from 0.4% to 0.8%, compared to the first quarter of 2022. We believe 
there is still room for some service activities to recover. On the other hand, on the demand side, although 
we expect a strong second quarter for household consumption, activity across the year as a whole is likely 
to be weak, and investment is set to shrink in 2022. Accordingly, and following the approval of some fiscal 
stimulus measures by Congress, we raised our growth forecast for the year from 0.9% to 1.7%. This revision 
was due to temporary measures. At the same time, we cut our 2023 growth projection from +0.4% to -0.3%, 
given the more favorable basis of comparison this year and the discontinuation of stimulus next year. 

Business people’s and consumers’ expectations �  – page 9: Business and consumer confidence indexes 
ended the second quarter on a high. Despite these favorable results, our preliminary numbers for July signal 
a possible deceleration in the second half of the year. The effects of fiscal incentives will be temporary and 
partly offset by higher household debt, so the consumption of goods and services is not expected to rise sig-
nificantly. The service sector, which had been recovering, seems to be slowing down, raising concerns about 
the continued recovery of the labor market. In addition to the challenging macroeconomic environment, the 
looming elections will make the evolution of confidence in the coming months more uncertain.

Labor market �  – page 11: The May results of the Continuous National Household Sampling Survey (PNADC) 
indicate an unemployment rate of 9.8%, 0.4 percentage points below FGV IBRE’s forecast. In seasonally ad-
justed terms, this result indicates another strong fall in unemployment, from 10.2% to 9.6%. The recent decli-
nes are mainly explained by an acceleration in the number of informal economy workers. The service sector, 
which boosted employment until April, recorded a drop in May, offset by agriculture and industry. The labor 
market’s better dynamics are explained by both the composition of GDP recovery and the dynamics of labor 
earnings. In turn, the General Employment Registry (CAGED) indicated net employment growth slightly above 
that projected by FGV IBRE: 277,000 jobs (compared to our projection of 200,000). For June, we forecast the 
net creation of 240,000 jobs, or around 334,000 in seasonally adjusted terms.

Inflation �  – page 14: The reduction in Tax on Circulation of Goods and Services (ICMS) will slow inflation down 
but not come close to solving this issue definitively. Prices have been rising in all parts of the Brazilian eco-
nomy. According to FGV IBRE’s Official Inflation Monitor, the diffusion index shows that 70% of the Extended 
Consumer Price Index’s components are still rising. Core inflation also shows how prices are persistently 
rising. The world economy is going through a troubled period, rocked by bottlenecks in production chains, 
war, COVID-19 and accelerating inflation. Given these challenges, the major economies are committed to 
containing inflation. Its persistence has led to greater monetary tightening – a bitter medicine whose side 
effect may be recession. The risk of this happening is increasing and this seems to be the real remedy against 
global inflation.

Monetary policy �  – page 15: In the monetary policy section, our analyst highlights uncertainties surrounding 
the future of the macroeconomic environment in Brazil and the difficulties that this situation imposes on the 
execution of Central Bank policy. The author looks at two different hypotheses related to a possible slowdown 
in inflation, starting in August. The possibility of an adjusted inflation target being adopted is ruled out in this 
analysis. The conclusion is that, quite possibly, our inflation targeting regime will not be dismantled, but it will 
work below its potential, due to the absence of a numerical objective that can be seen as realistic.

Fiscal policy �  – page 16: Brazil’s fiscal indicators continue to improve. Despite this, there is a growing clima-
te of concern. Congress recently passed a constitutional amendment containing a series of fiscal stimulus 
measures, which will have a projected impact of R$41.2 billion, equivalent to just over 0.4% of GDP. From a 
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macroeconomic point of view, most of the measures aim to alleviate inflation’s impact on the most vulnerable 
groups. Partly for this reason, it will be hard to make any significant fiscal efforts next year. Furthermore, there 
is an imbalance in several types of expenditure, including personnel and discretionary spending, which have 
dropped considerably in real terms. So, the markets seem to have realized that short-term signals are not a 
good long-term guide in the current circumstances. The government is having problems rolling over the pu-
blic debt and the upcoming elections are strengthening the idea of a lack of coordination between monetary 
and fiscal policies, which always de-anchors expectations.

External sector �  – page 17: The trade figures for the first half of 2022 show an increase in exports led by pri-
ces, while export volumes only expanded 0.2%. Imports also rose, due to higher prices, outweighing a decline 
in volumes. However, import prices rose more than export prices, leading to a drop in Brazil’s terms of trade, 
which has a negative effect on the country’s income. The volume exported to China continues to fall, while the 
recent growth in exports to Argentina is unlikely to be sustained as that country’s crisis worsens. 

International panorama �  – page 23: The big question that exists today for the international economy is the de-
gree of inertia in American inflation. In this context, the most worrying thing is core inflation indicators, derived 
from original indexes, constructed in order to better capture the cyclical component of inflation (meaning the 
component most directly linked to excess demand in relation to supply). Given that inflation is widespread, the 
only doubt is whether the reversal of inflation in the (few) items that have experienced strong supply restrictions 
in recent years will be able to make the entire index fall. The evidence indicates that the U.S. economy will have 
to go through a recession produced by monetary policy in order to bring prices down.

IBRE in focus �  – page 25: Finally, the IBRE In Focus section, written by researcher Anna Gouveia, is titled 
“Global Economic Uncertainty Soars Again, While Brazil’s Uncertainty Remains Moderately High.” The war in 
Ukraine has accentuated global value chains’ difficulties and generated new supply problems, especially in 
Europe, putting even more pressure on world inflation. This has heightened the risk of stagflation (low growth 
together with rising prices). In Brazil, short-term factors have held back the rise in uncertainty, but inflationary, 
economic and political (electoral) factors in the coming months mean that uncertainty is likely to increase in 
the second half of the year.



Brazilian Institute of Economics

Director
Luiz Guilherme Schymura de Oliveira 

Deputy Director
Vagner Ardeo

IBRE’s Macro Bulletin
General and Technical Coordination
Silvia Matos

Editorial Revision
Fernando Dantas

Artwork Editing
Marcelo Nascimento Utrine

Permanent Team
Aloisio Campelo Jr.
André Braz
Armando Castelar Pinheiro
Daniel Duque
José Júlio Senna
Lia Valls Pereira
Livio Ribeiro
Manoel Pires
Marina Garrido
Mayara Santiago
Rodolpho Tobler 
Samuel Pessôa
Viviane Seda

Notice
All statements expressed by Fundação Getulio Vargas employe-
es, in which they are identified as such, in articles and interviews 
published in the media in general, exclusively represent their 
opinions and not necessarily FGV’s institutional position.

This Bulletin was written on the basis of internal studies and 
using data and analyses produced by IBRE and other informa-
tion of public knowledge, dated up to july 20, 2022. IBRE’s Macro 
Bulletin is aimed at clients and professional investors. IBRE can-
not be held liable for any loss directly or indirectly arising from 
its usage or its content. It may not be reproduced, distributed or 
published by anyone, for any purpose.

We are an institution of a technical, scientific, educational and philanthropic nature, 
founded on December 20, 1944, as a legal entity subject to private law. Our purpose is 
to act in the field of the social sciences, particularly economics and administration, as 
well as to contribute to environmental protection and sustainable development.

Praia de Botafogo, 190 – CEP 22250-900 – Rio de Janeiro – RJ
Caixa Postal 62.591 – CEP 22257-970 – Tel.: (21) 3799-4747

First President and Founder
Luiz Simões Lopes

President
Carlos Ivan Simonsen Leal

Vice Presidents: Clovis José Daudt Darrigue de Faro, Francisco Oswaldo Neves 
Dornelles, Marcos Cintra Cavalcanti de Albuquerque

Board of Directors
Chairperson: Carlos Ivan Simonsen Leal

Deputy Chairpersons: Clovis José Daudt Darrigue de Faro, Francisco Oswaldo 
Neves Dornelles, Marcos Cintra Cavalcanti de Albuquerque

Board Members: Carlos Alberto Pires de Carvalho e Albuquerque, Cristiano Buarque 
Franco Neto, Ernane Galvêas, José Ermírio de Moraes Neto, José Luiz Miranda, 
Lindolpho de Carvalho Dias, Marcílio Marques Moreira, Roberto Paulo Cezar de 
Andrade

Alternate Board Members: Aldo Floris, Alexandre Koch Torres de Assis, Antonio 
Monteiro de Castro Filho, Ary Oswaldo Mattos Filho, Carlos Eduardo de Freitas, 
Gilberto Duarte Prado, José Carlos Schmidt Murta Ribeiro, Marcelo José Basílio de 
Souza Marinho, Willy Otto Jordan Neto

Board of Trustees
Chairperson: João Alfredo Dias Lins (Presidente em exercício)

Deputy Chairperson: João Alfredo Dias Lins (Klabin Irmãos & Cia.)

Board Members: Antonio Alberto Gouvea Vieira, Cid Heraclito de Queiroz, Eduardo 
M. Krieger, Estado da Bahia, Estado do Rio Grande do Sul, Federação Brasileira de 
Bancos (Isaac Sidney Menezes Ferreira), IRB – Brasil Resseguros S.A. (Antônio Cássio 
dos Santos), Luiz Carlos Piva, Luiz Ildefonso Simões Lopes, Marcelo Serfaty, Marcio 
João de Andrade Fortes, Maria Tereza Leme Fleury, Miguel Pachá, Pedro Henrique 
Mariani Bittencourt, Sindicato das Empresas de Seguros Privados, de Resseguros 
e de Capitalização nos Estados do Rio de Janeiro e do Espírito Santo (Ronaldo 
Mendonça Vilela), Souza Cruz S/A (Jorge Irribarra)

Alternate Board Members: Almirante Luiz Guilherme Sá de Gusmão, Carlos 
Hamilton Vasconcelos Araújo, General Joaquim Maia Brandão Júnior, Leila Maria 
Carrilo Cavalcante Ribeiro Mariano, Luiz Roberto Nascimento Silva, Manoel Fernando 
Thompson Motta Filho, Monteiro Aranha Participações S.A., Nilson Teixeira, Rafael 
Barreto, Ricardo Gattass, Sul América Companhia Nacional de Seguros (Patrick de 
Larragoiti Lucas)

Brazilian Institute of Economics
Director: Luiz Guilherme Schymura de Oliveira

Deputy Director: Vagner Laerte Ardeo

Public Statistics Superintendent: Aloisio Campelo Junior

Infrastructure and Governmental Markets Superintendent: Túlio Barbosa

Innovation Superintendent: Vagner Laerte Ardeo

Research, Data and Operations Superintendent: André Lavinas

Publications Superintendent: Claudio Roberto Gomes Conceição

Strategic and Organizational Management Superintendent: Joana Braconi



Macro
BULLETIN


