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Brazil Central Bank Preview: December 2021 
  

Details:  

 

Monetary policy decision and Copom Statement release: 2130GMT / 1630ET, Wednesday 8th December 2021. 

 

MNI Point of View:  
In line with the guidance from the October meeting statement, the Copom will likely raise the Selic rate by a 
further 150bp this week, to 9.25%. IPCA inflation hovering just below 11%, as well as the continued 
pressure on 2022 inflation expectations, confirm the need for further aggressive monetary tightening. Calls 
for an even greater acceleration of monetary tightening have largely been dispelled given the latest dip in 
GDP figures, combined with the reductions to 2022 growth expectations.  
 
 
Relentless Surge In Consumer Prices 
 
Mid-month IPCA inflation in Brazil reached 10.73% 
Y/y slightly above the expected level of 10.69% and 
well above the prior reading of 10.34%. According to 
the latest BCB Focus survey, economists forecast 
inflation to end 2021 at 10.18%, a considerable 
increase from the projections at the October meeting 
of just 8.96%.  
 
Perhaps more importantly, the same survey now 
forecasts 2022 year-end inflation to reach 5.02%. Up 
from 4.4% before the October meeting, this 
represents the first breach of the upper tolerance 
band of the 2022 target of 5%. The continuing 
deterioration of medium-term expectations will remain 
the primary concern of the committee and should 
prompt further aggressive monetary policy tightening. 
 
  
 
Growth Outlook Rules Out Any Further Acceleration Of Hiking Pace 
 
Q3 data disappointed expectations and contracted -
0.1% Q/q. This took the annual growth rate down to 
4.0% against expectations for 4.3% growth. The data 
prompted many analysts to adjust their growth 
forecasts for the Brazilian economy. Several cited the 
economy as already slowing down, adding that the 
pace of growth should continue to worsen given the 
significant monetary adjustment. 
 
Indeed, the Focus survey has trimmed the 2022 GDP 
forecast from 0.58% to 0.51%. To highlight the rapid 
adjustment, before the last BCB meeting, this metric 
stood at 1.4% and is indicated by the red line in the 
chart across. 
 
 

Source: Brazil Central Bank 
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Spending Bill Approval Provides Short-Term Respite For Swap Rates 
 
Increasing volatility led to sharp upward pressure on the entire DI curve around the October Copom meeting. 
Uncertainty surrounding the breach of the key fiscal anchor to finance a new aid program continued to fuel 
speculations that the BCB may need to further increase the pace of hikes to combat inflationary pressures. 
 
Throughout November and following the vote on both the spending bill and ‘precatorios’ passing through congress, 
these speculations have abated, and the DI curve has flattened. The belly and the long end of the curve have 
shifted roughly 150 basis points from their October peak. Any shift towards a relatively dovish message on growth 
concerns will likely lend further support. 
 
USDBRL has remained stable, however the short-term technical outlook remains bullish. Firm support is unchanged 
at 5.3885, whereas the resistance area of focus remains on a channel top, residing around 5.83. Continued 
monetary tightening appears critical in keeping BRL from depreciating further, especially as the dollar continues to 
soar and Brazil enters an election year in 2022. 
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Analyst Views (Alphabetical Order):  
 
Of 31 surveyed estimates on Bloomberg, there is unanimity among analysts that the Copom will raise the Selic rate 
by 150bps to 9.25%. 
 
Barclays: Still See Upside Risks To Their 2021 And 2022 Inflation Forecasts 
 

• Along the same lines as market participants, Barclays are expecting a 150bp rate hike, to lift the Selic to 
9.25%. 

• The important question is what the Copom will signal in terms of what it will do later on. The BCB has 
already hiked rates 575bp since March, and not only was GDP lower than expected in 3Q21 (-0.1% q/q vs. 
0.0% expected), but 2Q21 GDP was revised downwards, to -0.4% q/q, from -0.1%, reflecting that growth 
has broadly stagnated after its post-pandemic rebound. 

• Still, inflation continues to increase (IPCA-15 y/y: 10.7% in mid-November), and the BRL has depreciated 
15% vis-à-vis the US dollar since June, influenced by adverse fiscal developments.  

• All in all, Barclays still see upside risks to their inflation forecasts for 2021 and 2022 (of 10.0% and 4.6%, 
respectively) and our terminal Selic rate at 11.25%. 

 
 
Goldman Sachs: Likely to Deliver Another 150bp and Guide for More 
 

• GS expect the Copom to deliver another 150bp Selic rate hike at the Dec 8 meeting, driving the Selic policy 
rate to an above-neutral 9.25%.  

• Given the deterioration in the current and expected inflation backdrop, they expect the forward guidance to 
likely indicate a hike of the same magnitude at the Feb 2, 2022 meeting, but the Copom may also elect to 
keep optionality by simply signalling the intent to drive the policy rate further into restrictive territory but 
without explicitly signaling the magnitude of the early 2022 move given the unsettled growth and inflation 
dynamics and uncertain Covid backdrop. 

• In their assessment, a forceful near-term monetary policy response is warranted not only because of the 
deterioration of the inflation outlook for 2022 and the overall balance of risks around it, but also because of 
the investment and growth damaging effect of lingering financial volatility amidst high fiscal- and policy-
premia.  

• Furthermore, the weakening of the fiscal anchor and other policy and political developments suggest that 
the neutral real interest rate is likely moving up. This requires a hawkish calibration of short-term monetary 
policy as well. 

• In all, GS expect the post meeting communique to acknowledge growing signs of inflation dissemination 
(second-round effects), deterioration of the 2021-2022 inflation expectations, and overall worsening of the 
outlook for inflation, including core and services. GS also expect the balance of risks for inflation to remain 
asymmetric to the upside. 

 
 
JPMorgan: BCB To Maintain A Tough Tone And A Steady Tightening Pace 
 

• Expecting 150bp Selic rate hike this week. With inflation surprising to the upside with high dispersion and 

persistency, rising inflation expectations, and chances of further deterioration of the fiscal outlook, the main 

risk was for an acceleration in the pace of tightening. 

• However, the recent advance of the constitutional amendment that changes the spending cap and the 

court-ordered payments tends to reduce fiscal uncertainty for now, at the same time that the recent GDP 

growth figures disappointed. These two factors are leading expectations to converge on the call for a 150bp 

hike. 

• The guidance for the next meetings will be equally important. In JPM’s view, the COPOM will signal 

“another adjustment of the same magnitude” for the February meeting and will continue affirming that it is 

appropriate to move “even further into the restrictive territory.”  

• JPM calculations suggest that BCB’s inflation forecasts for 2022 will be roughly stable and for 2023 will be 

slightly lower as it will consider a higher SELIC rate as it is in the Focus survey. But now it seems more 
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uncertain the degree that 3Q GDP release and the new COVID-19 variant will increase the COPOM’s 

concern about economic growth, which might lead to an earlier-than-expected deceleration of the tightening 

pace.  

• JPM believe that BCB will maintain a tough tone in its communication and a steady tightening pace to avoid 

a further rise of inflation expectations, which if continued could dent BCB’s credibility. 

• The statement should again start shifting the description of the global outlook as more challenging, 

particularly as central banks in developed economies send more hawkish messages. JPM also see the 

COPOM reinforcing the additional, widespread deterioration of inflation beyond expectations. 

 
Scotiabank: Inflation Pressure Reinforce October’s Statement Guidance 
 

• Brazil’s central bank is expected to hike its policy Selic rate by another 150bps to 9.25% on Wednesday.  

• Why? Because at the last meeting on October 27th they hiked by 150bps and rather explicitly said “For the 

next meeting, the Committee foresees another adjustment of the same magnitude.”  

• Since then, Brazilian inflation spiked higher again on November 10th when it hit 10.7% y/y (from 10.25%). 

Another inflation update is coming this Friday. 

 
SocGen: In Face Of Double-Digit Inflation, BCB Has No Room To Stay Accommodative 
 

• Given the double-digit inflation (which continued to accelerate as of November) and 2022 inflation 
expectations, rising to the upper ceiling of the BCB’s target range (3.50%, +/-1.5pp), in SG’s view, the 
central bank has little choice but to tighten further. Inflation expectations for 2023 have now also moved 
above target for the year (3.25%, +/-1.5pp). Basically, the inflation problem is not proving entirely transitory 
even if SG continue to expect significant moderation in the coming months and quarters for various reasons 
(base effect, supply improvement, etc). 

• The BCB has acknowledged that economic data flows have weakened in recent months and the more 
recent data releases point towards a possible technical recession. Nevertheless, in the face of double-digit 
inflation, the BCB has no room to stay accommodative. 

• SG believe that with inflation likely to end 2021 in the double digits, and inflation expectations moving 
significantly above target over the policy horizon, the BCB will likely raise rates at least until it has 
established a real interest rate that it believes will tighten demand growth and slow inflation meaningfully.  

• In light of inflation developments and their forecasts, SocGen expect the BCB to tighten the policy rate by 
150bp in December, 100bp in February and 50bp each in March and May to take the Selic rate to 11.25% 
and the real Selic rate above the neutral real rate cited in the past by the BCB (of c.3.0%). 

• While a rate cut by 4Q22 is still possible (depending on how much tighter the Selic rate goes in 1H22), this 
is not SG’s baseline scenario. Nevertheless, they do expect a significant easing in 2023, projecting an 
overall rate cut of 300bp over the course of that year. 

• Risks to those forecasts are broadly balanced, given the high inflation but deteriorating growth outlook. The 
consensus for the Selic rate now matches their forecast in 2022, but it also sees faster rate cuts than they 
expect right now in 2023 (the consensus Selic rate forecast for end-2023 is 7.75% vs SG’s 8.25%).  

• On the upside, strong inflation inertia and the changes to fiscal rules (with the elections approaching in 
October 2022) would dent inflation expectations further and put additional pressure on the BCB to raise 
rates again. On the downside, a collapse in economic activity in the coming months could force the BCB to 
keep real rates just above zero rather than taking them deep into restrictive territory. 

 
 
TD Securities: BCB Will Continue Focus On Containing Rising Inflation Expectations 
 

• TD expect the BCB to hike by 150bp at the Copom meeting this week.  

• Despite two quarters of negative sequential growth (-0.4% in Q2, and -0.1% in Q3) the BCB will continue to 
focus on inflation and containing rising inflation expectations. 

• A positive effect of this will be further yield support for BRL, which continues to see improvement in its yield-
to-vol profile. 

 


