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Brazil Central Bank Review: May 2022 
  

Tightening Cycle Will Slow, But Not Over Yet 

 

Matching expectations, the BCB raised rates by 100bps to 12.75% on Wednesday, but signalled that this 

month’s hike will not be the final rate rise of this tightening cycle. This extends the bank’s hawkish tilt into 

the coming meetings, despite suggesting in previous statements that a May hike could be the final step in 

their current campaign against inflation. 

The accompanying policy statement removed previous references to the terminal rate of 12.75% being “sufficient for 

inflation convergence to levels around the target over the relevant horizon”, thereby opening the door for further rate 

rises this year as inflation expectations continue to run higher.  

Elsewhere in the statement, the communication was clear: “For its next meeting, the Committee foresees as likely an 

extension of the cycle, with an adjustment of lower magnitude.” This suggests the upcoming June meeting will see 

policy tightened further, albeit at a slower pace of 50 or 75bps. Nonetheless, Copom were careful to include cautious 

wording, allowing for some manoeuvrability if the outlook worsens.  

Reflecting this more cautious approach going forward, the BCB cited threats from the new COVID-19 wave in China, 

the Russian invasion of Ukraine as well as uncertainty surrounding foreign monetary policy settings.  

 

Figure 1: SELIC rate at new cycle high as tightening campaign extends 

 

Source: MNI/Bloomberg 

Statement Link  

https://www.bcb.gov.br/en/pressdetail/2436/nota 
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Sell-side Reviews  

Barclays: Not finished yet 

• Sees the communication as in line with their terminal rate forecast of 13.25%.  

• Overall, the board considered that the external environment has “deteriorated further” with inflationary 

pressures intensified by new supply shocks caused by the war in Ukraine and the new wave of COVID-19 

in China. 

• Inflation forecasts rose for 2022 and 2023. The board dropped the two scenarios presented in the March 

meeting, opting to consolidate its forecasts now under one set of assumptions.  

• The bank’s relevant horizon for monetary policy shifted completely into 2023, no longer including the current 

year. All in all, the BCB’s IPCA forecasts for 2022 remained above the ceiling of the official target range of 

3.5% +/- 1.5pp; for 2023, the forecast is slightly above the center of next year’s target of 3.25%.  

• The statement met our expectations for an open door to a 50bp hike in June (which we expect to 

materialize). We believe the Copom’s inflation forecast for 2023 remains relatively low at 3.4% versus our 

own 4.0% and the Focus consensus of 4.1%, facing upside risks. 

• In any case, a highly fluid and volatile external environment recommends caution, so the board does not 

rule out changing its course of action depending on the events between now and the 15 June meeting. The 

ongoing deterioration in expected inflation over a 24-month horizon poses a challenge to the BCB’s 

credibility, warranting a vigilant stance by the bank. In particular, we do not foresee current inflation 

dropping below 10% y/y until September, with a clearer disinflationary path toward the 8% handle 

happening only toward the end of the year. 

• We will look for more details on the board’s decision to signal a “likely” extension of the cycle in the Copom 

minutes to be released on Tuesday (10 May). 

Goldman Sachs: Not Done Yet! 

• The forward guidance points to additional tightening, with the Copom signalling that for the next meeting it 

foresees as likely an extension of the cycle, with an adjustment of lower magnitude. However, the Copom 

warns that heightened uncertainty around the current macro backdrop, the advanced stage of the monetary 

policy cycle, and the impact yet to be observed from recent hikes require additional caution in it actions. 

• The policy statement shows a vigilant but poised central bank, ready to validate a Selic rate above 13% but 

also cautious with regard to the next policy moves given the already clearly restrictive monetary stance, the 

lagged effects from recent hikes, and heightened uncertainty around the macro scenario. 

• In all, we are now entering a late-cycle fine-tuning stage. Finally, we highlight that the statement does not 

mention explicitly or implicitly that the likely June hike (of a smaller magnitude) will probably/possibly be the 

end of the cycle, after all the Copom no longer mentions that the interest rate cycle underpinning its 

scenario is sufficient for inflation convergence to levels around the target over the relevant horizon. 

• At this juncture, we are penciling in another 50bp hike at the June meeting, to a terminal 13.25% Selic rate. 

We expect the Copom to wait until 2Q2023 to start to cut rates. We do not rule out a 75bp rate hike in June, 

and/or another hike at the early August meeting. 

JP Morgan: Looks for final 50bps hike in June 

• The more hawkish message of the statement also seemed generally in line with our expectations of the 

monetary authority not committing to a specific pace or the end of the cycle. We continue looking for a final 

50bp hike in June, but recognizing that BCB’s wording and the economic fundamentals suggest that the 

balance of risks is now asymmetrical to the upside relative to our expected terminal SELIC rate of 13.25% . 

• The statement anticipated a probable adjustment of lower magnitude in the next meeting, which we think 

leaves the door open for a 50bp or 75bp hike in June. In our view, when looking at past communications, 

the message appears more in line with 50bp, which is also our call, but 75bp is also possible depending on 

how the economic data, particularly inflation and inflation expectations, evolve until the June meeting. 

• Members of the COPOM affirmed recently that the more appreciated BRL could bring inflation down faster 

than implied by economists’ forecasts. With the BRL back close to 4.90 and rising commodity prices, this 

argument appears to have lost strength lately. 
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• Also, monetary authorities pointed that a more hawkish position from DM central banks could help on global 

and Brazil’s disinflation, but today’s Fed signals also may have weakened that view. In this sense, and 

considering the high inflation and inflation expectations of late, BCB changed the message to a more 

hawkish position than before. 

SocGen: Sees upside risk to their 13.50% terminal rate forecast 

• The BCB’s Copom raised the Selic rate by another 100bp to 12.75% yesterday and promised to take 

monetary tightening significantly into even more restrictive territory, although the statement said that Copom 

would reduce the pace of tightening in June (likely to 75bp). 

• There were some balancing dovish elements too in the statement, particularly the central bank’s 2023 inflation 

forecast which was way below our and the consensus expectations. Nevertheless, with current inflation 

remaining persistently high and inching closer to a two-decade peak, the central bank will likely continue to 

advance the tightening cycle in 3Q22, which presents significant upside risks to both our terminal (13.50% in 

2Q22) and year-end (12.75%) Selic rate forecasts. 

• We expect April inflation to come in at 12.26% yoy (vs 11.30% in March), which means that this rate hike will 

have helped to keep the ex-post real interest rate positive. The Copom’s forward guidance was somewhat 

along the expected lines too. The Copom statement said that “for its next meeting, the Committee foresees 

as likely an extension of the cycle, with an adjustment of lower magnitude”. Our current terminal rate forecast 

is 13.50% in 2Q22 and the forward guidance seems consistent with a 75bp rate hike in June. 

• The easing cycle will only begin when inflation has declined meaningfully from current levels. Each new 

inflation release reduces the possibility that the easing cycle will begin this year and, in turn, raises the upside 

risk to our year-end Selic rate forecast of 12.75%. At the same time, the easing cycle, when it starts, could 

be nearly as steep as the tightening cycle. 


