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Brazil Central Bank Preview: August 2022 
  

Monetary policy decision and Copom Statement release: 2230BST / 1730ET, Wednesday August 03, 2022 

 

MNI Point of View: Optionality Going Forward 
The BCB are widely expected to hike the Selic rate by 50bps from 13.25% to 13.75%. This would be in line 
with prior guidance of a hike “of the same or lower magnitude” compared to the June meeting where the 
Copom hiked by 50bps. Despite headline inflation edging lower since the last meeting, inflation 
expectations for year-end 2023 have continued to creep higher which is likely to affirm the need for further 
tightening at this juncture. However, the focus for market participants will be on whether the BCB provide 
any guidance surrounding future action or whether they provide themselves with complete optionality 
ahead of the September meeting.  
 
 
Central Bank Confirm Higher For Longer 
 
Shortly after the June Copom meeting it became evident that Brazilian policy makers’ strategy is to keep the 
benchmark Selic at a higher level for longer to ensure that inflation falls back around the target. This was confirmed 
by central bank Economic Policy Director Diogo Guillen, talking at an online press conference on June 23 alongside 
the central bank governor and will likely be affirmed in the central bank’s upcoming communication.  
 
Governor Campos Neto said board members are focused on next year’s target, moving to a strategy to bring 2023 
inflation around their target of 3.25%, adding that 2024 has not yet been considered in their policy horizon. With this 
said, it is important to scrutinise the most recent surveys that highlight the ongoing deterioration of medium-term 
expectations which confirm that another 50bp Selic rate hike is the most likely outcome on Wednesday. 
 
 
Medium Term Inflation Expectations Continue To Drift Higher 
 
Despite July inflation ticking back up to 11.89% 
Y/y, the most recent reading of mid-month IPCA 
saw a notable decline to 11.39%, marginally below 
the surveyed median estimate of 11.41%. 
Furthermore, the past two Focus surveys have 
seen the median economist forecast downgraded, 
with year-end 2022 estimates now sitting at 7.15%. 
This is substantially lower than the 8.89% 
prediction before the June meeting. While these 
developments will be welcomed by central bank 
directors, perhaps more concerning is that year-
end 2023 expectations have continued to 
deteriorate, rising from 4.39% to 5.33%, suggesting 
that price pressures continue to prove more 
persistent than initially thought. 
 
Following the thesis of higher rates for longer, the 
Focus survey now suggests the Selic rate will end 
2023 at 11%. This compares to a 9.75% prediction 
before the June meeting and affirms some sell-side 
views that any loosening of monetary policy may 
appear further down the pipeline. 
 
 Source: Brazil Central Bank 
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Resilience Of Activity Data May Keep Door Open For September Hike 
 
Analysts have noted the ongoing resilience of key indicators for the Brazilian economy. JPMorgan note that clear 
signs that activity is already weakening are not there, citing that most confidence indicators and labour market data 
continue to improve. While the central bank have previously said they expect lagged effects from their tightening, 
additional fiscal impulses may delay these potential knock-on effects to activity. 
 
The BCB have made clear they are very close to the end of the tightening cycle. Governor Campos Neto said "all 
countries are moving ahead and raising interest rates. Brazil is already very close to finished. Other countries are in 
the middle of it. We will still see some countries raise interest rates by a lot". 
 
Given the uncertain outlook, for both domestic and global growth, especially in the context of upcoming elections in 
Brazil, acquiring a degree of optionality at this late stage of the cycle may be the optimal approach for the 
committee. 
 
 
Relief Rally For Local Assets 
 
Closely tied to the paring back of Fed rate hikes amid the deterioration of US data and recessionary fears, pressure 
on local swap rates and the currency in Brazil have substantially eased over the latter part of July. DI swap rate 
contracts expiring in January 2024 briefly saw the Selic rate reaching above 14% but have declined almost 80bps 
from the July 19 peak in yields. Furthermore, declines for the greenback in recent weeks has seen the Brazilian 
Real regain lost ground and trade close to unchanged from the June meeting, potentially alleviating additional 
inflationary pressures for the central bank. 
 

 

 
Most recently, USDBRL has stabilised, finding support around the 50-dma of 5.1599 on Monday. Nonetheless, the 
pair holds the bulk of the pullback from 5.5142, the Jul 21 high. Trend conditions remain bullish over the medium-
term, with the recent move lower likely a correction. Nonetheless, scope remains for a deeper pullback. A sustained 
break of the 50-day EMA would expose 5.1026, the 50.0% retracement of the May 30 - Jul 21 upleg. To the upside, 
a recovery through 5.2474 (200-dma) will be monitored before July’s 5.5142 comes into consideration. 
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Analyst Views (Alphabetical Order):  
 
As of writing, 34/35 surveyed analysts on Bloomberg believe the BCB will hike rates by 50bps from 13.25% to 
13.75% on Wednesday. Just one analyst within the survey is calling for a bolder 75bp hike. 
 

 
Barclays: Less Certain The BCB Will Be Able To Close Door On New Hikes From September Onward 
 

• Barclays expect the BCB to increase the Selic rate another 50bp, to 13.75%, taking into account resilient 
core inflation readings and the additional deterioration in 2023 inflation expectations since the June 
meeting, from 4.70% to 5.30% (thus surpassing the ceiling of next year’s target of 3.25% ± 1.5pp, in part 
due to the expected reversal of some temporary tax cuts on fuels).  

• While the BCB has been suggesting the intention to hold rates high for longer, Barclays are less certain that 
the board will be able to close the door on new hikes from September onward, considering upside surprises 
in jobs and economic growth, a more inflationary composition of fiscal spending (with c.0.4% of GDP in 
additional social spending during H2 22) and a challenging external backdrop.  

• Hence, in Barclays’ view, if the door is left open next week, new hikes will most likely ensue in the coming 
months, pushing the Selic to the 14% handle. 

• At this point, the main argument for a pause is the Copom’s inclusion of 2024 in its horizon for monetary 
policy, which will happen at this meeting (arguably with a 25% weight, versus 2023’s 75%). The BCB’s last 
public forecast for 2024 inflation, published about a month ago, was below its 3% target, at 2.7% (although 
the market’s median expectation stands above the center of the target, at 3.3%).  

• If that remains the case, the board could still call for an interruption of the cycle initiated almost 18 months 
ago to observe the lagged transmission of earlier tightening into economic activity and inflation, as real 
interest rates stand above 8% p.y., but Barclays are less confident that that will be so. 
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Goldman Sachs: Copom To Offer Open-Ended Data-Dependent Guidance 
 

• Given the recent macro-financial developments and the guidance provided at the June 15 meeting, 
Goldman Sachs expect the Copom to hike the Selic policy rate by another 50bp, driving the Selic policy rate 
to 13.75%; further into restrictive territory.  

• They expect the Copom to also offer open-ended data-dependent guidance, leaving the door open for 
another hike in September of identical or lower magnitude, but with the bar for additional hikes possibly set 
at a higher mark. That is, there is a reasonable probability that Wednesday’s hike is the last of the long 
cycle that started in March 2021 when the policy rate was at just 2.00%. 

• GS expect the Copom to highlight the resilience of the economy during 1H2022, but at the same time to 
acknowledge the underwhelming outlook for growth in 2H2022 and 2023 given the high inflation 
environment and tighter financial conditions, and to underscore the growing dissemination of inflation 
pressures, including among highly inertial components such as services and core.  

• GS also expect the Copom to continue to stress that the Brazilian economy is facing an environment of 
much higher than usual uncertainty, and the recent renewed increase in international crude oil prices. 

• In the post-meeting policy statement, GS will be paying particular attention to the forecasts for year-end 
2023 vis-à-vis the 3.25% target, since in its reaction function the Copom is now mostly focused on the 2023 
target, and also the forecasts for year-end 2024 vis-à-vis the 3.0% target since the 2024 target will now 
have a small but gradually larger weight in the central bank reaction function.  

• These forecasts and the overall balance of risks for inflation will be key to calibrating the pace and cycle-
ending terminal Selic rate. 

 
 
JPMorgan: Now Forecast A Final 25bp Hike In September 
 

• JPMorgan expect the COPOM to hike the SELIC rate by 50bp next week, in line with consensus, current 
market pricing, and, last but not least the BCB’s message following the last meeting. They think the BCB 
will leave the door open for further tightening in September, and now forecast a final 25bp hike in the 
September meeting given the economic outlook of solid GDP growth thus far, rising inflation expectations, 
and additional fiscal stimulus. Maintenance of the higher for longer message, which has been present in 
both written statements and public speeches of BCB’s governors, is also expected. 

• JPM’s call that next week’s expected 50bp hike would mark the last adjustment in this cycle has always 
been dependent of clear signs that activity was already weakening and they recognize that up to now those 
signs are not present. Quite to the contrary and much to their surprise most confidence indicators and labor 
market data continue improving. 

• Also, the additional fiscal impulse granted by Congress earlier this month adds uncertainty to the timing of 
the deceleration. As JPM said earlier this month, while they remain convinced that the Brazilian economy is 
set to sharply decelerate, they are less convinced of timing of this weakening (If it didn’t happen yet, it 
doesn’t mean it won’t). And timing matters, particularly for a central bank in search to regain credibility and 
control medium term inflation expectations that continue to be stubbornly on the rise, in tandem with high 
core inflation and fiscal de-anchoring. 

• It is hard to rule out a more hawkish outcome with BCB tightening in Q4 as political and fiscal risks may 
continue to worsen the balance of risks for inflation forecasts. At the same time, a more pronounced global 
and local economic growth deceleration – if accompanied by at least some accommodation in inflation 
expectations – can lead BCB to halt the cycle sooner, but for now we believe the probability of this risk is 
lower than the previous one. 

 

 
Scotiabank: Expect Copom To Deliver Another 50BP Hike 
 

• The BCB delivered a 50 bps hike in its June 15th meeting and provided guidance that its next decision 
would likely be a similar or smaller magnitude move. With that, the Selic rate will likely be in the 13.50% to 
13.75% range.  

• Scotiabank are calling for the higher of the two since inflation data for June was worse than anticipated and 
households will receive a massive boost from income transfers ahead of the October presidential election. 



  

5 | P a g e  
Business Address – MNI Market News, 5th Floor, 69 Leadenhall Street, London, EC3M 2DB  

  

 

 
SocGen: Clear Downside Risk To Terminal Selic Rate Forecast Of 14.0% 
 

• Things have cooled on inflation front since the June meeting and SocGen expect inflation to fall 
meaningfully from July onwards. Additionally, year-end consensus inflation expectations have slipped in 
recent Focus surveys.  

• Still, given the current information on prices, SocGen think the BCB will more likely go for a 50bp hike in 
August than 25bp. 

• At this stage, there is still the possibility that the BCB keeps its stance for the September meeting open, with 
some ambiguity in its forward guidance. Nevertheless, SocGen now see clear downside risk to our terminal 
Selic rate forecast (14.0% in 3Q22), as the BCB could choose to conclude its tightening cycle in August. 
Also, if inflation expectations for this year moderate further, they would likely bring forward their first rate cut 
expectation from 1Q23 to 4Q22. 

• The year-end inflation outlook has moderated sharply in the last one and half months since commodity 
prices have declined and the Congress has passed a bill limiting taxes on some energy goods prices.  

• At the same time, since some of the administered price rises will be implemented in the future and the 
labour market is tightening, end-2023 inflation expectations have continued to rise.  

• As a result, consensus end-2023 Selic rate forecasts have started to move up (now 11% vs 10.25%). 
Apparently, despite the growing possibility of the tightening cycle concluding soon, the consensus 
expectation has shifted in favour of a flatter Selic rate easing cycle in 2023. 

 


