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MNI Brazil Central Bank Review – August 2022 
 
MNI POV: September Hike Not Certain 

 

• At the August 03 meeting, the BCB unanimously decided to increase the Selic rate by 50bps from 13.25% 
to 13.75%. This decision was in line with the majority of surveyed analysts and market pricing. 

• Reflecting on current inflation projections and the risk of a deanchoring of long-term expectations, the 
Copom deemed it appropriate “to continue advancing in the process of monetary tightening significantly into 
even more restrictive territory”. 

• In terms of guidance, the Copom said “the Committee will evaluate the need for a residual adjustment, of 
lower magnitude, in its next meeting.” 

• Despite including the usual caveat that the committee will remain vigilant and “future policy steps could be 
adjusted to ensure the convergence of inflation towards its targets” the messaging is dovish as a largely 
expected cycle ending 25bp hike in September is now in question. 

• Given the fact that projected inflation for year-end 2023 remains well above target and has continued to 
deteriorate in recent weeks, some analysts point to the September decision being finely balanced. 
However, as 2024 readings, which have yet to become unmoored, begin to have additional influence over 
the BCB’s reaction function, the probability that the cycle may have already ended has increased 
significantly. 

 
The statement observed that “the global environment remains adverse and volatile, with marked downward 
revisions on prospective global growth in an environment of inflationary pressures. The process of normalization of 
monetary policy in advanced economies has accelerated, affecting the prospective scenario and increasing the 
volatility of assets” 
 
Regarding the domestic economy, “the set of indicators released since the previous Copom meeting continues to 
suggest that the economy grew throughout the second quarter, with the labor market recovery stronger than 
expected by the Committee.” 
 
On the inflation outlook: “the Committee noted that inflation projections for the years of 2022 and 2023 were heavily 
impacted by temporary tax measures across calendar years. Therefore, the Committee decided at this moment to 
emphasize the projections for 12-month inflation in the first quarter of 2024, which reflects the relevant horizon, 
smoothens out the primary effects from tax changes, but incorporates their second-round effects on the relevant 
inflation projections for monetary policy decisions.” 
 
Link to the full statement is here: https://www.bcb.gov.br/en/pressdetail/2444/nota 
 

 

Notable Dates: 
 

▪ The Copom minutes for this meeting will be released on Tuesday, August 09. 
▪ The next Copom meeting/decision will be held on Wednesday, September 21. 

 

 

Analyst Views 
 
Barclays: Inflation Expectations Developments Critical For September Decision 
 

• Going into this meeting, Barclays expected an open-ended, data-dependent statement as in their view the 
BCB was unlikely to unequivocally close the door on new hikes, but would also not explicitly pre-commit to 
another hike in September. In that sense, Barclays read the statement as broadly neutral, also in relation to 
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current market pricing, but see the stability of the Copom’s 2024 IPCA forecast at 2.7% as relatively dovish 
at the margin.  

• In our view, the September decision will critically depend on the evolution of inflation expectations between 
now and then, particularly in the six-quarter window highlighted by the board. If they are little changed, the 
Copom could keep rates unchanged at 13.75% on that occasion; otherwise, it would lift the Selic to 14.0%.  

• Of course, adverse surprises on the fiscal, labor market and/or growth front could also tilt the BCB to act, 
but Barclays’ impression is that, all else constant, the bank would rather leave rates where they are, also 
because of the extension of the relevant horizon into 2024 (when it would want to avoid the risk of 
undershooting that target). 

• While the BCB may opt to look through the volatility in headline inflation caused by factors that are 
exogenous to monetary policy, a weaker structural fiscal position (given that local governments could 
permanently lose as much as 0.8% of GDP/year in revenues and the larger Auxilio Brasil welfare costing an 
additional 0.5% of GDP/year could be here to stay) and a new hit to the credibility of the spending cap could 
eventually have an adverse effect on neutral interest rates down the line. 

• For now, Barclays maintain their terminal Selic forecast at 13.75%, but will look for more details on the 
board’s decision in the Copom minutes to be published on Tuesday (9 August), same day of the July IPCA 
release. 

• Strategy thinks that the statement is likely to validate market pricing, as the end of the cycle was hinted at 
today. As such, Barclays would expect little market response in very front-end yields. 

• BRL could have a small underperformance at market open, given that the cycle is likely to be over (either 
now or in September). But main drivers for the currency remain global (broad USD trends, risk sentiment 
etc.) Barclays think politics can start to be reflected in local assets once the campaign officially begins 
(August 16). 

 
 
Commerzbank: BCB Strategy Is On The Safe Side 
 

• In the developing economies a number of central banks pursue a safer strategy: they hike their key rate so 
much that it exceeds the current inflation rates. As did the Banco Central do Brasil (BCB). It hiked its key 
rate (Selic) to 13.75% yesterday (with an inflation rate of just under 12%) and is signalling at least a “small” 
rate step for September. 

• Of course, the BCB too is not completely ignoring expected future inflation developments, but its strategy is 
on the safe side. 

• It has to be. Because pensions, minimum wages etc. are index-linked, the risk of a self-accelerating inflation 
process is higher in Brazil than in the US. In addition, there is also the Bolsonaro government’s policy, 
which is quick to hand out fiscal presents during the election year (such as a steep wage rise in the public 
sector). 

• Nonetheless, the FX market has to ask: what is more important? The increased risk of endogenous inflation 
momentum or a much more low-risk monetary policy? I think the BRL development over the past quarters 
illustrates that there is no consensus on the FX market as regards this question. 

• In that sense yesterday’s BCB decision was not very informative and therefore did not have much effect on 
the BRL exchange rates 

 
 
Goldman Sachs: Tilt Towards Cycle-Ending 25bp Hike In September 
 

• Goldman Sachs note that “for the Copom heightened domestic and global uncertainty, decelerating global 
growth, and an already restrictive monetary stance whose impact on demand is yet to be fully observed 
(lagged effects) demand extra caution in the calibration of monetary policy. Furthermore, projected inflation 
for 2024 will start to have a growing weight in the central bank reaction function and at that (distant) horizon 
projected inflation is relatively benign. All in, it is possible that the long tightening cycle may have ended 
with the August 3 +50bp hike. The Copom has now moved to a data-dependent stance, implying that a 
potential final 25bp hike in September will be a function of signals to the inflation outlook and respective 
balance of risks extracted from the upcoming data and macro, financial, and policy developments (domestic 
and external).” 

• “At this juncture, we assess just a slightly higher than even probability of a cycle-ending +25bp Selic hike at 
the September meeting, to 14.0%. This, since projected inflation for end-2023 is significantly above the 
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target and continues to deteriorate, the labor market is tight, and there is still enough relevant time to 
influence the inflation outcome of end-2023. We expect the Copom to wait until late Q223, or possibly Q323 
to start to cut rates.” 

• “In the paragraph providing the rationale for the 50bp rate hike the Copom repeated that given its inflation 
forecasts and the risk of unmooring of long-term inflation expectations, it saw as appropriate for the 
monetary tightening cycle “to continue advancing significantly into even more restrictive/contractionary 
territory”. Furthermore, the Copom again emphasized “that it will persevere in its strategy until not only the 
disinflation process but also the anchoring of inflation expectations to the targets, consolidates”.” 

 
 
JPMorgan: COPOM Delivers 50bp Hike But Dovish Message Won't Help Regain Credibility 
 

• J.P.Morgan note that “while COPOM raised Selic rate by 50bp to 13.75%, in line with consensus, we are 
left with a bitter taste as the statement was more dovish and assertive on the next steps than we deem 
adequate at this point. On top of that, the projections and wording suggest that BCB already abandoned the 
goal of getting inflation back around the target next year.” 

• “Given our scenario for activity and inflation going forward, we keep our view that BCB will need to deliver a 
final 25bp hike in September to end the cycle at 14.00%. But while today’s statement suggest that the risk is 
that BCB may pause the cycle already at the next meeting, we believe that the balance of risks for inflation 
continues to be tilted to the upside and the COPOM may be forced to hike again in the future as medium-
term inflation expectations should keep deteriorating.” 

 
 
SocGen: 25BP Hike In September Not A Certainty At This Stage 
 

• The forward guidance appears ambiguous but a 25bp rate hike in September is not a certainty at this stage. 
Moreover, given the challenging inflation backdrop, today’s statement suggests that the BCB may be 
reluctant to formally conclude the tightening cycle until inflation has declined meaningfully and year-ahead 
inflation expectations have stopped rising.  

• For now, SocGen’s terminal Selic rate forecast remains at 14.0% even though the August Copom statement 
has probably increased the upside risks to our forecast. They now see a 45% probability of the BCB raising 
the Selic rate by 25bp in September and concluding the cycle, a 30% probability of the BCB not raising the 
policy rate in September but leaving room for adjustments later if inflation expectations worsen, and a 25% 
probability of rate hikes continuing beyond September. 

• Broadly speaking, deteriorating inflation expectations for policy-relevant 2023 are flattening expectations for 
the easing cycle. The consensus Selic rate forecast for end-2023 has now increased by 50bp to 11.0% 
while the forecast for 2024 has risen by 25bp to 8.0%. SocGen’s current end-2023 and end-2024 Selic rate 
forecasts are 10.0% and 8.25% respectively. 

• However, given the recent changes to the inflation outlook, they too see a rising possibility of a flatter rate 
curve in 2023 even though SG continue to believe that the easing cycle will begin in Q1’23. 

 


