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Brazil Central Bank Preview: May 2021 
  

Details:  

 

Monetary policy decision and release of COPOM Statement: 2230BST / 1830 Brazil Time / 1730ET, 

Wednesday 5th May 2021. 

 

 

MNI Point of View 
 

MNI POV: Arguments for Greater Than “Partial” Normalisation May Be Building  
 
At Wednesday’s meeting the Copom are expected to deliver their second consecutive 75bps hike, raising the Selic 
rate to 3.5%. The language of the post-meeting statement will be eagerly eyed to decipher clues relating to the 
likelihood and magnitude of future tightening. 
 
Prior Communication – In the March statement the BCB outlined their intentions for the May meeting clearly: 
 
“For the next meeting, unless there is a significant change in inflation projections or in the balance of risks, the 
Committee foresees the continuation of the partial normalization process with another adjustment, of the same 
magnitude, in the degree of monetary stimulus.” 
 
While the board stress their decisions depend upon the evolution on a multitude of economic factors, there have 
been no data or events that might prompt any surprises at this meeting regarding the previous decision. 
 
 
Markets – Participants will be focused on whether the central bank sticks to similar language used at the March 

meeting relating to a partial normalisation. Given the unanimous consensus for the decision on rates, clues on 

further tightening and the magnitude of those moves will be eagerly eyed for any potential marginal implications for 

markets. 

 

Dovish Scenario – Sticking to the phrase “partial normalisation” may suggest the board is re-affirming their belief 

that the inflation shocks are transitory and that the economy is still in need of a highly accommodative stance, 

especially as the country navigates the pandemic which has severely tested health services around the country and 

may still be impacting the outlook for short term activity. 

 

Hawkish Scenario – Sell-side analysts point to this being the more likely scenario. By potentially removing the 

phrase “partial normalisation” markets could see some repricing in the short end of the curve. This may give the 

board a degree of optionality, both in terms of continuing to aggressively front-load the normalisation process as 

well as altering the depth of the normalisation cycle. 
 
 
State-Of-Play - Inflation expectations have been revised higher since the March meeting. The latest focus survey 
sees 2021 expectations at 5.04% up from 4.60% and 2022 year-end inflation at 3.61%, up from 3.50%. Considering 
the BCB believe the 2022 year-end figure to be the most relevant for the policy horizon, this increase, albeit small, is 
significant as it confirms a potential de-anchoring of medium-term expectations. 
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Annual headline and core inflation 
accelerated further in March-April 
(as expected) given the low base 
effects and rising fuel prices. 
Headline IPCA inflation rose to 
6.17% continuing to test above the 
BCB’s upper tolerance band. 
 
Economic activity data for February 

surprised on the upside at 0.98% 

y/y versus estimates of a 

contraction of 0.39%. While early 

data suggests a weaker economy in 

March and April due to stricter 

mobility restrictions, they also 

predict the fall will be much less 

sharp than that of 2020. 

 
 
 
Despite the continued lingering anxieties on the political front, a resolution of the budget gridlock provided support 

for local assets. The Brazilian Real is roughly 3% stronger than from the prior meeting, however two-year local swap 

rates have continued to rise by about 75 basis points since March 17. 

 

 

 
 

 

 

Source: Brazil Central Bank  
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Analyst Views (Alphabetical Order):  

 
All 33 analysts surveyed by Bloomberg expect a 75 basis points hike, bringing the Selic Rate to 3.5%. 
 
Barclays: Continue to expect the Selic to end 2021 at 5.50%, reaching 6.50% by mid-2022. 

• In their view, the focus will be on whether the bank does not pre-commit to another 75bp hike in June, 

possibly opening the door to a smaller adjustment. 

• This may be 50 basis points, in light of the expected slowdown in the recovery and monthly inflation figures, 

besides the Real appreciation. 

 

Citi: Overall, despite keeping monetary policy call in which the Selic rate will increase until reaching 5.0%, 
they see rising risks for a longer normalization process. 

• Most likely keep the plan of implementing a “partial normalization process”. However, given the smaller 
room between the estimated neutral real interest level and that embedded in Copom’s inflation estimates 
there could be scope to mention higher risk for the ongoing normalization process not to be partial. 

• Economists believe Copom could state that a slight reduction in the pace of Selic rate hikes is likely but not 
assured. 

• This would support their call for further three hikes of 50bps in the following meetings. 
 

Goldman Sachs: Assess a relatively high probability that the Copom will adjust forward guidance to more 

hawkish tone. 

• The Copom may stop signalling that the ongoing monetary policy normalization cycle is “partial” and will 

end with the Selic at a below neutral level. 

• In order to preserve option value, the Copom may also refrain from signalling the magnitude of the next 

move. 

• Overall, in the post-meeting policy statement, particular attention should be paid to the conditional inflation 

forecasts for year-end 2022 against the more demanding 3.50% target, as that will be germane to calibrate 

the pace and depth of the policy normalization cycle. 

 

Itaú: Expect the committee will change its communication, no longer describing the current adjustment 

process as partial. 

• They believe that recent evolution of economic activity data, as well as the balance of risks and inflation 

forecasts and expectations, remain consistent with the signalling at the March meeting. 

• Adjustment of statement language would further reinforce its commitment to pursue the centre of the 

inflation target in the relevant horizon for monetary policy and thus, the anchoring of inflation expectations. 

 

 

JPMorgan: Believe the BCB should remove the wording “partial normalization”, allowing more degrees of 

freedom to act in case inflation expectations de-anchor further. 

• Expect the COPOM to adopt a more hawkish tone about recent inflation developments. 

• Short term pressures and recent deterioration of economic policy credibility has started to contaminate 

medium-term inflation expectations. 

• Quantitative analysis suggests a higher revision for 2021 inflation scenario and the committee should be 

explicit that the balance of risks has shifted. 

• With Selic rate at 3.5% the “extraordinary degree of monetary stimulus” will have been removed. Given 

lingering uncertainties, they expect a moderation in the pace of tightening to 50bp at next meeting. 

• However, they do not discard further hints of a 75bp hike in June. 
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Scotiabank: Consensus is unanimous in 75bps hike – advance communication leaves little room for 

surprise. 

• The BCB have removed much of the intrigue and mystique of policy prediction with prior communication. 

• If there is much intrigue left, then that will be centred upon the definition of “partial normalization” as a guide 

to the magnitude and pace of future hikes. 

 

SocGen: High probability of BCB maintaining the pace of tightening, although there is an outside chance of 

100bp hike in this meeting. 

• Likely to tighten by another 75bps and signal further tightening in coming meetings. 

• Key question is whether the bank will signal that it intends to maintain the pace of tightening ahead or 

sound cautious on the state of the economy and the overly steep rate expectations. 

• They believe that inflation will peak in May and will begin to moderate steadily over the year and in 1H22. 

Still, the inflation dynamics during the pandemic have been somewhat independent of the cyclicality of 

aggregate demand.  

• Inflation has responded to supply constraints in different segments and could continue to surprise on the 

upside in the near term. 

• The BCB’s dilemma is understandable. The economy and the labour market still need serious policy 

accommodation and are certainly not out of woods yet. 

• Following the March Copom, they revised up their rate forecasts and believe that the BCB will implement 

another cumulative 100bp of rate hikes in June and August after a 75bp hike in May. 

• Overall, they now expect the Selic rate to end the year at 4.50%. On their forecasts, the real Selic rate 

would turn positive in 1Q22. 

• 2022 year-end forecast sees Selic rate at 5.5%. The key upside risk to the rate view for 2022 is possible 

tightening of global financial conditions and the state of Brazil’s public finances. 

 


