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Brazil Central Bank Preview: February 2023 
  

Policy decision and Copom statement release: 2130GMT / 1630ET, Wednesday February 01, 2023. 

 

MNI Point of View: Renewed Inflation Pressures 

 
All surveyed analysts expect the Copom to keep the Selic rate unchanged at 13.75%. Despite the most 
recent headline inflation data slipping below 6%, the deterioration of short and medium-term inflation 
expectations should support the theory that the BCB may have to keep rates at elevated levels for longer. 
Furthermore, a more uncertain fiscal outlook under the new Lula administration and scrutiny of the current 
monetary framework provides a more unsettled backdrop for the committee, which has the potential to 
upset the balance of risks.  
 
During his first month in office, President Luiz Inacio Lula da Silva has more than once criticised the country’s high 

interest rates and has questioned the need for an autonomous central bank. While cabinet ministers have been 

quick to downplay the President’s comments and reaffirm the independence of the BCB, there remains a 

heightened sense of uncertainty for market participants. This has been particularly evident surrounding the debate 

around the economic/monetary framework and discussions over adjusting the inflation targets for the coming years.   

 

So far however, local newspapers have reported that there is no technical discussion about changing 

Brazil’s inflation targets, citing non-identified government officials. The reports highlight that despite recent criticisms 

by Lula of the current inflation target, it has not generated practical initiatives for a change. 

 

Another topic of discussion that has been generating interest in recent weeks is the appointment of a replacement 

for Bruno Serra, who’s expected to step down as monetary policy director in February. This may be the first true test 

of the central bank’s autonomy under the new Lula government. On Monday, finance minister Fernando Haddad 

explained that “by law, it is the president’s prerogative to decide, and what we have to do is bring good names for 

the him to choose. Our role is to look for good names that can do the job,” adding that nominees could come from 

either the public or private sector. Haddad also took the opportunity to express his concern with Brazil’s high 

interest rates and said that they are an obstacle to economic growth. 

 

While there remains optimism from Haddad to seek harmonisation between fiscal and monetary policy, the fact 

remains that bills approved in Congress in late 2022 which point to greater spending and uncertainty relating to the 

medium-term fiscal anchor are seen continuing to jeopardise the BCB’s fight to return inflation to target and analysts 

appear unanimous that the BCB may need to harden its language to adequately reflect the developments 

surrounding the inflation trajectory. 

 
 
Inflation Data Above Estimates, Expectations Deteriorate  

 

Politics aside, the inflation outlook has deteriorated since the last Copom meeting. Mid-month January IPCA 

headline inflation saw another decline to 5.87% Y/y, which was marginally below the surveyed median estimate of 

5.83% but showed another downtick from the pre-December meeting release of 6.17%. Despite this easing in the 

data, significant pressures on services and core inflation warrant the need to preserve the BCB’s restrictive 

monetary policy stance.  

 

Additionally, the latest BCB Focus Survey has indicated a significant deterioration in inflation expectations. 

Economists now predict year-end 2023 inflation at 5.74%, a considerable increase from the 5.08% estimate before 

the last Copom decision. Furthermore, year-end 2024 consumer prices are now expected to reach 3.9%, rising 

further above the 3.00% target and indicating a further de-anchoring of medium-term expectations. 
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Figure 1: Sharp Uptick For Inflation Expectations Over 2023 

 
 

 

 

 

 

 

 

 
 
 
 
 
 
 
 
 
Source: Brazil Central Bank 

 
Brazil Trades Resiliently, Underpinned By Recent Greenback Weakness 
 
USDBRL traded lower last week, and price remains inside a broad range. The move lower through 2023 has 
signalled potential for weakness towards 5.0108, the Aug 29/30 low and a key support. A break of this level would 
represent an important bearish technical break. A resumption of gains would refocus attention on resistance at 
5.5296, the Nov 17 high. The first key resistance to watch is at 5.2557, the Jan 19 high. 
 
Perhaps a better indication of renewed fiscal pressures being exerted on financial markets over the second half of 
January can be seen in the belly of the DI swaps curve. Figure 3 indicates the steep adjustment seen in the DI 
contract, expiring in January 2028. Despite yields reaching as low as 12.08%, 5-year swap rates have shifted back 
roughly 90 basis points to just under 13.0% with the curve re-steepening after Economy Minister Haddad outlined 
the government’s intentions to put new fiscal measures in place.  
 
Figure 2: USDBRL Respecting Medium-Term Range Figure 3: Jan-28 DI Swaps Reverse Higher Since Mid-Jan 

 

 
Source: MNI/Bloomberg 
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Analyst Views (Alphabetical Order):  
 
All 27 analysts surveyed by Bloomberg are expecting the Selic rate to be left unchanged at 13.75%. 
 
 
Bank of America: BCB Message Should Remain Consistent With Prior Rhetoric 
 

• Despite the de-anchoring of inflation expectations for both 2023 and 2024, fueled by fiscal uncertainty and 
recent noise regarding inflation targets, the message should remain the same from the last two meetings.  

• Selic rate to be maintained at the current level for longer, with more focus on the fiscal risks and on the 
uncertainty regarding the external context.  

• On the flip side, the continuing cooling in headline inflation reinforces BofA’s expectations that Copom 
should lower the Selic rate later this year. 

 
 
Barclays: Rising Risks For A Delay In Easing In This Environment 
 

• While Barclays expect the Selic rate to be kept at 13.75%, there is a lot for the board to catch up on since 
its previous meeting in early December. The BCB’s weekly Focus survey has shown some relevant 
deterioration in IPCA expectations since then, particularly for longer horizons, as the median forecasts for 
2024, 2025 and 2026 continue to distance themselves from the 3% target, now at 3.84%, 3.50% and 
3.47%, respectively (up a respective 34bp, 50bp and 47bp since the previous Copom meeting).  

• In their view, such moves reflect market concerns about the future of fiscal policy, which were exacerbated 
by the approval of the Transition PEC by Congress at the end of December (paving the way for a significant 
increase in fiscal spending in 2023, of up to 1.6% of GDP). There are no details yet on what the government 
may propose as part of a new fiscal framework in the coming months, and the recent de-anchoring of 
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expectations may also reflect President Lula’s criticism of a “low” inflation target around 3%, which, 
according to him, constrains economic growth. 

• In the short term, recent inflation data lead Barclays to revise their 2023 IPCA forecast to 5.7%, from 5.3% 
before, but this still does not incorporate the possible return of federal taxes on fuels this year (which could 
add another 60-80bp). Barclays also lift their 2024 forecast 10bp to 3.7%. 

• As a result, the above factors could warrant a more hawkish tone from the board, in an attempt to prevent 
additional deterioration. Barclays still believe the BCB would prefer to hold the Selic steady for longer, 
rather than hike it further, but see rising risks for a delay in easing in this environment. 

• Barclays currently expect the first rate cut to happen in September at the earliest (when they assume 
discussions on the new fiscal framework will have made significant progress), with the Selic ending 2023 at 
12.50%, from 13.75% now, reaching 10.50% by mid2024. 

 
 
Citi: May Highlight Cautiousness Ahead 
 

• Citi Economics expects the BCB to hold rates at 13.75% but to revise its 2023 CPI forecast to 5.4% (vs 
5.0% prior meeting). 2024 CPI may also rise above the midpoint target to 3.2% in this meeting vs 3.0% 
midpoint. Copom may highlight cautiousness in policy decisions ahead. 

 
 
Credit Suisse: Domestic Scenario For Disinflation Still Poses Challenges 
 

• Credit Suisse expect the BCB to maintain the Selic basic interest rate at 13.75%. Relative to the previous 
meeting on December 7, we believe that the scenario for short-term inflation has improved, with 
decelerations in both headline and core measures. However, the deterioration of the prospective fiscal 
scenario, which has already led to a de-anchoring of long-term inflation expectations, could compromise the 
convergence of inflation to a level compatible with the inflation target over the next few years. 

• The international scenario for emerging markets still requires caution, in Credit Suisse’s view. However, we 
note that there has been an incipient normalization in supply chains that, together with the reopening of the 
Chinese economy, should lead to a moderation in global goods-related inflationary pressures. 

• CS expect the Copom to continue highlighting the market sensitivity to the fiscal fundamentals of emerging 
markets and, to a lesser degree, advanced economies, given the tighter financial conditions globally. 

• The domestic scenario for disinflation still poses challenges. CS expect the Copom to highlight the effects of 
the Transition Bill and the loss of the fiscal anchor when referring to the deterioration of the balance of risks. 

• The Copom should increase the importance of 2024 in the relevant horizon, placing a greater weight to it 
than the period of six quarters ahead. The committee is expected to reiterate in the meeting statement that 
it will remain vigilant while monitoring if the strategy of keeping the Selic rate unchanged for a sufficiently 
long period will be enough to ensure convergence of inflation and inflation expectations around the inflation 
target. 

• The committee should also reinforce that it could resume the tightening cycle if the disinflationary process 
does not proceed as expected. Credit Suisse expect the Selic interest rate to be held at 13.75% until 3Q 
2024, acknowledging that the risk of maintaining the rate at this level has increased with the recent rise in 
fiscal uncertainty. 

 
 
Deutsche: Higher Inflation And High Rates For Longer 
 

• Despite being significantly more sceptical than consensus on policies, Deutsche expected market pressure 
to force the incoming administration to signal a minimally credible fiscal framework rather than policies that 
have proven to have failed during the Dilma administration. The benign global backdrop into 2023 has 
bought this administration time.  

• Although DB maintain the view that there is no politically acceptable alternative to eventually presenting an 
acceptable fiscal anchor, this will take longer than we expected absent a cohesive and viable plan, and 
amid a global markets rally. If anything, the only consistent message so far has been that the government 
wants to collect more and to spend even more, which seems very unlikely without another China and global 
growth boom (and thus another commodity super-cycle). These are unlikely. 
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• The policy backdrop remains fluid, but it now seems unlikely the CB will cut before Q4. Restoring taxes on 
fuel has been difficult, but DB expect this to happen late in Q1. However, more important than these supply 
shocks, the main risk to inflation is that an unsustainable macro backdrop feeds into rising inflation 
expectations, and overall inflation becomes entrenched.  

• Despite BRL strength and falling headline inflation, both breakeven and expected inflation are rising again. 
DB expect Selic and inflation to end the year at 12.50% and 5.90%.  

 
 
Goldman Sachs: May Harden Language To Emphasise Upside Risks To Inflation 
 

• Given the recent macro-financial developments and the guidance provided at the Dec 7 meeting, Goldman 
Sachs expect the Copom to leave the Selic policy rate unchanged at a restrictive 13.75%. This should be 
coupled with hawkish/conservative guidance indicating that (1) the Copom will remain vigilant and evaluate 
if the strategy of keeping the policy rate at the current level for a sufficiently prolonged period of time will be 
able to secure convergence of inflation to the target, and (2) will not hesitate to resume the hiking cycle in 
case the disinflation process/path does not evolve as expected. 

• Furthermore, with respect to the balance of risks for inflation the Copom may still judge it to be symmetric 
but may concomitantly harden the language to give more emphasis/prominence to the upside risks to 
inflation from the fiscal stance and framework and recent the uncertainty created by government officials 
with regards to the monetary framework (e.g., hinting at increasing the inflation target and questioning the 
benefits of an autonomous central bank). 

• The case for preserving a clearly restrictive stance is justified given still intense services and core inflation 
pressures, deterioration of short- and medium-term inflation expectation, ill-timed discussion about 
increasing the inflation target, still solid labour market backdrop, and uncertainty around the fiscal stance 
and the medium-term fiscal rule/anchor. 

• In the post-meeting policy statement, we will be paying particular attention to the forecasts for year-end 
2023 vis-à-vis the 3.25% target, but also the forecasts for year-end 2024 vis-à-vis the 3.0% target since the 
2024 target has now virtually equal weight in the central bank reaction function. These forecasts and the 
overall balance of risks for inflation will be key to calibrate the Selic rate path, in particular the timing and 
space for policy easing in 2023. 

 

 

Itaú: Selic On Hold Amid Additional Risk Warnings 
 

• According to Itaú estimates, the committee’s forecasts in the reference scenario (which considers the 
exchange rate according to purchasing power parity and the interest rate according to the Focus survey) 
will go up for the entire relevant horizon, to 5.5% from 5.0% in 2023 and to 3.2% from 3.0% in 2024. 

• As usual, the Copom should reinforce that its monetary policy stance will remain vigilant as a way to 
persevere in the disinflation process until convergence to the targets and the anchoring of inflation 
expectations to the targets are achieved, and that it will not hesitate to resume the adjustment cycle if the 
disinflation process does not proceed as expected. 

• Regarding the balance of risks, the committee should indicate that it still sees symmetrical risks to inflation, 
with additional warnings about the evolution of public accounts (particularly in light of bills approved in 
Congress in late 2022 which point to greater expenses) and about recent debates on the 
economic/monetary policy framework (particularly discussions about the definition of inflation targets for the 
coming years and their potential impacts on asset prices and on the anchoring of inflation expectations). 

 
 
JPMorgan: Start An Easing Cycle By October 
 

• The first condition for a change in monetary policy strategy is starting to be met, although inflation is still 
high. Current inflation is easing as evidenced by the January core IPCA-15 (a preview of the official CPI) 
continuing to move down toward the target range with the core services IPCA-15—which historically tends 
to be stickier—at even lower levels recently. On top of that, demand conditions may be deteriorating as 
labour market indicators appear to be easing. 

• However, BCB’s second condition is getting even more difficult from being achieved. Inflation expectations 
are moving up, influenced we think by the recent debate about raising the inflation targets, the signals of 
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more proactive fiscal and quasi-fiscal policies to come, and the questions about medium-term sustainability 
of Brazil’s fiscal accounts and political stability. In JPMorgan’s view, as those crosscurrents are still under 
way, the new economic team is just starting, and interest rates are already historically high, the BCB will 
prefer to stay put for now to get more time to assess the outlook. 

• In the post-meeting statement, JPM think that BCB won’t change its assessment of the balance of risks but 
will rewrite parts of its communication. They expect it will smooth the language on current CPI, affirming that 
while the deceleration of inflation is still insufficient, there seems to be some progress on the convergence 
toward the target. On growth, COPOM should also reinforce that the expected economic deceleration is 
occurring, but now with increasing signals of labour market easing.  

• JPMorgan continue to expect the central bank to start an easing cycle by October in 50bp clips with a final 
25bp cut, with the SELIC rate ending 2023 at 12.75% and 2024 at 11%. 

 

 
Morgan Stanley: Continue To See A Structural DI Rally As Unlikely For Now 
 

• MS economists expect the central bank to stay put, maintaining the policy rate at 13.75%. The BCB will be 
evaluating the effect of the aggressive tightening cycle, which began in March 2021, given the lag between 
the monetary policy tightening and its full effect on the economy. 

• Market pricing points to expectations for an 'on-hold' rates decision, in line with MS economists' expectation. 
MS note that Brazil remains one of the very few local rates market in EM where they maintain a paid bias 
given idiosyncratic factors, and MS recommend that investors do not try to fade sell-offs. 

• In other words, they continue to see a structural DI rally as unlikely for now and remain very focused on 
2024 through 2026 CPI expectations, as further de-anchoring could prompt markets to price in a resumption 
of the hiking cycle in 2023. 

• In this very bearish scenario, MS believe that such a deterioration would likely be partially accompanied by 
BRL responding more markedly to (likely incremental) policy unorthodoxy and that in this scenario outright 
paid positions should be paired with BRL shorts. 

 
 
Scotiabank: BCB In No Position To Cut Rates Yet 
 

• Scotiabank don’t anticipate any change to the BCB’s Selic rate, a widely held view among economists with 
no obvious reason to shift in either direction (yet, at least in the case of cuts). 

• Lula’s comments doubting the need for an independent central bank have caused some anxiety, and there's 
a risk that he chooses to replace the BCB’s Mon-Pol Director Serra in coming weeks with someone that 
may be more amenable to a loosening of policy sooner rather than later. Mid-month inflation data released 
earlier this week showed only a marginally lower rate of year-on-year price gains, at 5.87%, and edged past 
the median bi-weekly estimate submitted to Bloomberg, coming in at 0.55% vs 0.51% expected. 

• The BCB is in no position to cut rates yet as it assesses the impact on prices of the Lula administration’s 
social support programmes. Markets feel the same way with rate cuts not seen until the final quarter of 
2023. 

 
 
SocGen: Disinflation Coming Slower Than Expected 
 

• So far, the disinflationary process has not exactly gone as expected (as seen in the continued rise in 
consensus, BCB and our end-2023 inflation forecasts). The inflation outlook remains fairly uncertain with 
several upside risks. Recent inflation numbers, despite deceleration, are not comforting. Core inflation and 
IPCA excluding energy remain considerably stubborn and at over twice the BCB’s target.  

• More worryingly, inflation hardly seems to be responding to the base effect, as the tight labour market has 
kept demand and credit growth strong, at least until recently. A weak demand trajectory in the coming 
quarters and high real interest rates are likely to help keep inflation on a downward trajectory in 1H23. 
Nevertheless, the medium-term inflation outlook is still fairly uncertain, particularly if the fiscal stimulus adds 
to demand and/or commodity prices reverse course. 

• SocGen don’t expect any additional hikes in this cycle, but revise up their expected Selic rate easing 
trajectory. Given the inflation outlook, there is a non-negligible upside risk (of 
additional hikes) to the Selic rate trajectory. Nevertheless, unless inflation returns in a serious way (e.g. 
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rising and ending the year well above 6.0%), SG do not see the BCB resuming its tightening cycle. The real 
rates are meaningfully above recent averages and if they were to stay broadly in the same range, this would 
be sufficient to bring demand-supply dynamics in balance, helping inflation converge to the target level over 
the medium term.  

• That said, the upside risk of a delayed easing cycle has now turned into SocGen’s baseline scenario. They 
no longer believe that a rate cut in March is possible and push their expectation for the first rate cut to June 
2023 (when inflation is likely to be lowest this year, the economy should have weakened enough and the 
Fed tightening would be close to complete). Compared with their November quarterly outlook, SG don’t see 
the BCB cutting rates to 11.00% this year and, instead, now expect the year-end Selic rate at 12.25%, with 
more rate cuts concentrated in 2Q-3Q23. Nevertheless, a hawkish Copom statement in February would 
likely further push up the year-end Selic rate expectations. They also raise their end-2024 Selic rate 
forecast from 9.0% to 9.25%.  

 

 

 

 
 


