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Scenario Review 

More hawkish Copom, tighter monetary policy ahead 

 
 

 

 

 

 

 

 

Highlights 

- Inflation outlook worsened and the Copom became (even) more hawkish. The Committee is revealing the 

preference for an upfront adjustment; 

- We see now the terminal Selic rate at 12.75% (11.75% before), with a 100-bps hike in March, 75 bps in May and 

25 bps in June; 

- With the Selic at such a contractionary level, we still see room for the begging of the easing cycle taking place 

in December. 

 

The inflation outlook in Brazil is proven more challenging than we expected. It justifies a more intense monetary 

adjustment than we had in our baseline scenario, as the Central Bank recently signaled.  

Inflation outlook deteriorate 

Current inflation continues to run at above 10%. January IPCA came in line with expectations, at 0.54% MoM, 

but the breakdown disappointed. The average of core inflation measures stood at 0.88%, or 11% annualized 

(see chart). Moreover, the diffusion index is hovering around 67%, indicating that inflationary pressures are 

spread throughout the economy.  

 

Commodity prices are taking another step up, which means more cost-push inflation in the pipeline. CRB All 

Commodities Index increased 5.5% since mid-December (see chart). The increase is spread through different 

groups of commodities, ranging from grains, cotton, oil to metals. Stronger BRL offsets only partially this shock 

(7% YTD).   



 

 

The fiscal outlook remains uncertain, with another set of expansionary measures being discussed. It seems 

likely that the Congress will approve some measures to allow the government to cut taxes on fuels. It may 

represent a tax break up to 50 billion reais, which we believe is too much considering the already fragile Brazilian 

fiscal situation. As pointed out by the Central bank in the latest Copom Minutes, “fiscal policies that have a 

downward effect on inflation in the short term can cause a deterioration in the country's risk premia, increase 

inflation expectations, and consequently have an upward effect on prospective inflation”. 

 

The Copom's tone became even hawkish; we believe that due to this worsening of 

inflationary prospects  

In a recent communication, the central bank reinforced that the monetary stance needed to bring inflation to 

the target path should be tighter than expected by the Focus Survey (used by the Copom as a “reference 

scenario”). According to the Copom minutes, “the scenarios considered, consistent with the convergence of 

inflation to its targets, assumed a higher interest rate path than that used in the reference scenario”. 

The “reference scenario” assumes the Selic rate at 12% in the first half of 2022, at 11.75% in the end of 2022 

and at 8.00% p.a. during 2023. 

The minutes also mentioned “additional adjustments” in the Selic rate (plural), indicating that the Committee 

sees at least two additional hikes in the policy rate.  



 
Last but not least, BCB officials have been stating in public manifestations that, considering the “upward 

asymmetry in the balance of risks” in Copom´s forecast, it is appropriated to pursue an inflation forecast below 

the target in the relevant horizon (chiefly 2023). 

And we changed our projection in response to Copom's signaling 

We ran our models considering the worsening inflation fundamentals mentioned above and the Copom’s 

recent signaling. We looked for a Selic path that i) are higher than what is contemplated in Copom’s reference 

scenario; ii) considers at least two additional rate hikes; iii) delivers a forecast sufficiently below the 3.25% 

target for 2023 (south of 3%, in our view). 

We now forecast the Selic reaching 12.75% (11.75% before), with a 100-bps hike in March, 75-bps in May and 

25 bps in June. 

 

With the Selic at such a contractionary level, we still see room for the easing cycle to begin in December. We 

project a 50-bps cut in December, followed by sequential cuts of 75 bps until the Selic reach the neutral level 

of 7.50% 

We did not change our IPCA forecasts. Tighter monetary policy offsets most of the deterioration in inflation 

fundamentals, particularly for 2023.   

We recognize, though, an upward bias for our 5.2% IPCA forecast for 2022, considering the recent dynamics 

of commodity prices. On the other hand, stronger BRL and possible tax cuts on fuels may offset that risk. Our 

projection for 2023 is 3.25%. 

 

 

 

 

 

 

 

 

 



 
Disclaimer 

This material was prepared by XP Investimentos CCTVM S.A. (“XP Investimentos” or “Company”) and should 

not be considered as a research material for the purposes of article 1° of CVM Instruction 598/2018. All 

opinions, projections and estimates constitute the judgment of the author as of the date of transmission and 

these, plus any other information contained herein, are subject to change without prior notice. The Company 

does not support or oppose any political parties, political campaigns, candidates, or public officials. 

Furthermore, XP Investimentos is not permitted to give corporate funds, property or other resources to political 

parties or candidates and will not reimburse any shareholders, directors, officers, employees, and licensors for 

such contributions or expenditures. XP Investimentos and its affiliates, parents, shareholders, directors, 

officers, employees, and licensors will not be liable (individually, jointly, or severally) to you or any other person 

as a result of your access, reception, or use of the information contained in this communication.  

Past performance is no guarantee of future results. Therefore, nothing in this report constitutes a 

representation that any investment strategy or recommendation contained herein is suitable or appropriate to 

a recipient’s individual circumstances or otherwise constitutes a personal recommendation. This report is 

published solely for information purposes, it does not constitute an advertisement and is not to be construed 

as a solicitation or an offer to buy or sell any securities or related financial instruments. This material (including 

any attachments) is confidential, may contain proprietary or privileged information and is intended for the 

named recipient(s) only. 

 


