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Highlights 

- The dataflow since the last Copom meeting was mixed for inflation balance of risks. A key issue will be how 

the Copom will interpret the tax-cuts bills under discussion in Congress; 

- Our simulations replicating the Copom model suggest an increase in the IPCA projection for 2022, from 7.3% 

to 8.5%, and for 2023, from 3.4% to 3.7%. However, tax-cut bills may change those forecasts substantially; 

- We expect a 0.5pp rise in the Selic rate at this meeting. We believe the Copom will leave the doors open for an 

additional hike in August. In our view, tax-breaks are, at best, neutral for monetary policy. 

Hawk-Dove Heatmap: Mixed data. What will be the Copom’s take on tax cuts?  

Since the last meeting, we believe that data flow was mixed for monetary policy’s balance of risks. Inflation 

outlook remains challenging, despite some marginal signs of improvement. 

Global inflation remains under pressure, with oil prices rising again. The strengthening of BRL since last Copom 

meeting partially offsets that movement. Still, the gap between domestic and international fuel prices rose 

again to around 50%. 

Domestic demand has been stronger than expected, particularly in the service sector. Market projections for 

2022 GDP growth have risen notably since the beginning of the year. 

Most inflation readings came out below expectations (PPIs and CPIs), with the important exception for the 

mid-month IPCA-15. However, although below expectations, monthly inflation remains high and widespread, 

especially in its core measures. 

The most important event since last Copom meeting, in our view, was the tax-cut bills on fuels and other 

sectors, that are progressing fast in the Congress. On the one hand, it means a relevant positive supply shock, 

particularly for 2022 (we estimate almost -300 bps for IPCA). On the other hand, it represents an additional – 

and potentially permanent – deterioration for the sustainability of fiscal accounts.  

The question remains as to how the Copom will interpret this event.  



 

 

BCB model: Inflation projection rises for 2022 and remains stable (above target) for 2023 

At the last Copom meeting, inflation forecasts in the BCB reference scenario were 7.3% for 2022 and 3.4% for 

2023. 

Since the last Copom´s meeting, the median of Selic rate forecasts in the Focus survey have been stable at 

13.25% for 2022 (end of period) and 9.25% for 2023 (data from June 3rd, last update on the Central Bank 

website due to the strike involving its employees). The exchange rate moved to R$4.90/US$ from R$5.00/US$. 

Inflation expectations, also from BCB’s Focus survey, edged up from 7.9% to 8.9% for 2022, and from 4.1% to 

4.4% for 2023. 

Higher-than-expected inflation prints and rising expectations act to increase 2022 IPCA forecast. The net effect 

on market-price inflation in 2022 (75% of IPCA) is 108 bps (see table) as per our estimates. Regulated prices 

inflation forecast (25% of IPCA) should rise for this year - from 8.2% to 8.5%. 

All in all, the IPCA forecast for 2022 in the reference scenario should rise to 8.5% from 7.3%. 

For 2023 IPCA, we believe the forecast will increase from 3.4% to 3.7%, due to higher inertia from 2022 and 

higher market forecast for 2023. 

 



 

 

 

Subsidies and tax cuts could reduce short-term inflation significantly 

Tax relief measures could reduce the 2022 IPCA by up to 2.6 pp. We estimate that the bill proposal limiting the 

ICMS rate for essential goods (electricity, fuels, telecommunications, and public transport) would have an 

impact of -1.75pp on the IPCA if the tax drop is fully passed on to the final consumer. Moreover, zeroing the 

ICMS (state tax) on diesel and gas by the end of 2022 and the PIS/Cofins (federal taxes) on gasoline and 

ethanol would have an additional impact of -0.90pp on the 2022 IPCA.  

By 2023, the effects will be the opposite. On the one hand, some of the aforementioned measures have a 

temporary impact, so prices tend to return to the levels seen before the fall in taxes, implying an effect of the 

same magnitude but with opposite sign on inflation (approximately +0.9pp). However, lower inflationary inertia 

for next year due to the fall in the 2022 IPCA should mitigate this upward effect in 2023. 

Monetary Policy decision and Communication: Doors open for August meeting. Will 

Copom worsen its fiscal assessment? 

For next week, we expect a 50-bps hike, taking the Selic rate to 13.25%.  

The Copom has been signaling that a pause in the tightening cycle is nearby. Will next week’s hike be the last 

one? Maybe. 

Since last meeting, mid-month May’s IPCA-15 surprised to the upside, while May final IPCA came below 

expectations. Commodity prices increased, while Congress is discussing tax cuts on fuels and energy. Current 

fiscal numbers continue to improve, while tax breaks put debt sustainability at risk.  

In other words, we believe recent news flow are mixed enough for the Copom to buy degrees of freedom leaving 

doors open for a possible final hike in August (we know it doesn’t usually do that, but we think this time is 

different).     

The question remains how (and if) the Copom will evaluate the tax-cut proposals in the statement. Especially 

concerning their effects on medium-term fiscal sustainability. 

In any case, a possible wording for the policy paragraphs of the statements would be: 



 

 

XP view: Cycle extends until August. Tax risk increases. 

The Central Bank of Brazil (BCB) has been signaling that it is close to a pause in the cycle of tightening interest 
rates. The main argument is that the adjustment already implemented was “quite intense and timely”; and, due 
to monetary policy lags, “much of the expected contractionary effect and its impact on current inflation are still 
to be seen”. 
 
We believe, however, that the BCB will eventually opt to extend the cycle until August. Current inflation remains 
high and widespread and is already putting pressure on longer-term expectations. Therefore, we believe the 
Copom will find it necessary to implement two additional 50-bp hikes in June and August before it enters a 
“wait-and-see” period.  
 
Thus, we keep our terminal Selic rate forecast at 13.75%, with two additional hikes of 0.50pp (June and August) 
instead of a 1.0pp hike in June. 
 
We don’t know how the Copom will see the tax-cuts bills. In our view, the positive supply shock may help in the 
short term, but part of it will be reversed next year (part of the measures is temporary, impacting 2022 only). 
Moreover, the medium-term fiscal risk increases, which may weigh on inflation expectations and on the 
exchange rate. 
 
Thus, in our view, the legislative measures are, at best, neutral for monetary policy. 
 

 

 



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