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Copom Warm-up 

Approaching a pause, with elevated fiscal risk ahead 

 

 

 

 

 

 

 

 

Highlights 

- Data since the last Copom meeting points to a more balanced inflation outlook, though still challenging. 

Global recession risks have increased, which tends to reduce inflationary pressures. Nevertheless, services 

inflation remains high, with no signs of relief. And labor market has been stronger than expected. 

- Our simulations replicating the Copom’s model suggest a decrease in the IPCA projection for 2022 (from 8.8% 

to 7.0%), an increase for 2023 (from 4.0% to 4.6%) and a slight drop for 2024 (from 2.7% to 2.6%). 

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

another hike or a pause in September. We see fiscal uncertainties as the most import risk for inflation over the 

medium term.  

 

Hawk-Dove Heatmap: Global recession makes inflation outlook more balanced 

Since the last Copom meeting, global recession risks have increased. Economic indicators in the US and 

Europe are clearly decelerating, and commodity prices erased a good chunk of 2022 gains.   

Considering that a relevant part of Brazilian inflationary pressures is global, that is good news for the Copom. 

IPCA latest readings are starting to reveal a decline in industrialized goods inflation, which may well be a 

combination of lower global pressures mentioned above as well as some deceleration in domestic demand for 

those goods.  

However, services inflation remains at very high levels, without any sign of relief. Stronger-than-expected labor 

market suggest that this trend will be difficult to be tamed. 

Inflation expectations remain on the rise, which also pose a challenge for monetary policy ahead. There are 

upside risks in our administrative-prices inflation for 2023, particularly on health insurance plans. If confirmed, 

2023 IPCA forecast would stand even higher that the upper bound of the target range (around 5.5% vs 5.0%). 

Last but not least, the Congress approved the Constitutional Amendment that allows a substantial increase in 

expenses above the cap this year. And there is almost no clarity on what the fiscal framework from 2023 

onwards will be.   

All considered, we believe data inflow since the last Copom meeting turned Brazilian inflation outlook more 

balanced than before, though still challenging. 



 

 

BCB model: higher inflation forecast for 2023; slight drop for 2024. 

At the last Copom meeting, inflation forecasts in the BCB reference scenario were 8.8% for 2022, 4.0% for 2023 

and 2.7% for 2024. 

Since then, the median of Selic rate forecasts in the Focus survey rose from 13.25% to 13.75% for 2022 (end 

of period), from 10.00% to 11.00% for 2023 and from 7.5% to 8.0% for 2024. The exchange rate depreciated to 

R$/US$ 5.30, from R$/US$ 4.90 in June. Inflation expectations, also from the Focus survey, fell from 8.5% to 

7.2% for 2022, rose from 4.7% to 5.3% for 2023 and remained stable at 3.3% for 2024. 

The exchange rate depreciation pushes IPCA forecast up, while falling commodity prices, tighter monetary 

policy and inflation expectations act in the other direction. The net effect on market price inflation in 2022 (75% 

of the IPCA) is +0.11pp (see table). The forecast for administered prices inflation (25% of the IPCA) should drop 

significantly this year, from 7.0% to -0.6%, driven by tax cuts on electricity, fuels, and residential telephone 

prices. 

All in all, the projection for the 2022 IPCA in the baseline scenario should fall from 8.8% to 7.0%. 

For 2023, we estimate that the projection will rise to 4.6% from 4.0%. Lower inertia from 2022 and tighter 

monetary policy should not be enough to offset higher inflation expectations and weaker exchange rate. In 

addition, federal taxes on gasoline and ethanol should increase back, spurring administrative prices inflation. 

For 2024 IPCA forecast, we expect a slight decrease from 2.7% to 2.6%. 

Variables Dec-21 Jan-22 Mar-22 May-22 Jun-22 Aug-22 Comment

Exchange rate (Ptax) 5.7 5.4 5.1 5.0 4.9 5.3 Has depreciated recently, but still stronger than Dec-21

Ex-ante real interest rate (%) 6.1 6.7 6.9 7.0 7.4 8.6 Close to recent-years highs

GDP 2022 Fcst (%, Focus Survey) 0.5 0.3 0.5 0.7 1.2 2.0 On the rise

GDP 2023 Fcst (%, Focus Survey) 1.9 1.5 1.4 1.0 0.8 0.4 Slow down ahead

Output gap -1.7 -1.8 -1.7 -1.9 -1.6 -1.3 Still open

Unemployment rate (%, monthly, s.a., PNAD) 12.0 11.2 10.6 10.0 9.1 8.9 Stronger-than-expected labor market

IPCA 12m (%) 10.7 10.1 10.5 12.1 11.7 11.9 Very high, with almost no signs of improvement

Core IPCA annualized 3M-MA 8.9 8.7 11.4 12.4 12.8 11.8 Very high, with almost no signs of improvement

IGP-M 12m (%) 17.8 16.9 14.8 14.7 10.7 10.1 Edging down

IPCA 2022 Fcst (Focus Survey, %) 5.2 5.4 6.5 7.9 8.9 7.2 Has declined, but due to tax-cuts

IPCA 2023 Fcst (Focus Survey, %) 3.5 3.5 3.7 4.1 4.4 5.3 On the rise

CDS 5y 222.2 213.1 223.4 227.1 228.1 273.6 Has deteriorated recently

Treasury 10y (%) 1.4 1.8 2.1 2.4 2.9 2.7 Falling, reflecting global recession risk

Brent US$ 71.9 89.9 111.0 105.0 123.1 108.0 Fell since last Copom meeting

CRB CMDT Index 568.8 584.0 628.0 639.2 630.5 582.5 Fell since last Copom meeting

Reservoirs levels (%) 19.6 33.6 59.2 63.6 66.7 64.2 No longer a risk for inflation

Hawk-Dove Heatmap*

*The shades definition takes into account the historical evolution of the indicator, and a judgment component of the XP Macro team



 

 

Monetary Policy decision and Communication: becoming data-dependent 

Considering the substantial monetary adjustment already implemented, Copom’s communication and the 

perspective of a global recession that would reduce inflationary pressures, we believe the Copom is 

approaching a “wait-and-see” moment.  

Thus, we believe the Committee will deliver the expected 50-bps hike this week, but no longer commit to 

another hike in the next meeting. The challenging outlook, however, does not allow the Copom to announce it 

is interrupting the cycle now.     

A data-dependent post-meeting statement could be like this: 

 

XP Scenario: Wait-and-see now, cuts in 2023. But with a big fiscal uncertainty. 

With global inflation pressures beginning to fade, we believe the Copom will finally move to the “wait-and-see” 

mode it has been signaling for a while. In our baseline scenario, the Copom hikes the Selic by 50 bps this week 

and keep it at 13.75% until mid-next year. 

We recognize, though, that it may opt to go a bit further, to ensure that IPCA will fall in coming quarters.  

Under normal circumstances, the Copom should find room to start easing monetary policy next year.  Real 

interest rates (considering inflation expectations) are close to 8%, which is very high even for Brazil. Particularly 
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Market-set prices(I) 9.4 9.5 0.11 3.4 3.6 0.15 2.5 2.4 -0.09

    Exchange rate 4.9 5.3 0.37 4.9 5.3 0.21 4.9 5.3 0.00

    Commodities index** 636.0 581.0 -0.10 - - -0.12 - - 0.00

    Interest rate Selic (year-end)* 13.25 13.75 0.00 10.00 11.00 -0.17 7.50 8.00 -0.16

    Inflation expectations* 8.5 7.2 -0.14 4.7 5.3 0.33 3.3 3.3 0.02

    Inertia/Current inflation - - 0.00 - - -0.13 - - 0.06

Monitored price (II) 7.0 -0.6 -1.90 5.7 7.5 0.45 3.3 3.4 0.04

IPCA (I + II) 8.8 7.0 -1.79 4.0 4.6 0.6 2.7 2.6 -0.1

* Focus survey - reference period July 29th 2022

** considering the weights of the CRB components in Brazilian inflation

2022 2023 2024

Brazilian Central Bank: Reference Scenario



 
after important structural reforms approved in recent years, such as Social Security, TLP and Central Bank 

Independence.  

Those are not normal circumstances, though. As mentioned above, there is almost no clarity on what the fiscal 

framework from 2023 onwards will be.  A deeper and more permanent change in fiscal policy, that makes debt-

sustainability outlook even cloudier, may change completely the parameters for monetary policy in the years 

to come.  

 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 
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. 


