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• The BCB has sped up the pace of policy tightening, raising the Selic rate by 150 bps to 7.75%, the 
highest level since September 2017. The decision was in line with analysts’ expectations, despite a 
greater than usual dispersion of estimates.  

• In the statement, the authority recognized the increased doubts about the fiscal framework and its 
impact on the anchoring of inflation expectations, which raise “the upward asymmetry in the balance 
of risks”, meaning a “higher probability of inflation paths above the (…) the baseline scenario.” 

• The Copom has signaled another hike of the same magnitude (150bps) for the next meeting and 
pledged tightening monetary policy “even further into the restrictive territory.” Clearly, this means 
not only a faster speed, but also a greater budget of hikes. 

• Judging from the BCB models and balance of risks analysis, we sense the flight plan today could 
be taking the Selic rate towards an interval of 11.0-11.5%. We keep our expectation for a 150bp 
move in December, but now look for hikes of 125bps and 100bps for February and March 2022, 
with the Selic rate at 11.5% at the end of Q1 (and staying there until mid-2023). Last week, we had 
penciled in a terminal rate of 10.5%, also for 1Q22.  

• We recognize the high uncertainty, especially as per the terminal Selic level, which may hinge on 
the evolution of the fiscal policy framework and the trends in inflation expectations, particularly for 
2023. The latter will become the main policy horizon as of 1Q22. In any case, for now we sense the 
risks are still a little skewed to the upside as per our Selic rate call. 
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Policy decision and new flight plan  

In its 242nd meeting, the Copom1 once again hiked the Selic policy rate (the sixth move in this cycle), but this 
time by 150 bps2, to 7.75%. That is the highest Selic level since September 2017. The decision (which is an 
acceleration from a previous pace of 100bps) was in line with the consensus of macro analysts, despite an 
unusually high dispersion of forecasts. As per the yield curve, it seems like traders were bracing for a slightly 
bolder move by the BCB (175bps).  

Make no mistake about it, this was a strong move by the BCB. The last time the authority had hiked by more 
than 100bps in a policy meeting was back in December 2002 (Copom #79), when the BCB raised the rate by 
300bps to (a whopping) 25%. But that happened under different conditions in terms of macro fundamentals, 
including the level of global interest rates, the profile of Brazilian government debt, the country’s external 
position (i.e., balance of payments, FX reserves), as well as the level of the neutral domestic interest rate 
(consequently). In our view, the intense policy action seen today fits quite well  with the deterioration in the 
inflation outlook and the balance of risks, but with no immediate overreaction that could also generate (hidden) 
costs3.  

According to the Copom, the “recent questioning regarding the fiscal framework increased the risk of de-
anchoring inflation expectations, raising the upward asymmetry in the balance of risks. This implies a higher 
probability of inflation paths above the one projected under the baseline scenario.” The authority goes on and 
highlights that “given the deterioration of the balance of risks and the increase in its inflation projections, this 
pace is the most appropriate to guarantee inflation convergence to the targets at the relevant horizon.” By 
relevant horizon, the BCB means 2022 and 2023 (with nearly similar weights, as suggested in the statement”: 
this is perfectly in line with the BCB’s “rule of thumb” for policy horizons, now applied to 4Q21. 

The BCB also provided signals about the new flight plan, as the authority “foresees another adjustment of the 
same magnitude” for the next meeting (December 7-8) and sees appropriate “to advance the process of 
monetary tightening even further into the restrictive territory.” This means a faster and greater policy adjustment 
than considered in the previous meeting. 

The inflation simulations may provide a clue as per how deep into “restrictive territory” the BCB could be 
planning to reach should current economic conditions and the outlook remain unchanged. Judging from the 
numbers, we estimate the Copom’s flight plan could include a terminal Selic rate around 11.0-11.5%, with risks 
tilted to the upside.  

According to the BCB’s own inflation models, with the FX rate starting at 5.60 (and moving along with PPP 
afterward), a path of Selic rate hikes (as projected by market economists) to 8.75% for YE2021 and 9.75% for 
most of 2022 (landing at 9.50% by YE2022), and then falling to 7.00% for YE2023,4 would produce the following 
IPCA inflation path: 9.5% for 2021 (previously: 8.5%; mid target: 3.75%; upper target: 5.50%), 4.1% for 2022 
(previously: 3.7%; mid target: 3.50%) and 3.1% for 2023 (previously: 3.2%; mid target: 3.25%). Based on the 
standard BCB model elasticities, we calculate that in order to reduce inflation (forecast) by about 0.6 pp in an 
interval of over a year (i.e., to bring the 2022 inflation estimate to the mid-target), would take an additional 
adjustment of about 150bps in comparison with the simulated scenario. That number does not account for the 
balance of risks.  

It is important to note that the BCB has a higher expected path for inflation of regulated prices for all the 
forecasting horizon. For 2021, the BCB has penciled in 17.1% for regulated prices in the IPCA (consensus: 
14.8%); for 2022, the official number is 5.2% (consensus: 4.2%); for 2023, the estimate is 5.1% (consensus: 
3.9%). It is possible that a good deal of the gap is explained by the assumption for the electricity tariff flag, 
which the BCB takes as “ (…) "water scarcity" in December 2021 and "red level 2" in December of 2022 and 
2023.” These seem to be conservative hypotheses for 2022 and 2023, which is somehow offset by a lower-

 
1 The Copom is the monetary policy committee of the Brazilian Central Bank (BCB). 
2 Refer to the statement of Copom #242 in English (https://www.bcb.gov.br/en/monetarypolicy/Copomstatements). 
3 One example: from a financial stability standpoint. 
4 According to the Focus survey, the trajectory of the Selic rate projected by analysts include another hike of 125bps in December 2021, and with a 
couple of 50-bp moves in February and March 2022.  
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than-consensus BCB estimate for free-market prices. Maybe this lower estimate for non-regulated inflation 
follows the authority’s constructive views about inflation for industrialized consumer goods going forward, as in 
3Q21 inflation report5.  

Balance of risks and scenario assessment  

As usual, the statement brings a discussion about the balance of risks for inflation. This time, no new elements 
were added, in spite of the recognized deterioration in the (upward) asymmetry. The BCB still views elements 
in both directions. To the upside, the Copom sees “further extensions of fiscal policy responses to the pandemic 
that increase aggregate demand and deteriorate the fiscal path may pressure the country's risk premium.” To 
the downside, the Copom believes that “a possible reversion, even if partial, of the recent increase in the price 
of international commodities measured in local currency would produce a lower-than-projected inflation in the 
baseline scenario.” In fact, as per the latte, despite the efforts by the BCB, we believe it is increasingly likely 
that only a major downside shock in commodity prices in BRL, dampening a good deal of ongoing cost 
pressures, could make the IPCA converge to center target in such a short period of time (i.e., for YE2022).  

In the scenario assessment, the BCB recognizes a tough inflation environment. The Copom believes that CPI 
is high and has surprised to the upside “led by the more volatile components, but there are also additional 
pressures on the items associated with core inflation.” The BCB also noted that “various measures of underlying 
inflation are above the range compatible with meeting the inflation target.” 

On activity, the BCB downgraded a bit its previously constructive tone, mentioning that “growth indicators 
released since the last meeting show an evolution slightly below expectations.”  

On the global environment, the BCB sees conditions “becoming less favorable and central banks' reaction to 
more persistent inflation should result in a more challenging scenario for emerging markets.”  

What to Expect Ahead?  

In our view, the BCB brought a well-suited response for an increasingly challenging environment for monetary 
policy. On one hand, the Copom reacted to the deterioration in the balance of risks for inflation caused by the 
latest fiscal policy discussions (specially the risks for the anchoring power of the constitutional spending cap 
framework). On other hand, the authority was careful enough not to overreact to a volatile news flow and 
avoided to recurring to a policy pattern that suited very well but in very different circumstances in terms of 
overall economic fundamentals.  

As per our scenario, we are taking the BCB’s guidance about the speed of hikes and keeping our projection 
for a 150-bp hike (to 9.25%) for the December Copom meeting. In terms of the total budget of hikes, we are 
once again raising our estimate for the terminal Selic rate to 11.5%, expecting hikes of 125bps for February 
and 100bps for March 2022. We believe interest rate is to remain around these levels until mid-2023, 
conditional on the fiscal policy developments.  

We recognize the tremendous uncertainty about economic policy and the difficulty to make forecasts at this 
juncture. For now, nonetheless, we sense there is still a little upside risk as per our interest rate forecast.    

Refer to a few graphs in the next page. 

  

 
5 Santander Brazil Monetary Policy -  “Hindsight and Outlook” – September 30, 2021 - Available on: https://bit.ly/Std-InflaReport-3Q21 
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Figure 1.A. – The Path for the Nominal Selic Rate  
(monthly average, % p.a.) 

Figure 1.B. – Selic Rate Moves in Copom Meetings  
(in percentage points) 

 

 

Sources: Brazilian Central Bank, Bloomberg, Santander. 
Sources: Brazilian Central Bank, Bloomberg, Santander. 
Note: This graph includes the decision hinted by the BCB for Copom #243 
(October 26-27, 2021).  

  

Figure 2.A. – Median Selic Rate Forecasts (Monthly) Figure 2.B. – Median Consensus Selic Forecasts  

 

 

          Sources: Brazilian Central Bank, Santander. 
Note: Based on BCB’s weekly Focus survey with professional forecasters 
(refer to https://www.bcb.gov.br/en/publications/focusmarketreadout).  

Sources: Brazilian Central Bank, Santander. 
Note: Based on BCB’s weekly Focus survey with professional forecasters 
(refer to https://www.bcb.gov.br/en/publications/focusmarketreadout). 

 

Figure 3.A. – BCB’s Inflation Simulations  Figure 3. B. – Median Consensus IPCA Forecasts  

 

 
Sources: Brazilian Central Bank, Santander. 
Note: Simulations assume Selic rate from the Focus survey and USD/BRL 
starting at 5.60 and evolving according to purchase power parity.  

Sources: Brazilian Central Bank, Santander. 
Note: Based on BCB’s weekly Focus survey with professional forecasters 
(refer to https://www.bcb.gov.br/en/publications/focusmarketreadout). 
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