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• The BCB published the 2Q21 inflation report, shedding more light on the authority’s macroeconomic 
forecasts and policy discussions.  
 

• Despite the less bullish GDP projections by the BCB, as compared to the Street, we sense the 
inflation report did not strike a much different tone compared to the minutes. As an upshot, we 
continue to see increased probability of faster hikes for the upcoming COPOM meetings, with risks 
tilted towards much earlier policy normalization. 

 

• In a separate event, the CMN (National Monetary Council, in Portuguese acronym) announced the 
(IPCA) inflation targets for the next three years, with the novelty being the decision for 2024, as the 
council decided to set it at 3.0%, with the very same tolerance band of 1.5 p.p. either way. By 
keeping a reduction of 0.25 p.p. per year (2022 target was reaffirmed at 3.50%; for 2023, 3.25%), 
Brazil will now have a similar target as some EM peers, which is a welcome objective.  

 

• While the high BCB credibility should help to consistently achieve these targets, additional fiscal 
reforms (on the spending side) will probably be necessary for the maintenance of such low inflation 
levels in the long run. 
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Inflation Report Highlights: Still Inclined to Go F aster  

The BCB published the 2Q21 inflation report1, shedding more light on the authority’s macroeconomic forecasts 
and policy discussions.  

Having already published its inflation estimates for the relevant policy horizon in the COPOM statement2 and 
minutes3, a point of note in the report is the key economic parameters used by the BCB in its simulations and 
forecasts. According to the BCB, the economy is expected to run ~2.5% below its potential in 2Q21 (for 1Q21, 
the output gap was previously projected at -3.2%, according to the last inflation report). The BCB still expects 
the output gap to fully close sometime in 2022 (consensus: 2023). Additionally, the neutral level of real interest 
rates is still seen by the BCB at 3.00%. On economic activity, the authority now forecasts 2021 GDP at +4.6% 
(previously +3.6%), which is below the consensus estimate of 5.0%.  

As usual, the inflation report brought interesting policy-related studies (boxes). Despite the BCB’s “downgrade” 
given to the downside risks (for inflation) emerging from the pace of economic recovery (i.e., risks of a slower 
activity recovery being downplayed), and as opposed to the explicit mention of inflation elements (e.g., services 
and expectations) as key drivers for the next policy steps, we noted an atypically large concentration of BCB 
research on real activity topics this time.  

In one box, the BCB “analyzes the relationship between economic activity and pandemic intensity,” concluding 
that there has been a reduction in the sensitivity of the former to the latter, possibly reflecting the influence of 
impulses from the fiscal stimulus and global growth. In another box, the BCB seeks to address the fact that 
“periods with large fluctuations in series make it difficult to estimate seasonal and calendar factors.” So they 
try to filter the effects of the pandemic on the seasonal adjustment of broad activity data by removing the Covid-
19 period (treated there as outliers) and comparing the results obtained with the traditional seasonal adjustment 
method: the conclusion is that the traditional “procedure reduces the magnitude of the fluctuation due to the 
second wave” of the pandemic in Brazil. The BCB therefore highlights the dangers of extrapolating atypically 
strong (seasonally adjusted) GDP results into 2H21; the BCB apparently believes that this distortion in seasonal 
filtering may explain part of the gap of their forecast with respect to the consensus. 

The job market is also an object of study. In a box, the BCB reaches a (possibly preliminary) conclusion that 
the problems in IBGE data collection for the PNAD household survey on employment may not have distorted 
too much the results for unemployment rate, participation rate and employment (for other variables, the results 
were not so robust). Yet, elsewhere in the inflation report the BCB shows further evidence that the stronger 
CAGED payroll numbers might paint a more accurate picture for formal employment than the formal jobs data 
seen from PNAD.  

In two other boxes, the BCB runs simulations stressing on risk variables that could affect the inflation outlook. 
In a study, they simulate the impact of a hawkish Fed reaction causing Brazil FX to weaken about 20% (similarly 
to what happened in the 2013 “taper tantrum”). This is a risk considered as “second-tier” (i.e., of lesser 
probability), not mentioned for instance in the balance of risks assessment in the COPOM statement and 
minutes. In the most interesting scenario of a permanent impact (i.e., FX rate does not return to previous levels, 
neutral real interest rate rises to 4%), the BCB estimates an upward impact of a little more than 1 p.p. on IPCA 
inflation for the calendar years 2021 and 2022, compared to the baseline scenario. The BCB also stresses a 
(downside) risk to the inflation outlook seen as more important as of now—recently upgraded to “first tier,” 
being explicitly mentioned in the balance of risks assessment: a retracement in commodity prices in BRL. In 
the most interest scenario—with the FX rate back to levels seen at YE2019, adjusted by PPP and 5-year CDS; 
commodity prices in USD back to levels seen at YE2019, adjusted by international inflation target—IPCA 
inflation would be 1.0 p.p. lower for 2021 and 1.3 p.p. lower for 2022, vis-à-vis the baseline scenario.  

 
1 Refer to the Inflation Report boxes (https://www.bcb.gov.br/en/publications/inflationreportboxes) and presentation 
(https://www.bcb.gov.br/content/about/presentationstexts/RI_2021_2Q_EN.pdf). 
2 Santander Brazil Monetary Policy -  “A New (Farther) Route for The Flight Plan” – June 16, 2021 – Available on: https://bit.ly/Std-Copom-
jun21 
3 Santander Brazil Monetary Policy -  “Whatever It Takes” – June 22, 2021 – Available on: https://bit.ly/Std-Copom-min-jun21 
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Following this morning’s publication, in the press conference with Governor Roberto Campos Neto and Deputy-
Governor for Economic Policy Fabio Kanczuk, the BCB reaffirmed its commitment to delivering the mid-point 
inflation target next year, claiming that they will use “all instruments” to achieve a 3.5% IPCA in 2022. The 
authority also clarified that the decision to deliver a 75-bp hike in the June meeting (instead of a bolder move, 
allegedly considered according to the minutes) was not due to a lack of previous communication.  

All in all, despite the less bullish GDP projections by the BCB as compared to the Street, we sense the inflation 
report did not strike a much different tone compared to the minutes. As an upshot, we continue to see increased 
probability for faster hikes for the upcoming COPOM meetings, with risks tilted towards much earlier policy 
normalization.  

CMN Announces the Inflation Target for 2024 

In a separate event, the CMN (National Monetary Council, in Portuguese acronym) announced the inflation 
targets for the next three years, as usually done in June of each year. With the IPCA targets for 2022 and 2023 
kept intact (at 3.50% and 3.25%, respectively), the novelty was the decision for 2024, as the council decided 
to set it at 3.0%, with the very same tolerance band of 1.5 p.p. either way. According to the note issued by the 
Ministry of Economy, “the 0.25-percentage-point reduction compared to the 2023 target is consistent with the 
high credibility of the monetary policy (...) eliminating the possible costs of reducing” it. 

With this move, the Brazilian inflation target now converges to the levels seen in some key regional peers. 
Despite a cyclically high inflation as of late, we see this CMN decision as positive, revealing an ambition to 
make permanent such a low level of inflation for the long term. While the high credibility of the BCB (and 
especially after it was recently granted formal independence) should help the achievement of these bolder 
inflation targets, we believe macroeconomic reforms (especially on the fiscal side, and on the expenditure front) 
will be necessary in the future to facilitate a consistent achievement of this policy objective in the long term. 
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