
  
 
  
 

 

IMPORTANT DISCLOSURES/CERTIFICATIONS ARE IN THE “IMPORTANT DI SCLOSURES” SECTION OF THIS REPORT.  
U.S. investors’ inquiries should be directed to Santander US Capital Markets LLC at (212) 583-4629 / (212) 350-3918. * Employed 
by a non-US affiliate of Santander US Capital Markets LLC and is not registered/qualified as a research analyst under FINRA rules. 
 
 

Macroeconomic Research 

BRAZIL MACRO  August 3, 2023  
 

 MONETARY POLICY DECISION 

CONFIDENCE (VOTES) IN A GRADUAL EASING CYCLE 

Mauricio Oreng 
   mauricio.oreng@santander.com.br 

+5511 3553 5404 
Henrique Danyi 

henrique.danyi@santander.com.br  
+5511 3553 7350 

• At the 256th meeting of the Copom (monetary policy committee), the Brazil Central Bank (BCB) 
reduced the Selic policy rate by 0.50pp to 13.25%, kicking off a new easing cycle. The more-
than-usual uncertainty around this meeting is well reflected in the close (5 to 4) vote within the 
committee, with the minority (composed of a more “technical” wing of the board) proposing a cut 
of 0.25pp.  

• According to the statement, the Copom believes that “the improvement on the inflation scenario, 
reflecting in part the lagged effects of monetary policy, coupled with the reduction of longer-term 
inflation expectations, after the recent decision of the National Monetary Council on the inflation 
target, have given the necessary confidence to start a gradual cycle of monetary policy easing.” 

• Despite a bolder than expected action (vis-à-vis the consensus of economists), the Copom sought 
to send a message of caution for the continuation of this easing cycle. The BCB also tries to 
anchor expectations regarding the next policy steps, by unanimously signaling a possible "cruise-
speed" pace of 0.50pp per meeting along this cycle. In our opinion, the BCB sought to offset the 
dovish surprise in the Copom decision (even if amid a well-divided vote) by signaling a gradualist 
strategy to cut interest rate ahead.   

• The BCB's inflation projections show IPCA inflation at 3.4% for 2024 and 3.0% for 2025 in a 
scenario assuming the Selic path according to the Focus survey (12.00% for YE2023 and 9.25% 
for YE2024). The numbers seem to implicitly hint at the possibility that: i) the BCB may have 
opted for a more forceful action based more on the balance of risks than on the (inflation 
projections in the) baseline scenario or ii) amid a context of higher than usual inflation persistence, 
the BCB could be more willing to accept a slightly slower CPI convergence towards 3%. 

• As for our scenario, our tendency will be to incorporate new cuts in the magnitude of 0.50pp over 
the coming months (and into 2024). Yet we are prone to keep our above-consensus view and 
double-digit Selic forecast for YE2024, as we foresee challenges on the fiscal side, alongside 
some inflationary persistence. 
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POLICY DECISION, GUIDANCE AND INFLATION FORECASTS  

At the 256 th meeting of the Copom 1 (monetary policy committee), the Brazil Central Ba nk (BCB) reduced 
the Selic policy rate by 0.50pp to 13.25%, kicking off a new easing cycle.  This result was partially expected 
by analysts (who mostly anticipated a 0.25pp cut, as in our case) and by the interest rate market (which 
anticipated a greater probability of a 0.50pp cut). 

The more-than-usual uncertainty around this meeting  is well reflected in the close (5 to 4) vote 2 within 
the committee, with the minority (composed of a mor e “technical” wing of the board) proposing a cut 
of 0.25pp . The split vote was no surprise at all. Less because of the two new directors at this meeting, but 
mainly due to the divergence of opinions (regarding the signals of next steps) shown in the minutes of the last 
Copom meeting. Even so, in general, we perceive the BCB's choices (i.e., decision and communication) as 
more dovish than we (and possibly the consensus of analysts) expected. 

According to the statement, the Copom believes that  “the improvement on the inflation scenario, 
reflecting in part the lagged effects of monetary p olicy, coupled with the reduction of longer-term 
inflation expectations, after the recent decision o f the National Monetary Council on the inflation ta rget, 
have given the necessary confidence to start a grad ual cycle of monetary policy easing.”  The BCB 
understands that the decision to reduce interest rate by 0.50pp “is consistent with the strategy for inflation 
convergence to a level around its target throughout the relevant horizon for monetary policy, which includes 
the year of 2024 and, to a lesser extent, 2025.” The Copom evaluated the option of a more moderate reduction 
(-0.25pp), but opted for a more intense cut due to the “improvement in the inflation dynamics.” 

Despite a bolder than expected action (vis-à-vis th e consensus of economists), the Copom sought to 
send a message of caution for the continuation of t his easing cycle.  In the statement, the monetary 
authority pledges commitment to “the firm objective of keeping a contractionary monetary policy to re-anchor 
expectations and bring inflation to the target in the relevant horizon.” The BCB once again characterizes the 
current situation as “a stage in which the disinflationary process tends to be slower”, with “partial re-anchoring 
of inflation expectation”. The BCB believes the situation demands “serenity and moderation in the conduct of 
monetary policy.” 

Despite the dovish surprise at the beginning of the  easing cycle, the BCB tries to anchor expectations  
regarding the next policy steps.  The BCB signals that, if the scenario evolves in line with the committee’s 
expectations, “the Committee members unanimously anticipate further reductions of the same magnitude in 
the next meetings”. The signal then is that rate cuts of 0.50pp per meeting is appropriate cruise speed “to keep 
the necessary contractionary monetary policy for the disinflationary process”. The Copom points out that the 
size of the cycle will depend on the evolution of data and the scenario, especially concerning “the components 
that are more sensitive to monetary policy and economic activity, on inflation expectations, in particular the 
longer-term ones, on its inflation projections, on the output gap, and on the balance of risks”. 

The BCB's inflation projections seem to implicitly hint at the possibility that: (i) the BCB may have 
opted for a more forceful action based more on the balance of risks than on the (inflation projections  
in the) baseline scenario or (ii) amid a context of  higher than usual inflation persistence, the BCB c ould 
be more willing to accept a slightly slower CPI con vergence towards 3%.  The reference scenario3 
assumes the Selic trajectory according to the Focus survey: on July 28, it pointed to expectations of a drop in 
interest rates starting at -0.25pp in August, accelerating to -0.50pp from September, and reaching 12.00% at 
the end of 2023 and 9.25% at the end of 2024. Assuming this trajectory for the Selic, the models show the 
IPCA 2024 estimate stable at 3.4%, as compared to the 2Q23 inflation report (the last publication). For 2025, 
the BCB estimate fell to 3.0% from 3.1%. It is important to note that – according to the BCB's traditional rule of 
thumb for defining the relevant horizon (18 months or six quarters ahead) – the year of 2024 still has a much 

 
1 The Copom is the monetary policy committee of the Brazilian Central Bank. 
2 Refer to the statement in English (https://www.bcb.gov.br/en/monetarypolicy/Copomstatements) or Portuguese 
(https://www.bcb.gov.br/controleinflacao/comunicadoscopom). 
3 The simulation assumes USD/BRL at 4.75 and then evolving with the purchasing power parity (PPP) as well as oil price following the futures curve 
for the next six months and then stable in real terms in USD (i.e., up 2% annually subsequently). The scenarios assume energy tariff flag "green" for 
both December 2023, 2024 and 2025. 
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greater weight than calendar-year 2025 (with weights of 75% and 25%, respectively). Except for some detail 
to be disclosed later (maybe in the Copom minutes?), such as an eventual projection of IPCA convergence to 
the target for the twelve months ending in 1Q25, we can conclude that the interest rate path seen by the 
consensus of economists does not lead to an IPCA in flation at the center target for the relevant polic y 
horizon , judging by the BCB’s own calculations.  

Still on BCB’s inflation projections, it is interes ting to note that most of the difference between th e 
BCB’s and the market’s projections for headline IPC A 2024 (consensus: 3.9%) and IPCA 2025 
(consensus: 3.5%) comes from market-free prices 4. While (we implicitly calculate) that the BCB projects 
free-market IPCA prices to vary by 3.0% in 2024 and 2.8% in 2025, the consensus of analysts projects 3.7% 
and 3.5% for the same period. The BCB’s incorporation of a higher neutral interest rate hypothesis (to 4.5%) – 
now closer to the market hypothesis (~5%) – has helped reduce a bit the difference in these estimates (from a 
gap ~1% in the last inflation report to a gap of 0.7% now). Yet there is still a clear wedge of estimates between 
the consensus and the BCB. 

BALANCE OF RISKS, SCENARIO ASSESSMENT 

The BCB's balance of risks analysis underwent major  changes, even though the authority continues 
to identify risks in both directions, and without s uggesting any explicit presence of a bias.  Among the 
elements that feed upward inflationary risks, the BCB highlights “(i) a greater persistence of global inflationary 
pressures; and (ii) a stronger than expected resiliency on services inflation due to a tighter output gap.” The 
BCB ripped out of the statement some considerations related to fiscal risks (amid discussions about the new 
framework) and a more intense or lasting unmooring of inflation expectations. Among the elements that foster 
lower inflationary risks, the emphasis is given to themes related to the international economy: “(i) a greater than 
projected deceleration of global economic activity, particularly due to adverse conditions in the global financial 
system; and (ii) an impact on global inflation larger than expected from synchronized monetary policy 
tightening.” The Copom removed from the statement the downside risks from further declines in commodity 
prices in BRL and a more intense than expected deceleration in local credit conditions. 

The scenario assessment was proportionally less cha nged.  On local economic activity, the BCB reaffirms 
that “the recent set of indicators of activity remains consistent with the scenario of economic deceleration for 
the next quarters.” Regarding inflation, the Copom reiterated the drop in headline inflation, and again indicated 
that it expects “an increase in the twelve-month headline inflation over the” 2H23. While recognizing the decline 
in underlying inflation trends (possibly a mention to July IPCA-15 preview), the BCB observes that underlying 
inflation measures still stand above the inflation target. On the international scene, the Brazilian authority 
highlights the resilience of inflation and labor markets in several countries and underscores the determination 
of the main central banks to promote inflationary convergence in their respective economies. The BCB refers 
now to an “uncertain” external environment, and no longer an “adverse” scenario, as in the last meeting. 

In our opinion, the BCB sought to offset the dovish  surprise in the Copom decision (even if amid a wel l-
divided vote) by signaling a gradualist strategy to  cut interest rate ahead.  The central bank recognizes 
the adverse risks for the speed of inflationary convergence but seems to believe that the improved scenario 
(both in terms of inflation composition and expectations) already permits the achievement of the authority’s 
objectives, and with a less contractionary monetary stance going forward. The BCB tries not to commit to the 
end point of this easing process, leaving the terminal rate as data dependent. 

As for our scenario, our tendency will be to incorp orate new cuts in the magnitude of 0.50pp over the 
coming months (and into 2024).  Our scenario will be published on Friday (August 4th). Yet we are prone to 
keep our above-consensus view for interest rate for the medium term, as we continue to look for double-digit 
Selic rate at the end of 2024. The reason is that we do foresee challenges on the fiscal side, alongside elements 
that we believe will still fuel a certain inflationary persistence (e.g., strong demand for services, solid 
employment conditions, inflation resilience in the tertiary sector). Refer to a few graphs on the next page. 

 
4 The BCB projects administered prices up by 9.4%, 4.6% and 3.5% for 2023, 2024 and 2025, respectively. As of July 28, the market consensus 
(according to the Focus survey) for regulated prices was 8.9%, 4.4% and 3.8% for the same period. 
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Figure 1. Median Annual IPCA Forecasts (Consensus)  Figure 2. Median Annual Selic Forecasts (Consensus)  

  

          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. BCB’s Inflation Estimates (%, Reference)  
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          Sources: Brazilian Central Bank, Santander. 
Note: Assuming FX rate departing from USD/BRL 4.75, and then moving along with the 
PPP (purchasing power parity). Oil price following the futures curve for six months and 
stable in real terms in USD. The BCB assumes energy tariff flag "green" for both 
December 2023 and 2024. Consensus forecast for the future path of interest rate. 

 

 

  

5.31%

3.65%

3.25%
3.15%

5.12%

4.00%
3.80% 3.80% 3.70%

4.84%

3.89%
3.50%

3.50% 3.50%

3.25%
3.00% 3.00% 3.00% 3.00%

2.0%

3.0%

4.0%

5.0%

6.0%

7.0%

2023 2024 2025 2026 2027

30-Dec-22 16-Jun-23 28-Jul-23 Mid-Target

12.2512.2512.2512.25%%%%

9.009.009.009.00%%%%

8.008.008.008.00%%%% 8.008.008.008.00%%%% 8.008.008.008.00%%%%

12.25%

9.50%

9.00%

8.75%
9.00%

12.00%

9.25%

8.75%

8.50%

9.00%

7.0%

8.0%

9.0%

10.0%

11.0%

12.0%

13.0%

14.0%

2023 2024 2025 2026 2027

30-Dec-22 16-Jun-23 28-Jul-23



Santander Brazil Macroeconomic Research       Brazil Data Analysis  August 3, 2023  
 
 

 

5 
 

 

CONTACTS / IMPORTANT DISCLOSURES 
 
Brazil Macro Research  
Ana Paula Vescovi* Chief Economist anavescovi@santander.com.br 5511-3553-8567 
Mauricio Oreng* Head of Macro Research mauricio.oreng@santander.com.br 5511-3553-5404 
Jankiel Santos* Economist – External Sector jankiel.santos@santander.com.br 5511-3012-5726 
Ítalo Franca* Economist – Fiscal Policy italo.franca@santander.com.br 5511-3553-5235 
Daniel Karp Vasquez* Economist – Inflation daniel.karp@santander.com.br 5511-3553-9828 
Adriano Valladao Ribeiro* Economist – Inflation adriano.ribeiro@santander.com.br 5511-3553-7495 
Tomas Urani* Economist – Global Economics tomas.urani@santander.com.br 5511-3553-9520 
Henrique Danyi Correia* Economist – Credit / Monetary Policy henrique.danyi@santander.com.br 5511-3553-7350 
Felipe Kotinda* Economist – Commodities felipe.kotinda@santander.com.br 5511-3553-8071 
Gabriel Couto* Economist – Special Projects gabriel.couto@santander.com.br 5511-3553-8487 
Gilmar Lima* Economist – Modeling gilmar.lima@santander.com.br 5511-3553-6327 
Global Macro Research  
Maciej Reluga* Head Macro, Rates & FX Strategy – CEE maciej.reluga@santander.pl 48-22-534-1888 
Rodrigo Park * Economist – Argentina rpark@santander.com.ar 54-11-4341-1272 
Ana Paula Vescovi* Economist – Brazil anavescovi@santander.com.br 5511-3553-8567 
Juan Pablo Cabrera* Economist – Chile jcabrera@santander.cl 562-2320-3778 
Guillermo Aboumrad* Economist – Mexico gjaboumrad@santander.com.mx 5255-5257-8170 
Piotr Bielski* Economist – Poland piotr.bielski@santander.pl 48-22-534-1888 
Mike Moran Head of Macro Research, US mike.moran@santander.us 212-350-3500 

Fixed Income Research  
Juan Arranz* Chief Rates & FX Strategist – Argentina jarranz@santanderrio.com.ar 5411-4341-1065 
Mauricio Oreng* Senior Economist/Strategist – Brazil mauricio.oreng@santander.com.br 5511-3553-5404 
Juan Pablo Cabrera* Chief Rates & FX Strategist – Chile jcabrera@santander.cl 562-2320-3778 

Equity Research  
Miguel Machado* Head Equity Research Americas mmachado@santander.com.mx 5255 5269 2228 
Alan Alanis* Head, Mexico aalanis@santander.com.mx 5552-5269-2103 
Andres Soto Head, Andean asoto@santander.us 212-407-0976 
Walter Chiarvesio* Head, Argentina wchiarvesio@santanderrio.com.ar 5411-4341-1564 
Aline de Souza Cardoso* Head, Brazil aline.souza.cardoso@santander.com.br 5511-3553-1684 

Electronic  
 

Bloomberg SIEQ <GO> 
Reuters Pages SISEMA through SISEMZ 

This research report (“report”) has been prepared by Santander US Capital Markets LLC (is a subsidiary of Santander Holdings USA, 
Inc. which is wholly owned by Banco Santander, S.A. "Santander"]) on behalf of itself and its affiliates (collectively, Grupo Santander) 
and is provided for information purposes only. This report must not be considered as an offer to sell or a solicitation of an offer to buy 
any relevant securities (i.e., securities mentioned herein or of the same issuer and/or options, warrants, or rights with respect to or 
interests in any such securities).Any decision by the recipient to buy or to sell should be based on publicly available information on 
the related security and, where appropriate, should take into account the content of the related prospectus filed with and available 
from the entity governing the related market and the company issuing the security. This report is issued in Spain by Santander 
Investment Bolsa, Sociedad de Valores, S.A. (“Santander Investment Bolsa”) and in the United Kingdom by Banco Santander, S.A., 
London Branch. Santander London is authorized by the Bank of Spain. This report is not being issued to private customers. Santander 
US Capital Markets LLC, Santander London and Santander Investment Bolsa are members of Grupo Santander. ANALYST 
CERTIFICATION: The following analysts hereby certify that their views about the companies and their securities discussed in this 
report are accurately expressed, that their recommendations reflect solely and exclusively their personal opinions, and that such 
opinions were prepared in an independent and autonomous manner, including as regards the institution to which they are linked, and 
that they have not received and will not receive direct or indirect compensation in exchange for expressing specific recommendations 
or views in this report, since their compensation and the compensation system applying to Grupo Santander and any of its affiliates 
is not pegged to the pricing of any of the securities issued by the companies evaluated in the report, or to the income arising from the 
businesses and financial transactions carried out by Grupo Santander and any of its affiliates: Mauricio Oreng*, Henrique Danyi*. 
Employed by a non-US affiliate of Santander US Capital Markets LLC and is not registered/qualified as a research analyst under 
FINRA rules and is not an associated person of the member firm and therefore is not subject to FINRA Rule 2241 or FINRA Rule 
2242 and restrictions on communications with a subject company, public appearances and trading securities held by a research 
analyst account. The information contained within this report has been compiled from sources believed to be reliable. Although all 
reasonable care has been taken to ensure the information contained within these reports is not untrue or misleading, we make no 
representation that such information is accurate or complete and it should not be relied upon as such. All opinions and estimates 
included within this report constitute our judgment as of the date of the report and are subject to change without notice. Any U.S. 
recipient of this report (other than a registered broker-dealer or a bank acting in a broker-dealer capacity) that would like to effect any 
transaction in any security discussed herein should contact and place orders in the United States with Santander US Capital Markets 
LLC, which, without in any way limiting the foregoing, accepts responsibility (solely for purposes of and within the meaning of Rule 
15a-6 under the U.S. Securities Exchange Act of 1934) for this report and its dissemination in the United States. Hong Kong (HK): 
This report is distributed in Hong Kong by Banco Santander, S.A. (a public limited liability company incorporated in Spain) which has 
a branch in Hong Kong. Banco Santander, S.A., Hong Kong Branch is regulated as a Registered Institution by the Hong Kong 
Monetary Authority for the conduct of Advising and Dealing in Securities (Regulated Activity Type 4 and 1 respectively) under the 
Securities and Futures Ordinance. This report is not intended for distribution to any persons other than professional investors. Banco 
Santander, S.A. or its affiliates may have a holding in any of the securities discussed in this report; for securities where the holding 
is greater than 1%, the specific holding is disclosed in the Important Disclosures section above. The recipient of this report must not 



Santander Brazil Macroeconomic Research       Brazil Data Analysis  August 3, 2023  
 
 

 

6 
 

 

distribute it to any person without the prior written consent of Banco Santander, S.A.. Singapore (SG): This report is distributed in 
Singapore by Banco Santander, S.A. which has a branch in Singapore. It is not intended for distribution to any persons other than 
institutional investors, accredited investors and expert investors (each as defined in the Securities and Futures Act 2001 of 
Singapore). Recipients of this report should contact Banco Santander, S.A., Singapore Branch at 
researchsingapore@gruposantander.com for matters arising from, or in connection with, this report. Mainland China (CN): This report 
is being distributed in Mainland China by Banco Santander, S.A. which has two branches in Mainland China, being Shanghai Branch 
and Beijing Branch (“Santander China”). Santander China is regulated by China Banking and Insurance Regulatory Commission. 
Banco Santander, S.A., Shanghai Branch is licensed for foreign currency business, RMB business and derivative business. Banco 
Santander, S.A., Beijing Branch is licensed with foreign currency business. The recipient of this report must not distribute it to any 
person without the prior written consent of Banco Santander, S.A.© 2023 by Santander US Capital Markets LLC All Rights Reserved. 

 


