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What’s New: Copom Decision 

Brazil’s Monetary Policy Committee (Copom) decided to hold the Selic rate at 6.5%, as widely expected. The 
statement following the decision brought some significant changes: (i) The committee recognized that economic activity 
has been recovering at a slower pace than previously expected; and (ii) risks to the inflation scenario are now considered 
symmetric – i.e., Copom attributes equal weight to risks that could lead inflation to undershoot or overshoot the target. 
Finally, the committee stated that it needs more time to obtain a clearer appraisal of the economic scenario (given the 
several shocks that affected the economy last year), a task unlikely to be completed in the short term. 

This statement, in our view, prepares the market for an occasional residual easing cycle; albeit this, in our view, is still 
heavily conditioned upon market conditions and the 2020 inflation outlook, and is not expected to happen in the next 
rate decision (May 8). Beyond that, we believe that uncertainties related to the reform agenda should continue to lead 
the Central Bank to take a cautious approach to monetary policy. We still predict that the Selic rate will stay 
unchanged until late 2020, at which time the narrowing output gap and inflation approaching the target midpoint should 
lead to a tightening cycle. However, it is fair to recognize that the probability of that happening only after some small 
rate cuts has increased recently, with softer inflation and GDP growth forecasts. 

 

Upcoming Data: Quarterly Inflation Report 

Next week, the Central Bank will release the minutes of the last meeting and the Quarterly Inflation Report (QIR). 
Both documents are expected to only reinforce the changes made in the aforementioned post-meeting statement. 

Regarding inflation forecasts, we expect only a few changes. With respect to the reference scenario, which considers a 
constant Selic and exchange rate (6.5% pa and BRL3.85/USD), official projections in the December QIR were 4.0%, 
4.0% and 4.1 % for 2019, 2020 and 2021, respectively. As the short-term inflationary surprise was low and the 
exogenous variables did not change (see “Chart of the Week” for details), the new forecasts should remain relatively 
stable, at 4.1%, 4.0% and 4.0%, in the same order. That is, only 2021 inflation is above the established Central Bank 
target (of 3.75%). 

March IPCA-15 will be released on Tuesday. We expect monthly inflation to accelerate to 0.54% m/m. According 
to our projections, the main driver of this acceleration will be food inflation, increasing from 0.68% m/m to 1.65% m/m, 
due to heavy rainfall during the month. Conversely, the services group should increase 0.32% m/m, slowing down after 
the end of the impact of school tuition fees. As a result, we expect 12-month inflation to rise to 4.18% from 3.73% in the 
previous month, still in line with the target (4.25% in 2019). Core inflation should remain subdued, despite the 
acceleration to 3.0% y/y at the margin (3-month seasonally adjusted annualized rate). 

 

Political Agenda: The Military Draft 

This week, the government presented its proposal to reform the pension system for the military. According to 
government estimates, expected savings from the overhaul of retirement rules total BRL97.3 billion over 10 years, but 
a restructuring of careers in Brazil’s armed forces (compensation for past distortions in military wages and benefits) will 
cost BRL86.9 billion in the same period. Thus, the net savings from the changes proposed today correspond to BRL10.5 
billion in 10 years. These figures were disappointing, in our view, since our previous expectation of net savings from 
new military’s pension system was around BRL 90 billion.  
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We continue to see potential for the approval of a pension reform with savings of around BRL800 billion in 10 years, 
which means a watering down rate of around 30% in comparison to the overall expected savings published by 
government last month (total of BRL1.16 trillion). However, we acknowledge that the balance of risks for the pension 
reform’s fiscal impact has worsened recently — not only because the release of lower net savings from the military 
pension reform, but also due to rising pressure from civil public servants (which could ask for some restructuring of 
careers to offset changes in their pension system) and still substantial uncertainty about the political coordination of 
Bolsonaro’s government. 

The Lower House’s Constitutional Committee started examining the overall pension reform draft this week. 
According to the committee’s head, Felipe Francischini, the final report is expected to be presented on March 26 and 
voted on April 3. After that, the proposal must be examined by a special committee, still to be constituted. 

 

Chart of the Week 

Our “Chart of the Week,” shows our perspective for medium-term inflation forecasts that will be released in the Quarterly 
inflation report next week. Under the market scenario, we should observe some increase in inflation projections because 
of lower Selic rates for 2019 and 2020. Otherwise, in the reference scenario, inflation forecasts will remain almost stable 
compared to the December Inflation Report, as the main exogenous variables did not change.     

        

Sources: Central Bank, Santander. 

 

Number of the Week  Quote of the Week 

BRL 
1.8 
bn 

Prosecutors estimate that the corruption 
scheme of which former President Michel 
Temer was arrested for this week 
siphoned off BRL1.8 billion from public 
coffers. 

 “The president loves Americans. Me too of 
course. We love Disneyland and Coca Cola.” 

— Paulo Guedes, Minister of Economy, during 
president Bolsonaro’s official visit to the United 
States (Reuters, March 18, 2019). 

  

Period

Market Scenario Reference Scenario Market Scenario Reference Scenario

2019 3.90% 4.00% 3.90% 4.10%

2020 3.60% 4.00% 3.80% 4.00%

2021 3.70% 4.10% 4.00% 4.10%

BRL/USD 2019 3.80 3.85 3.70 3.85

BRL/USD 2020 3.80 3.85 3.75 3.85

BRL/USD 2021 3.86 3.85 3.80 3.85

Selic 2019 7.50% 6.50% 6.50% 6.50%

Selic 2020 8.00% 6.50% 7.75% 6.50%

Selic 2021 8.00% 6.50% 8.00% 6.50%

QIR Mar/19QIR Dec/18

Central Bank: IPCA Forecasts

Variables
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What We’ve Been Reading 

 “The Tropical Trump? If He's Lucky,” by Brian Winter (Americas Quarterly, March 20, 2019). Bolsonaro needs to 
start to deliver on crime reduction and job creation if he wants to emulate the success of his role model, argues 
Winter. 

 “Bretton Woods at 75,” by Arminio Fraga (Project Syndicate, March 18, 2019). Global financial cooperation mutated 

since the famous post-war agreement, but continues to provide a global public good, argues the former Brazil 
Central Bank governor. 

 Brazil: Boom, Bust, and Road to Recovery, edited by Antonio Spilimbergo and Krishna Srinivasan. IMF’s new book 
on the past and future of the Brazilian economy. 

 

Recent Publications (Available on Our Website) 

 Is Monetary Policy Stimulative for Consumption? (March 6, 2019) 

 Lower Inflation Forecast for 2019 (February 28, 2019) 

 Economic Activity: Is The Glass Half Empty or Half Full? (February 27, 2019) 

 It’s Show Time: The Battle for Social Security Reform (February 20, 2019) 

 Economic Activity: Economic Derby—Rivals or Teammates? (February 19, 2019) 
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