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Tightening cycle is not over
Central Bank views
The Central Bank (CB) decided unanimously to increase the Selic policy rate by 50bps to
13.25%,
in
line
with
market
consensus.
Global
scenario:
the
global
environment has deteriorated further.
Inflationary pressures are making
market revise down global growth.
The tighter financial conditions and
the higher risk aversion are
generating uncertainty and volatility,
specially in EM economies;
Economic activity: the set of
indicators released since the previous
Copom meeting suggests a betterthan-expected economic growth;
Inflation:
Consumer
inflation
continued to surprise negatively. These surprises occurred both in the more volatile
components and on the items associated with core inflation.
CB inflation model results in inflation of 8.8%, 4.0% and 2.7%, respectively for 2022, 2023 and
2024. In such reference scenario, Copom considers the Selic from the Focus survey, FX rates
starting at 4.90 and moving by the Purchasing Power Parity (PPP), oil prices ending this year at
USD100/barrel and energy flag at yellow by the end of 2022, 2023 and 2024.
Upward risks to inflation come from: (i) greater persistence of global inflationary pressures; and
(ii) an increase in the risk premium due to the fiscal uncertainties. Factors that could lead to
lower-than-expected inflation are: (i) a possible reversion, even if partial, of the increase in the
price of international commodities measured in local currency; and (ii) a greater-than-projected
deceleration of economic activity.
The discussion of tax exemptions or reduction on fuels, electricity and telecommunications are
not included in the baseline scenario. However, if approved, the monetary authority considers it
significantly reduces the current inflation, but it raises in smaller magnitude inflation in the
relevant horizon.
Monetary policy: For the next meeting in August, Copom foresees as likely an extension of the
cycle, with an adjustment of the same magnitude or lower. Copom stresses that the heightened
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uncertainty of the current scenario, the advanced stage of the current monetary policy cycle,
and its impacts yet to be observed require additional caution in its action
Given its inflation projections and the risk of deanchoring the long-term expectations, it is
appropriate to continue advancing in the process of monetary tightening significantly into even
more restrictive territory. Copom emphasizes that it will persist in its strategy until the disinflation
process consolidates and anchors expectations around its targets.

Our expectation
The Central Bank (CB) signaled another rate hike, once it needs to guide inflation expectation
for this and next years, especially amid the context of greater inflated risks due to the impacts
caused by the conflict between Russia and Ukraine on commodity prices, as well as the impact
of covid-related lockdowns in China exacerbating supply chain disruptions. Additionally, CB
needs to anchor inflation expectations once 2023 market call is getting closer to the 4.75%
ceiling.
In our scenario, we still expect pressures on inflation once commodities and industrial prices
tend to keep at higher levels than earlier this year. On the local side, we highlight the
maintenance of high fiscal risks ahead in this electoral year also adding upward pressure on
inflation scenario in the medium to long-run. In addition to that, the congress approved the
ICMS tax cap on fuels, electricity and telecommunication, as well as a temporary reduction in
federal taxes on fuels valid until the end of 2022. The congress is also analyzing the exemption
of taxes on fuels also valid until the end of 2022.
If all approved without major changes, the overall impact would reduce inflation by around 2
percentage points. However, we consider a partial repass to prices, what means that our
current call of 9.2% inflation this year would be reduced to around 8%. However, part of these
measures is valid only for 2022, what means that they would increase in 2023 by a smaller
amount as the ICMS tax cap would continue in place. This could bring our call for 2023 inflation
from 3.5% closer to 4.5%. If we look the median of market expectation at 4.7% for 2023, the
incorporation of the end of the temporary tax reduction would put inflation above the 4.75%
ceiling.
Thus, monetary policy is expected to continue tight for longer in this scenario. As for the next
monetary policy steps, we expect a final 25bps hike to 13.50% in August, no changing the end
of cycle rate. But, the CB might keep the policy rate at its 13.50% for longer: until the end of the
second half instead of end of 2022 as we previously expected. Such approach would be enough
to guide inflation expectation for next years, making it converge to levels closer to the target
more likely in 2024.
CARLOS PEDROSO
Chief Economist
cpedroso@br.mufg.jp

MAURICIO NAKAHODO
Senior Economist
mnakahodo@br.mufg.jp

Copom
15 June 2022
DISCLAIMER
The information herein is provided for information purposes only, and is not to be used or considered as an offer or the solicitation of an offer to
sell or to buy or subscribe for securities or other financial instruments. Neither this nor any other communication prepared by Banco MUFG
Brasil S.A. and/or MUFG Bank, Ltd. (herein jointly as “MUFG”) is or should be construed as investment advice, a recommendation to enter into
a particular transaction or pursue a particular strategy, or any statement as to the likelihood that a particular transaction or strategy will be
effective in light of your business objectives or operations. Before entering into any particular transaction, you are advised to obtain such
independent financial, legal, accounting and other advice as may be appropriate under the circumstances. In any event, any decision to enter
into a transaction will be yours alone, not based on information prepared or provided by MUFG. MUFG hereby disclaims any responsibility to
you concerning the characterization or identification of terms, conditions, and legal or accounting or other issues or risks that may arise in
connection with any particular transaction or business strategy. Note that MUFG may have issued, and may in the future issue, other reports
that are inconsistent with or that reach conclusions different from the information set forth herein. Such other reports, if any, reflect the different
assumptions, views and/or analytical methods of the advisors who prepared them, and MUFG is under no obligation to ensure that such other
reports are brought to your attention. MUFG retains copyright to this report and no part of this report may be reproduced or re distributed without
the written permission of MUFG expressly prohibits the distribution or re-distribution of this report to any parties, via the Internet or otherwise
and MUFG, its head office, branches, subsidiaries or affiliates accepts no liability whatsoever to any third parties resulting from such distribution
or re-distribution.
Mitsubishi UFJ Financial Group, Inc. is one of the world’s leading financial groups. Headquartered in Tokyo (Japan) and with over 360 years of
history, MUFG has a global network with over 1,800 locations in more than 50 countries. The Group has over 150,000 employees and offers
services including commercial banking, investment banking, trust banking, securities, credit cards, consumer finance, asset management, and
leasing.
Banco MUFG Brasil S.A.
Av. Paulista, 1.274
São Paulo - SP - Brazil
Ombudsman Toll-free (and DDG): 0800 770 4060
Email: ouvidoria@br.mufg.jp
© 2018 Banco MUFG S.A. All rights reserved. The MUFG logo and name is a service mark of Mitsubishi UFJ Financial Group, Inc., and is used
by Banco MUFG S.A. with permission.

DISCLAIMER
As informações contidas neste documento servem apenas para fins de informação e não devem ser usadas como ou consideradas oferta ou
solicitação de oferta para vender ou comprar ou contrair assinatura de instrumentos financeiros. Nenhuma comunicação elaborada pelo Banco
MUFG Brasil S.A. e/ou MUFG Bank, Ltd. (em conjunto doravante ”MUFG”) é ou deve ser interpretada como conselho de investimento,
recomendação para entrar em uma transação específica ou seguir uma estratégia específica, ou qualquer afirmação sobre a probabilidade de
essa transação ou estratégia específica ser eficaz em vista de seus objetivos de negócios ou operações. Antes de entrar em uma transação
específica, é recomendável obter assessoria independente financeira, legal, contábil ou de outra natureza, conforme adequado às suas
circunstâncias. Toda e qualquer decisão de entrar em uma transação será exclusivamente sua, não baseada em informação elaborada ou
fornecida pelo MUFG. O MUFG por meio desta se exonera de qualquer responsabilidade perante você envolvendo a caracterização ou
identificação de termos, condições, questões legais, contábeis ou outras ou riscos que podem surgir em conexão com qualquer transação ou
estratégia de negócios específica. O MUFG pode ter distribuído ou pode distribuir no futuro relatórios inconsistentes com ou que chegam a
conclusões diferentes da informação aqui apresentada. Esses outros eventuais relatórios refletem diferentes hipóteses, visões e/ou métodos
analíticos dos profissionais que os prepararam e o MUFG não tem obrigação de garantir que esses outros relatórios cheguem até você. O
MUFG tem direito autoral sobre este relatório e nenhum trecho pode ser reproduzido ou redistribuído sem autorização por escrito. O MUFG
expressamente proíbe a distribuição ou redistribuição deste relatório a terceiros via Internet ou outro meio. O MUFG, sua sede, agências,
subsidiárias e afiliadas não aceitam qualquer obrigação perante terceiros resultantes de referida distribuição ou redistribuição.
O Mitsubishi UFJ Financial Group, Inc. é um dos maiores grupos financeiros do mundo. Sediado em Tóquio (Japão), e com mais de 360 anos
de história, o MUFG é uma rede global com mais de 1.800 escritórios e está presente em mais de 50 países. O Grupo tem mais de 150.000
funcionários e oferece serviços de banco comercial, banco de investimento, trust, corretora, cartões de crédito, financiamento ao consumidor,
gestão de ativos e leasing.
Banco MUFG Brasil S.A.
Av. Paulista, 1.274
São Paulo - SP - Brasil
Ouvidoria DDG: 0800 770 4060
Email: ouvidoria@br.mufg.jp
© 2018 Banco MUFG Brasil S.A. Todos os direitos reservados.
O nome e o logotipo MUFG são marcas de serviço do Mitsubishi UFJ Financial Group, Inc., e são usadas pelo Banco MUFG Brasil S.A. com
permissão.

