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Brazil | More dovish monetary policy minutes, but the
tightening cycle is not over yet

Enestor Dos Santos

The monetary policy minutes revealed that the COPOM sees a deterioration in the risks for inflation in 2015
and believes that the measures adopted up to now are insufficient to take inflation to 4.5% in 2016,
signalling that the tightening cycle is not over. However, they showed that the COPOM is more optimistic on
2016 inflation, supporting the view of a 25bp hike in April.

Higher inflation forecasts for 2015, and lower for 2016

The Monetary Policy Committee (COPOM) acknowledged that the sharp adjustment in administered prices
as well as the exchange rate depreciation process are adding to the inflationary pressures in 2015.
Accordingly, it revised its inflation forecasts for 2015 (the precise figures were not released). In spite of the
signs of augmented concern regarding shortterm inflation, the minutes released today are, in our view, more
dovish than the previous ones. The monetary authority revealed a more negative tone regarding economic
activity. Moreover, inflation forecasts for 2016 were revised downward, in line with its claim that "the
scenario of convergence of inflation to 4.5% in 2016 has strengthened". Even though we do not share this
view with the COPOM (we continue to think that inflation will be at 5.5% in the end of 2016, after closing
2015 at 6.9%), we take it, together with the overall tone of the minutes, as a support to our view that the
SELIC will be adjusted by 25bp to 13.0% in April and will then remain unchanged at this level until the
beginning of 2016. Anyway, given the current abnormal pressures over inflation (which now stands at 7.8%),
we will not be surprised if the monetary authority once more decides to surprise and implement a sharper
tightening ahead.
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This document has been prepared by BBVA Research Department, it is provided for information purposes only and expresses data,
opinions or estimations regarding the date of issue of the report, prepared by BBVA or obtained from or based on sources we consider
to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers no warranty, either express or implicit,
regarding its accuracy, integrity or correctness.

Estimations this document may contain have been undertaken according to generally accepted methodologies and should be
considered as forecasts or projections. Results obtained in the past, either positive or negative, are no guarantee of future performance.
This document and its contents are subject to changes without prior notice depending on variables such as the economic context or
market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes.

BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents.

This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any interest in
financial assets or instruments. Neither shall this document nor its contents form the basis of any contract, commitment or decision of
any kind.

In regard to investment in financial assets related to economic variables this document may cover, readers should be aware that under
no circumstances should they base their investment decisions in the information contained in this document. Those persons or entities
offering investment products to these potential investors are legally required to provide the information needed for them to take an
appropriate investment decision.

The content of this document is protected by intellectual property laws. It is forbidden its reproduction, transformation, distribution,
public communication, making available, extraction, reuse, forwarding or use of any nature by any means or process, except in cases
where it is legally permitted or expressly authorized by BBVA.
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