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Chile and Brazil Cut Rates (Too?) Quickly
 
Summary
Policymakers at the Central Bank of Chile and Brazilian Central Bank cut interest rates 
more aggressively than financial markets expected at their latest meetings, meaning 
downside risks to our Chilean peso and Brazilian real forecasts are materializing. In 
the coming weeks, we will update our currency forecasts; however, we are using this 
publication to flag the likelihood of more short-term currency depreciation in Chile and 
Brazil than we currently expect, as well as the possibility of a slower pace of longer-term 
appreciation against the U.S. dollar.
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CLP and BRL Downside Risks Take Shape
In a report published about a month ago, we highlighted how most central banks across the emerging 
markets had accumulated monetary policy space to begin cutting interest rates. With inflation 
converging toward central bank target ranges, economic slowdowns/recessions forming, and local 
currencies stable, we noted how the need for as restrictive monetary policy was likely no longer 
justified in many countries across the emerging world. Our monetary policy space framework 
identified central banks in Latin America as fitting this narrative quite well and that regional 
institutions had accumulated the most space to begin cutting interest rates. To that point, disinflation 
is most apparent in South America, economic activity is softening across the continent, and regional 
currencies have strengthened considerably over the course of the last few years. Within Latin America, 
our policy space framework identified institutions such as the Chilean Central Bank (BCCh), Brazilian 
Central Bank (BCB) and Central Bank of Colombia (BanRep) as most likely to be among the first to 
initiate easing cycles. Over the last two weeks, all three of these Latam central banks met to assess 
monetary policy, and while BanRep kept rates on hold, policymakers in Chile and Brazil took advantage 
of their policy space and began easing cycles.

In Chile, BCCh policymakers cut rates 100 bps at the July meeting, more easing than we forecast 
and a more aggressive reduction than financial markets were priced. The official statement indicated 
softening growth and inflation dynamics as the primary rationale for easing, but also cited a more 
robust disinflation process than initially expected as the foundation for the sizable rate cut. As far as 
forward guidance, policymakers hinted that similar size reductions to the overnight rate target would 
be likely at future meetings. Brazilian Central Bank policymakers also moved forward with a more 
aggressive rate cut than we, as well as consensus economists, expected. According to the BCB August 
statement, policymakers were split 5-4 in their decision to cut the Selic rate 50 bps. Underpinning the 
more aggressive rate cut was a strong disinflation process as well as reduced fiscal risks associated 
with the Lula administration, which in the view of BCB policymakers, should keep inflation and inflation 
expectations anchored. Forward guidance indicated BCB cuts of a similar magnitude are likely going 
forward. Thematically, we believed that while Latin American central banks would start easing cycles 
well ahead of the Federal Reserve, policymakers would take a more measured approach to interest rate 
cuts and ease monetary policy gradually to protect against another round of inflationary pressures 
transmitted through FX depreciation. But given the BCCh and BCB decisions, policymakers in Chile 
and Brazil seemingly feel comfortable enough easing monetary policy aggressively. As a result, we are 
revising our Chilean Central Bank policy rate forecast lower to reflect policymakers' stance, and we 
now believe the Chilean overnight rate target can fall to 7.25% by the end of this year. We are also 
revising our Brazilian Central Bank forecast, and we now believe the BCB will lower the Selic rate to 
11.75% by year-end 2023.

Our currency forecast profiles for the Chilean peso and Brazilian real included gradual rate cuts that 
started in Q3, and that easing ahead of the Federal Reserve would lead to modest currency weakness 
through the end of this year. However, with policymakers easing more aggressively than we expected, 
the short-term outlook for both currencies has worsened. In our July International Economic Outlook 
we forecast the USD/CLP exchange rate to reach CLP840 by year-end and for the Brazilian real to 
weaken to BRL4.80 before experiencing a modest recovery by the end of this year. Given policymaker 
forward guidance and our revised BCCh and BCB forecasts, clear downside risks to our CLP and BRL 
forecasts have materialized. We will introduce updated currency forecasts in our August outlook 
publication; however, we are using this report to flag the likelihood of more CLP and BRL depreciation 
when those forecasts are finalized in a few weeks. In addition, while we will still forecast longer-term 
strength for each currency, a more gradual pace of appreciation relative to the U.S. dollar is also 
possible.

Recent decisions from the BCCh and BCB may also be watched closely by policymakers across Latin 
America. Regional central banks in Colombia, Peru and Mexico—institutions our framework identifies 
as having policy space to cut rates this year—will likely take notice of how financial markets react to 
BCCh and BCB aggressive rate cuts. Markets have not necessarily digested initial rate cuts well as the 
Chilean peso and Brazilian real have underperformed in response to their respective monetary policy 
decisions. If market participants apply sharp depreciation pressure to the Chilean peso and Brazilian 
real, regional peer central banks could choose to take the more gradual approach to rate cuts in the 
coming months. Outside of Chile and Brazil, we believe BanRep as well as policymakers at the Central 
Bank of Peru and Banxico will indeed choose a more cautious pace of interest rate cuts; however, 
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the evolution of local currencies and local currency performance could become the driving force of 
monetary policy decisions in the short-term.

Economics | 3



International Commentary Economics

Subscription Information

To subscribe please visit: www.wellsfargo.com/economicsemail

Via The Bloomberg Professional Services at WFRE

Economics Group

Jay H. Bryson, Ph.D. Chief Economist 704-410-3274 Jay.Bryson@wellsfargo.com

Sam Bullard Senior Economist 704-410-3280 Sam.Bullard@wellsfargo.com

Nick Bennenbroek International Economist 212-214-5636 Nicholas.Bennenbroek@wellsfargo.com

Tim Quinlan Senior Economist 704-410-3283 Tim.Quinlan@wellsfargo.com

Sarah House Senior Economist 704-410-3282 Sarah.House@wellsfargo.com

Azhar Iqbal Econometrician 212-214-2029 Azhar.Iqbal@wellsfargo.com

Charlie Dougherty Senior Economist 212-214-8984 Charles.Dougherty@wellsfargo.com

Michael Pugliese Senior Economist 212-214-5058 Michael.D.Pugliese@wellsfargo.com

Brendan McKenna International Economist 212-214-5637 Brendan.Mckenna@wellsfargo.com

Jackie Benson Economist 704-410-4468 Jackie.Benson@wellsfargo.com

Shannon Seery Economist 332-204-0693 Shannon.Seery@wellsfargo.com

Nicole Cervi Economist 704-410-3059 Nicole.Cervi@wellsfargo.com

Patrick Barley Economic Analyst 704-410-1232 Patrick.Barley@wellsfargo.com

Jeremiah Kohl Economic Analyst 704-410-1437 Jeremiah.J.Kohl@wellsfargo.com

Aubrey George Economic Analyst 704-410-2911 Aubrey.B.George@wellsfargo.com

Delaney Conner Economic Analyst 704-374-2150 Delaney.Conner@wellsfargo.com

Anna Stein Economic Analyst 212-214-1063 Anna.H.Stein@wellsfargo.com

Coren Burton Administrative Assistant 704-410-6010 Coren.Burton@wellsfargo.com

4 | Economics

http://www.wellsfargo.com/economicsemail


Chile and Brazil Cut Rates (Too?) Quickly Economics

Required Disclosures

This report is produced by the Economics Group of Wells Fargo Bank, N.A. (“WFBNA”). This report is not a product of Wells Fargo Global Research and the 
information contained in this report is not financial research. This report should not be copied, distributed, published or reproduced, in whole or in part. WFBNA 
distributes this report directly and through affiliates including, but not limited to, Wells Fargo Securities, LLC, Wells Fargo & Company, Wells Fargo Clearing Services, 
LLC, Wells Fargo Securities International Limited, Wells Fargo Securities Europe S.A., and Wells Fargo Securities Canada, Ltd. Wells Fargo Securities, LLC is registered 
with the Commodity Futures Trading Commission as a futures commission merchant and is a member in good standing of the National Futures Association. 
WFBNA is registered with the Commodity Futures Trading Commission as a swap dealer and is a member in good standing of the National Futures Association. 
Wells Fargo Securities, LLC and WFBNA are generally engaged in the trading of futures and derivative products, any of which may be discussed within this report.

This publication has been prepared for informational purposes only and is not intended as a recommendation offer or solicitation with respect to the purchase or 
sale of any security or other financial product nor does it constitute professional advice. The information in this report has been obtained or derived from sources 
believed by WFBNA to be reliable, but has not been independently verified by WFBNA, may not be current, and WFBNA has no obligation to provide any updates 
or changes. All price references and market forecasts are as of the date of the report. The views and opinions expressed in this report are not necessarily those of 
WFBNA and may differ from the views and opinions of other departments or divisions of WFBNA and its affiliates. WFBNA is not providing any financial, economic, 
legal, accounting, or tax advice or recommendations in this report, neither WFBNA nor any of its affiliates makes any representation or warranty, express or implied, 
as to the accuracy or completeness of the statements or any information contained in this report and any liability therefore (including in respect of direct, indirect 
or consequential loss or damage) is expressly disclaimed. WFBNA is a separate legal entity and distinct from affiliated banks and is a wholly owned subsidiary of 
Wells Fargo & Company. © 2023 Wells Fargo Bank, N.A.

Important Information for Non-U.S. Recipients

For recipients in the United Kingdom, this report is distributed by Wells Fargo Securities International Limited ("WFSIL"). WFSIL is a U.K. incorporated investment 
firm authorized and regulated by the Financial Conduct Authority (“FCA”). For the purposes of Section 21 of the UK Financial Services and Markets Act 2000 (“the 
Act”), the content of this report has been approved by WFSIL, an authorized person under the Act. WFSIL does not deal with retail clients as defined in the Directive 
2014/65/EU (“MiFID2”). The FCA rules made under the Financial Services and Markets Act 2000 for the protection of retail clients will therefore not apply, nor will 
the Financial Services Compensation Scheme be available. For recipients in the EFTA, this report is distributed by WFSIL. For recipients in the EU, it is distributed 
by Wells Fargo Securities Europe S.A. (“WFSE”). WFSE is a French incorporated investment firm authorized and regulated by the Autorité de contrôle prudentiel et 
de résolution and the Autorité des marchés financiers. WFSE does not deal with retail clients as defined in the Directive 2014/65/EU (“MiFID2”). This report is not 
intended for, and should not be relied upon by, retail clients.

SECURITIES: NOT FDIC-INSURED - MAY LOSE VALUE - NO BANK GUARANTEE

Economics | 5


	Important Disclosures

