& Santander

Macroeconomic Research

BRAZIL MACRO September 26, 2023

DATA ANALYSIS — INFLATION

o Karo
. . ’ . daniel.karp@santgr?ggr}.crér?qr.%r
Despite Services’ Upward Surprise, Another +55 11 3553 9828
FaVO rab I € I n ﬂ atl on P ri nt adriano.ribeirogcslgﬁtgﬁc}gﬂ:%ﬁ%t
+55 11 3553 8071

e ThelIPCA-15rose 0.35% MoM in September, below the consensus (0.37%) and our forecast (0.43%).
The YoY change increased to 5.0% (from 4.2% in August), owing to base effects however.

e The downward surprise was concentrated in food-at-home (-5 bps) and industrial goods (-9 bps),
which more than offset the upward surprise in services inflation (+6 bps). It is worth noticing that
half of the surprise in services was in the volatile airline tickets (+3 bps).

e Most of the qualitative measures improved again in this mid-month inflation print. Even core
services, which exceed our expectation in MoM terms (+2 bps), posting a positive sign with its trend
easing to 3.8% 3MMA-saar (from 4.5%).

e The EX3 gauge, which encompasses both services and industrial goods core measures,
decelerated to 2.9% 3MMA-saar (from 4.1%), the lowest level in three years.

e Moreover, the diffusion index plummeted to 43.9% (sa), the lowest level on record, with diffusion
ex-food at its lowest since the height of the Covid pandemic.

e Allinall, the September’s IPCA-15 inflation print continues to show further evidence that the stickier
part of inflation is improving (decelerating) at the margin.

e The better core gauges dynamics, even with the upward surprise in core services, reinforces the
idea that inflation’s short-term outlook remains good.

The IPCA-15 rose 0.35% MoM in September, below the consensus (0.37%) and our forecast (0.43%).
The YoY change increased to 5.0% (from 4.2% in August), owing to base effects however. The headline
trend (3MMA-saar) accelerated to 5.2% (from 3.2%).

The downward surprise was concentrated in food-at-home (-5 bps) and industrial goods (-9 bps), which
more than offset the upward surprise in services inflation (+6 bps). It is worth noticing that half of the
surprise in services was in the volatile airline tickets (+3 bps). In food-at-home, meats came once again
in the deflation camp (-2.73% MoM) and contributed with -1 bps to the group surprise. In industrial goods, the
downward surprise was spread among household articles, apparel, and personal hygiene. Finally, monitored
prices came in line with expectations.

Most of the qualitative measures improved again in this mid-month inflation print. Even core services,
which exceeded our expectation in MoM terms (+2 bps), posted a positive sign, with its trend easing to
3.8% 3MMA-saar (from 4.5%). The biggest surprise was in core industrials (-5 bps), with the trend reaching
2.0% 3MMA-saar (from 3.8%). Thus, the EX3 gauge, which encompasses both services and industrial
goods core measures, decelerated to 2.9% 3MMA-saar (from 4.1%), the lowest level in three years, in
line with our expectation. The average five main core indexes followed by the BCB (EX3 included) stayed
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around 3.4% 3MMA-saar, slightly above the inflation target of 3.25% for 2023. Moreover, the diffusion index
plummeted to 43.9% (sa), the lowest level on record, with diffusion ex-food at its lowest since the height
of the Covid pandemic. It indicates that non-inflation/deflation was spread in September and could be
associated with IPCA YoY below 2%, given its unusually low level, it is likely a welcome data-point rather than
a trend.

Looking at the services breakdown, we notice that the good news came in at the inertial related group, as its
trend decelerated to 4.5% 3MMA-saar (from 5.2%), and the volatile services, with the trend easing to 4%
3MMA-saar, while the services more related to wages are sustained above 5.0% 3MMA-saar, and the services
more linked to the economic activity accelerated to 4.7% 3MMA-saar (from 3.5%).

Allin all, the September’s IPCA-15 inflation print continues to provide further evidence that the stickier
part of inflation is improving (decelerating) at the margin. The better core gauges dynamics, even with
the upward surprise in core services, reinforces the idea that inflation’s short-term outlook remains
good.
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Figure 2. IPCA-15, Groups and Qualitative Measures
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Sources for all charts: IBGE and Santander.
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Figure 3. IPCA-15, Groups and Qualitative Measures
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Sources for all charts: IBGE and Santander.
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Figure 4. IPCA-15, Groups and Qualitative Measures
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Sources for all charts: IBGE and Santander.
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Figure 5. IPCA-15, Groups and Qualitative Measures
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Sources for all charts: IBGE and Santander.
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