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e January’s IGP-M came in at 0.21% MoM, in line with consensus (0.22% MoM) and our estimate (0.20%
MoM). Of the last 28 prints, 23 surprised downward or did not surprise (i.e., 82% of the prints came in below
or equal to expectations).

o IPA-Agro was relatively flat with 0.06% MoM inflation, with the trend rising to -1.8% 3MMA-saar (from
-8.4% previously), still below the 1.6% YoY reading (the lowest reading since March 2020).

e |PA-Industrial posted inflation of 0.12% MoM, with the trend rising to -1.8% 3MMA-saar (from -2.3%
previously), still running below the 4.1% YoY rate, suggesting further deceleration ahead.

e |PA-industrial core gauge posted inflation of 0.3% 3MMA-saar (from -1.8% previously), running below the
2.1% YoV rate (the lowest reading since October 2019), which is a sign that the YoY rate will likely continue
to trend down.

¢ |IGPs’ readings have been favorable at the margin, in spite of price increases for volatile items like iron ore.
The dichotomy between supply issues in commodities and a likely slowdown of the global economy still
suggests an uncertain outlook ahead. Our IGP-M 2023 forecast is at 4.1%.

January’s IGP-M came in at 0.21% MoM, in line with consensus (0.22% MoM) and our estimate (0.20% MoM). Of
the last 28 prints, 23 surprised downward or did not surprise (i.e., 82% of the prints came in below or equal to
expectations). The headline trend continues to be in negative territory at -0.3% 3MMA-saar and also continues to
run below the 3.8% YoY change, suggesting further deceleration ahead.

Once again, the most notable item in this reading was iron ore, whose prices surged 9% MoM. Conversely, oil-
related items posted deflation (albeit decelerating) owing to gasoline and diesel prices, which were adjusted
downward at the beginning of December.

IPA-Agro was relatively flat with 0.06% MoM inflation, with the trend rising to -1.8% 3MMA-saar (from -8.4%
previously), still below the 1.6% YoY reading (the lowest reading since March 2020). Livestock fell 0.8% MoM,
driven by deflation in poultry (-3.4% MoM) and eggs (-4.2% MoM). Indeed, poultry prices have been falling since
December given abundant domestic supplies. In agriculture, soybeans posted deflation (-0.9% MoM), while in-
natura goods began to post inflation at the margin (driven by cassava and potatoes). We highlight that in our
proprietary wholesale survey, cassava inflation is accelerating, while potatoes are decelerating.

IPA-Industrial posted inflation of 0.12% MoM, with the downward trend decelerating to -1.8% 3MMA-saar (from -
2.3% previously), still running below the 4.1% YoY rate, suggesting further deceleration ahead. As mentioned
above, a major contribution came from iron ore, which surged 9% MoM (from 12% in December). Iron ore prices
rebounded in early November and are now close to USD129/ton on hopes that China will provide further stimulus
to the property sector. Cushioning this inflation, oil-related items deflation continued to accelerate, owing to
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gasoline, diesel, and LPG prices that have been adjusted downward. The recent gasoline upward readjustment will
show up in the next IGP prints.

The IPA-industrial core gauge posted inflation of 0.3% 3MMA-saar (from -1.8% previously), running below the 2.1%
YoY rate (the lowest reading since October 2019), which is a sign that the YoY rate will likely continue to trend
down. This is important because the IPA-industrial core gauge (which excludes iron ore, food, medicines, and fuels
from the IPA-industrial headline) is more correlated with the industrial goods group in IPCA (durable goods in
general), so it is more optimistic news for IPCA. Indeed, durable goods inflation in IPCA continues to plunge (see
Figure 3).

IGPs’ readings have been favorable at the margin, in spite of price increases for volatile items like iron ore. The
dichotomy between supply issues in commodities and a likely slowdown of the global economy still suggests an
uncertain outlook ahead. Our IGP-M 2023 forecast is at 4.1%.
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Figure 1. IGP-M, Groups and Qualitative Measures
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Sources for all charts: FGV and Santander.
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Figure 2. IGP-M Surprises, Groups and Qualitative Measures

IGP surprises 0.20 IGP surprises and CRB YoY 0.80
%MoM forecast errors (BBG consensus) 0.20 .
19 36 prints MA of forecast errors (BBG consen’su 015 % 36 prints MA of forecast errors 0.60
015 (BBG consensus)
——CRB Yo lhs
010 g 0.40
0.056
0.05 0.20
0.00
005 o0 Q.00
-010
-0.05 -0.20
2 -015
*red dots are the last 28 prints -0.20 -010 -0.40
WO M 0O O M T W WD M @0 D oM o — oM WM W - @ ;e O o= oM
=== = = = = = — ol onl ol = = = = = = = = = = & o o o«
SO0 000000000 D oD oo oo o oo oo o o o oo oo o o o O
[ I oV I SV oV N S B SV oV I U VA o I o I SV A oV I oV I NI oV B S B SV B o | L e e ot I e I e I I |
i i 18
Inflation surprises: IGP vs. IPCA 16
015 —Error IGP ——Error IPC& 0.06 "
——Durable Goods IPCA VoY 12
010 004 , ‘ e
—Care Industrial IGP Yo 10
0.05 002 8
G
0.00 0.00 4
2
-0.05 -0.02
0
T I T I Ve BT o T ) 0o oo oY = rQJ 55 ﬁj :ﬂ m 5
-0.10 -0 T TS S S S S R
T T 3535353535385 5855565¢8¢s
S 55 oo 55585 588838 - - - - - oS0 S 0S5 o054
[ I o I SV R SV A o I oY I oY (2 VI oY (2 oY [ I oY I oY



Santander Brazil Macroeconomic Research Brazil Data Analysis, January 30, 2023

Figure 3. IGP-M, Groups and Qualitative Measures
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