& Santander

Macroeconomic Research

BRAZIL MACRO May 30, 2023

DATA ANALYSIS — INFLATION

Felipe Kotinda*

felipe.kotinda@santander.com.br
+5511 3553 8071

May’s IGP-M: Deepening the YoY Inflation Print .
aniel Karp*

daniel.karp@santander.com.br
+5511 3553 9828

e May’s IGP-M came in at -1.84% MoM, below consensus (-1.73%) and our estimate (-1.71% MoM). Of the
last 40 prints, 32 surprised downward or did not surprise (80% of prints were below or equal to expectations).
Twelve-month inflation reached -4.5% YoY, the lowest reading in the historical data (since 1989).

e |PA-Agro posted deflation of -2.50% MoM, with the trend falling to -18.3% 3MMA-saar (from -8.4%
previously), below the -7.0% YoY reading (the lowest reading since March 2018).

e |PA-Industrial posted deflation of -2.08% MoM, with the trend falling to -13.7% 3MMA-saar (from -10.1%
previously), running below the -6.1% YoY rate.

¢ |PA-industrial core gauge posted -2.7% 3MMA-saar (from -2.1%), running below the -0.7% YoY, which is a
sign that the YoY rate will continue to trend downward.

o IGP readings have been consistently favorable at the margin and is now at -4.5% YoY, the lowest reading
in the historical data (since 1989). We revised our IGP-M 2023 tracking downward once again, now to 0.5%
(from 1.5%), and we still see clear downward risks (a negative yearly print is very likely). Domestic
soybean and corn prices are falling on the back of a bright outlook for the Brazilian harvest, though we still
see Brent oil prices climbing back to USD95/bbl by YE2023, which would lead to a rebound in oil derivatives
prices in 2H23.

May’s IGP-M came in at -1.84% MoM, below the consensus (-1.73%) and our estimate (-1.71% MoM). Of the last
40 prints, 32 surprised downward or did not surprise (80% of prints were below or equal to expectations). Twelve-
month inflation reached -4.5% YoY, the lowest reading in the historical data (since 1989). The headline trend fell
to -11.3% 3MMA-saar (from -8.6%).

Deflation was driven by soybeans (-9% MoM), corn (-15%), iron ore (-13%), diesel oil (-9%), industrialized
food (-1%) and chemical products (-1%). Conversely, milk (+4%) posted inflation.

IPA-Agro posted deflation of -4.37% MoM, with the trend falling to -21.5% 3MMA-saar (from -18.0% previously),
below the -11.2% YoY reading (the lowest reading since January 2018). Grains are still posting deflation, driven by
soybeans (-9% MoM) and corn (-15%) contributing to the negative print. The outlook for domestic supply of grains
in Brazil is favorable, as the country should harvest a record output this year: soybean output in Brazil will reach
155 million tons. Additionally, even with corn safrinha planting behind the schedule (and outside the ideal planting
window), corn output will be good in Brazil, and domestic prices could fall further. The only risk for grains for now
is the weather in U.S.: while planting is ahead of schedule, current forecast point to the driest end of May/beginning
of June in 30 years. Meanwhile, in natura products fell -2.2% MoM (driven by mandioca and mamé&o), while livestock
was flat at -0.04%, with cattle prices falling and milk prices rising. For cattle, we keep our call that the current
favorable moment in Brazil’s cattle cycle (where supplies are ample) will mean low cattle prices in 20231. For milk,
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prices should fall as imports remains high and demand is weak. Additionally, supply should seasonally increase in
July.

IPA-Industrial posted deflation of -2.08% MoM, with the trend falling to -13.7% 3MMA-saar (from -10.1%
previously), running below the -6.1% YoY rate. Iron ore posted deflation of -13% MoM, with prices around
~USD101/ton. China’s infrastructure and property sectors have performed worse-than-expected this year, weighing
on steel demand and prices, and investors are now bracing for even weaker consumption over the summer months
when building activity typically slows. Oil-related items deflation decelerated, but the downward readjustment on
May 16 has yet to take effect. Brent oil prices have been volatile amid a tug war between bullish fundamentals and
a bearish macro backdrop. We still see Brent oil prices climbing back to USD95/bbl by YE2023. Industrialized food
and chemical products also posted deflation, with their 12-month variation at -4.4% YoY and -12.6% YoY.

IPA-industrial core gauge posted -2.7% 3MMA-saar (from -2.1%), running below the -0.7% YoY, which is a sign
that the YoY rate will continue to trend downward. 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 on IPCA continues to fall.

IGP readings have been consistently favorable at the margin and are now at -4.5% YoY, the lowest reading
in the historical data (since 1989). We revised our IGP-M 2023 tracking downward once again, now to 0.5%
(from 1.5%), and we still see clear downward risks (a negative yearly print is very likely). Domestic soybean
and corn prices are falling on the back of good prospects for the Brazilian harvest, but we still see Brent
oil prices climbing back to USD95/bbl by YE2023, which would lead to a rebound in oil derivatives prices
in 2H23.
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Figure 1. IGP-M, Groups and Qualitative Measures

Santander Brazil Macroeconomic Research

P88 9882c7R SE8ggeRr .o T 2 8 r g 2 &7 R R ?2 2 ane @
cz-hep £¢-22d £2-"ON -
2Z-NON gg-unr cz-hep -
zz-Aep Ze-2aQ €¢-"ON
LZ-nON ze-unr ze-fep o
Le-Aep 12220 lg7ON T
02-"ON Le-unr Le-Aew
oz-Ae 02-230d 0g-noN
61-AON oz-unf oz-Aen
6L-Ae 6L-22Q 2 G1-2oN
§L-"ON gL-unfp ”m 6L-Aewn Z

. sL-Aep 5 gl-220 o = w_\MOZ M

2 [1-oN 2 gLunf 2 _ LN &

- [ F]
LL-Fepy 1930 ﬂmmw__ g
9L-"ON Ll-unrp _ gL-nON -
gL-Aep 91-2ad -2
E T 9L-Aep
SL-fON ® © gL-unr SR GL-AON T
A = =] _ = ° @
SL-Aepy o w2 §1-020 SoT SL-Aep s
} < E 3 I o= 2
¥L-AON t s Z sL-unr < o= ¥L-"ON E
% < B C aw O = £
plhepy & O £ 1230 = pL-Aep ° g
= @
EL-MON ||| pL-unr ||| £L-NON _ _
eL-Aepn €1-53Q eL-Aen
ZL-"ON gL-unr ZL-"ON
zL-Aep zl-22Q zL-Aep
L L-AON glL-unr L L-AON
3 2E2g S8R 88R&2 TN ©w v ma - o TN
— cz-Repy ez-Aen ot eg-hen
~  7z-hON 2¢-noN > CT-AON
zz-hen zz-fep ce-hen
LZ2-"ON L2-AON L¢-AON
Lz-hep Lz-Aep Le-Aen
_ 0T-AON  ——— 02-AON = 02-AON
oz-Ael oz-Aew oz-Aew
61-NON 6L-"ON 61-AON
6L-AelN 6L-ABW 6L-Ael
~ BLAON gL-AON ‘ — 81-AON

= gL-hep 5, gL-fey 2 sLAeN 5

& /L-NON M [ L-AON % L1-AON m

- = s1-fepy & IL-hey = —— ke
gL-AON 9L-AON 91L-AON
aL-Aepy 9L-Aepy oL-Aew

. G L-AON = GL-AON p GL-AON
] SL-Aep 8 SL-ABW B sifew o
@ FL-AON © #L-AON © pl-roN F 2
> £ A = = % E -A < g
5 E vl -Aen s E L-Aew o E pLARN A
v_. 174 £1-AON v_. _ £L-AON u_. _ €1-AON mmlll
£L-Aepy £L-Repy EL-Aew
— ZL-AON ZL1-hoN ZLl-AON
zL-Ae ZL-Aepy zL-Ae
L L-AON L L-AON LL-AON

Sources for all charts: FGV and Santander.
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Figure 2. IGP-M Surprises, Groups and Qualitative Measures
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Sources for all charts: FGV, IBGE and Santander.
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Figure 3. IGP-M, Groups and Qualitative Measures
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Sources for all charts: FGV and Santander.
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