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e |PCA-15 fell 0.73% MoM, an upward surprise compared to our forecast (-0.90%) and to the market
consensus (-0.83%). Despite the upward surprise, the headline trend dropped to 2.2% 3mma-saar (from
9%), and the YoY change fell to 9.6% (from 11.4%).

e Compared to our forecast, upward surprises came in regulated prices, food and industrial goods. On
the other side, services—stickier and more related to core gauges—surprised toe downside.

e Although IPCA-15 surprised upward, we believe the reading consolidates that the peak of headline
inflation is past in YoY terms (a movement that was boosted by the tax-cut measures).

¢ Regarding the “quality” of the number, we are seeing early signs of improvement at the margin, but
levels of core gauges and diffusion are still historically high.

e Moreover, risks related to stickier prices (more related to core gauges) are still in place—particularly
because of the new round of income aid and because of the likely income effect coming from the tax-
cut measures, as both can support demand in the short term and sustain prices.

IPCA-15 fell 0.73% MoM, an upward surprise compared to our forecast (-0.90%) and to the market consensus
(-0.83%). Despite the upward surprise, the headline trend dropped to 2.2% 3mma-saar (from 9%), and the YoY
change fell to 9.6% (from 11.4%), with a substantial impact from the tax cut, but also with some preliminary
relief for other items.

Upward surprises came in regulated prices (+9 bps, mostly concentrated on electrical energy, apparently
because the tax-base change has yet to affect consumers), food (+6 bps) and industrial goods (+5 bps). Most
of the surprises were in volatile items—for example, in food the surprises were concentrated in fresh food,
while the industrialized ones (that enter the core gauge for food) decelerated; for industrial goods, a significant
part of the surprise was in perfumes, which are known for being highly volatile.

In terms of annual changes, regulated prices decelerated to 3% YoY (from 9%), with the trend running below
that, at -19% 3mma-saar (mostly due to the tax cuts in electrical energy and gasoline). Food remained
unchanged, at 17% YoY, but the trend decelerated a bit, going to 17% 3mma-saar. Food’'s core gauge also
remained unchanged, at 16% YoY, but its trend decelerated more sharply, reaching 13.5% 3mma-saar (from
18.9% 3mma-saar), which means it is now running below the YoY change, suggesting further deceleration
ahead. Industrial goods posted a 12.8% YoY change coming from 13.5%, and its trend fell to 6% 3mma-saar
(from 11.4%); however, this group is also being affected by the tax cut, because ethanol is part of the group.
The industrial goods core gauge—which excludes, among other items, ethanol—rose a bit, going to 13.5%
YoY from 13.1% previously, but its trend decelerated to 13.3% 3mma-ssar (from 15.4%). Despite the trend
decelerating, it is still running above the YoY change, so further deceleration in the YoY change is still not
clear.
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On the other side, services—stickier and more related to core gauges—surprised to the downside (-6 bps) A
significant part of the surprise was airline tickets, which are highly volatile, but there were more substantial
surprises, such as education, housekeeping services and some personal services, which are known for being
more cyclical and inertial. The annual change rose just a tad, to 9.0% YoY (from 8.9%), but the trend
decelerated (with a strong influence of the airfares drop) to 10.7% 3mma-saar (from 14.3%)—still above the
YoY change, though. The services core gauge, which excludes, among other items, airfare, which rose to 9.4%
YoY (from 9%). On the other side, the trend fell a bit to 11.9% 3mma-saar (from 12.4%), but it is still running
considerably above the YoY change; so a deceleration in YoY terms is still not in sight.

Broad core gauges improved a bit more at the margin. The average of the five main cores was unchanged, at
10.5% YoY, but its trend fell to 10% 3mma-saar (from 12.4% previously). Additionally, the diffusion index saw
a relief to 66.8% s.a. (from 70.3% previously). It is worth highlighting, however, that both measures are still
hovering at high levels, far from being compatible with the Brazil Central Bank’s target for headline inflation.

All in all, although IPCA-15 surprised upward, we believe the reading consolidates that the peak of headline
inflation is past us in YoY terms (a movement that was boosted by the tax-cut measures). Regarding the
“quality” of the number, we are seeing preliminary signs of improvement at the margin, but levels of core gauges
and diffusion are still historically high. Moreover, risks related to stickier prices (more related to core gauges)
are still at place—patrticularly because of the new round of income aid and because of the likely income effect
coming from the tax-cut measures, as both can support demand in the short term and sustain prices. Our
current IPCA tracking is at 6.8% for 2022YE and 5.3% for 2023YE. We see downward risks (particularly for
2022) coming from volatile prices, but we remain cautious about the composition of inflation, as services
inflation, core gauges and inertial prices as whole could remain high for a while.
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Figure 1. IPCA-15 by Group and Forecasting Errors

MoM YoY
Aug-22 Santander Dev. Jul-22 Aug-22
IPCA-15 -0.73 -0.90 0.17 114 9.6
Food and beverage 1.12 0.79 0.07 14.6 14.7
Food-at-home 1.24 0.84 0.06 17.5 174
Food service 0.80 0.66 0.01 7.6 8.1
Housing -0.37 -0.85 0.07 6.5 4.0
Electrical energy -3.29 -4.63 0.05 -4.8 -124
Household articles 0.08 0.25 -0.01 14.5 134
Apparel 0.76 0.45 0.01 17.2 17.0
Transportation -5.24 -5.28 0.01 18.0 10.5
Airline tickets -12.22 -6.00 -0.04 78.0 75.3
Gasoline -16.80 -16.90 0.01 204 -1.9
Health and personal care 0.81 0.63 0.02 T 83
Personal spending 0.81 1.00 -0.02 7.8 7.9
Education 0.61 0.86 -0.01 6.7 7.1
Communication -0.30 -0.27 0.00 3.2 2.0
Administered
Free
Food-at-home 1.24 0.84 0.06 17.5 174
Industrial goods 0.28 0.05 0.05 13.5 12.8
Services 0.28 0.54 -0.06 8.9 9.0

EX3 Core 0.84 0.56 0.10 10.7 1.1

Sources: IBGE and Santander.
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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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Industrials core inflation - annual
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Figure 3. IPCA-15, Groups and Qualitative Measures (continued)
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Sources for all charts: IBGE and Santander.
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