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DATA ANALYSIS — INFLATION

March’s IPCA-15: Another Upward Surprise danielkarp@santalor comor
But “Less Negative” Breakdown

+55 11 3553 9828

e March’s IPCA-15 registered a 0.95% MoM change, above our call (0.83%) and the consensus expectation
(0.85-0.86%). In year-over-year terms IPCA was flat at around 10.8%, reinforcing our call that the peak of
IPCA 12-month will not be clear until May 2022.

e Upside surprises were concentrated in industrial goods, more specifically in perfume, which is a highly
volatile item with a strong tendency toward mean reversion.

e Broad qualitative measures worsened even more at the margin. The average of the main core measures
accelerated from 9.5% to 10.3% 3MMA-saar, reaching a new high. Finally, the diffusion index continued
to rebound and went back to 71.6% (seasonally adjusted), close to its highs.

e Allin all, this reading reinforces our concerns about the inflation outlook. We still project that a clear
peak should come around May 2022, but the level and composition of inflation are likely to remain
sources of concern, just as the latest shock from commodities prices is a new risk, keeping the balance
of risks tilted to the upside (i.e., higher inflation).

Upward Surprises Concentrated in Volatile Items

March’s IPCA-15 registered a 0.95% MoM change, above our call (0.83%) and the consensus expectation
(0.85-0.86%). In year-over-year terms IPCA was flat at around 10.8% reinforcing our call that the peak of
IPCA 12-month will not be clear until May 2022. As for the trend at the margin, it is around 9.6% 3MMA-saar,
suggesting that the disinflation process will be a sticky, difficult and risky one.

Upside surprises were concentrated in industrial goods and food-at-home, but services surprised to the
downside. Industrial goods contributed +12 bps to the headline forecast error, but we downplay that surprise as it
was mostly concentrated in perfumes, a highly volatile item that tends to revert to the mean, so it is not necessarily
an indication of further deterioration in the group. Food-at-home contributed +7 bps to the headline forecast error,
but in that case the surprise reinforces the upward risk we see for the group after a new round of commaodities
shocks. On the bright side, services contributed -10 bps to the headline forecast error, which was enough to keep
its trend relatively stable at 7% 3MMA-saar. Part of the surprise (-5 bps) was in airline tickets, which is a highly
volatile item, so it is not as meaningful as a signal; however, the others were in rent (-2 bps) and education (-4 bps),
which are stickier items, making them more relevant for the inflation outlook.

Broad qualitative measures worsened even more at the margin. The average of the main core measures
accelerated from 9.5% to 10.3% 3MMA-saar, reaching a new high. Finally, the diffusion index continued to rebound
and went back to 71.6% (seasonally adjusted), close to its highs.

All'in all, this is another unfavorable print that reinforces the difficult outlook we see for inflation, but we
continue to believe that we are close to the peak of IPCA in YoY terms. We still project that a clear peak should
come around May 2022, but the level and composition of inflation will continue to be sources of concern and
maintain the upside risk for the year-end forecast. Of course, the new round of commodities price shocks resulting
from the Russia-Ukraine war is another source of upside risk. Our current high frequency tracking is at 7.5% for
IPCA 2022 and 3.7% for IPCA 2023, but both with upside risks.

IMPORTANT DISCLOSURES/CERTIFICATIONS ARE IN THE “IMPORTANT DISCLOSURES” SECTION OF THIS REPORT.
U.S. investors’ inquiries should be directed to Santander Investment Securities Inc. at (212) 583-4629 / (212) 350-3918.
* Employed by a non-US affiliate of Santander Investment Securities, Inc. and is not registered/qualified as a research
analyst under FINRA rules.



Santander Brazil Macroeconomic Research Brazil Data Analysis, March 25, 2022 &

Figure 1. IPCA-15 by Group and Forecasting Errors

MoM YoY
Mar-22 Santander Contnib. Feb-22 Mar-22
IPCA-15 0.95 0.83 0.12 10.8 10.8
Food and beverage 1.95 1.60 0.07 88 10.8
Food-at-home 2.51 2.05 0.07 9.5 12.3
Food service 0.52 0.45 0.00 7.0 7.1
Housing 0.53 0.66 -0.02 14.8 14.6
Electrical energy 0.37 0.73 -0.02 27.9 28.3
Household articles 1.47 1.61 -0.01 13.8 14.9
Apparel 0.95 0.83 0.01 11.7 12.8
Transportation 0.68 0.73 -0.01 20.4 16.8
Airline tickets -7.55 2.00 -0.05 17.0 10.4
Gasoline 0.83 0.30 0.03 40.8 217.7
Health and personal care 1.30 0.26 0.13 3.2 43
Personal spending 0.44 0.44 0.00 55 59
Education 0.14 0.90 -0.04 6.0 6.7
Communication 0.04 0.17 -0.01 2.5 2.5
Administered
Free
Food-at-home 2.51 2.05 0.07 9.5 12.3
Industrial goods 1.26 0.81 0.10 13.0 13.2
Services 0.31 0.59 -0.10 6.0 6.2

EX3 Core

Average of cores

Sources: IBGE and Santander.
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Figure 2. IPCA, Groups and Qualitative Measures

IPCA-15 YoY and Diffusion Index
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Sources for all charts: IBGE and Santander.
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Figure 2. IPCA, Groups and Qualitative Measures (continued)

Industrials core inflation - annual
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Sources for all charts: IBGE and Santander.
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