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IPCA-15 November: Despite the Risks, the Scenario Is Still
Benign

e November’s IPCA-15 registered a 0.81% MoM change (4.22% YoY). The result was above the market’s
median expectation (0.72% MoM) and our forecast (0.75% MoM).

e Food-at-home was the major upward surprise (+3 bps), but food service also surprised (+2 bps), which
contributed to pressure core measures. Industrial goods also continued to contribute to pressure core
measures, but came in line with expectations.

e |n our opinion, the risks have increased, as the shocks are taking longer to fade out than we expected,
hence contaminating 2021 inflation and reducing the gap from the target (3.75%).

e However, as our baseline scenario continues to be that Brazil will eventually maintain a path of fiscal
responsibility, then there should be a fiscal cliff in the beginning of 2021, reducing demand and
allowing the BRL to appreciate. Also, with the economy reopening the consumer’s basket should also
normalize, reducing demand for goods (fiscal cliff also helping on that) while the industry recovers,
ending the mismatch between supply and demand. Finally, the scenario will be one of significant
negative output gap and high unemployment rate, suggesting low inflation with benign composition.

e As a result, despite a riskier path, we continue to believe in a benign scenario for inflation in the
medium-term. Our high-frequency IPCA tracking is at 3.8% (from 3.6%) for 2020 and 3.3% (from 3.1%)
for 2021, below the BCB’s target.

IMPORTANT DISCLOSURES/CERTIFICATIONS ARE IN THE “IMPORTANT DISCLOSURES” SECTION OF THIS REPORT.
U.S. investors' inquiries should be directed to Santander Investment at (212) 350-0707.
* Employed by a non-US affiliate of Santander Investment Securities Inc. and is not registered/qualified as a research
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Rules 2241 and 2242 and incorporated NYSE Rule 472 restrictions.
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Figure 1. IPCA Breakdown and Santander Forecast

MoM YoY IPCA

nov/20 Santander Contrib. oct/20 nov/20 2020e
IPCA-15 0.81 0.75 0.06 85 4.2 3.8
Food and beverage 2.16 1.88 0.06 12.7 15.0 13.8
Food-at-home 2.69 2.49 0.03 16.8 19.9
Food service 0.87 0.46 0.02 4.3 5.1
Housing 0.34 0.29 0.01 13 1.8
Household articles 1.40 1.18 0.01 15 3.0
Apparel 0.96 0.96 0.00 -1.5 -1.2
Transportation 1.00 0.91 0.02 (O 0.8
Airline tickets 3.46 1.00 0.01 243 -25.0
Gasoline 1.17 1.50 -0.02 0.2 0.6
Health and personal care 0.04 0.18 -0.02 ) 1.3

Personal spending 0.14 0.23 -0.01 2.6 2.3
Education 0.01 -0.01 0.00 1.0 1.0
Communication 0.06 0.23 -0.01 3.3 34

Administered prices 0.36
Free prices 0.89

EX3 core 0.53 0.08 1.8

New Average of cores 0.45 0.06 2.2
Sources: Santander, IBGE.

Baseline scenario is still benign, but risks have increased in our view

November’s IPCA-15 registered a 0.81% MoM change (4.22% YoY). The result was above the market’s median expectation (0.72%
MoM) and our forecast (0.75% MoM).

The upside surprises were concentrated on free prices, particularly food-at-home (+3 bps) and food service (+2 bps). The average of
core measures rose 0.51% MoM (while we expected 0.45%, probably because of the surprise in food service and because of the
continuing pressure on industrial goods), and the three-month moving average seasonally adjusted and annualized (a measure of
trend) accelerated from 3.5% to 4.9%.

In our opinion, the risks have increased, as the shocks are taking longer than we expected to fade out, hence contaminating 2021
inflation and reducing the gap from the target (3.75%). The extension of the shocks increases the risks of secondary effects on general
prices (core measures can be impacted), which would be riskier.

However, as our baseline scenario continues to be that Brazil will eventually maintain a path of fiscal responsibility (i.e., not extending
income emergency aid, nor breaching the spending cap), there should be a fiscal cliff reducing demand and allowing the BRL to
appreciate. With the economy reopening, the consumer’s basket should also normalize, reducing demand for goods (fiscal cliff also
helping on that) while the industry recovers, ending the mismatch between supply and demand. Finally, the scenario will be of
significant negative output gap and high unemployment rate, suggesting low inflation with benign composition. As a result, despite a
riskier path, we continue to believe in a benign scenario for inflation in the medium-term.

We updated our short-term forecasts to 0.80% for November (from 0.66%), 0.75% for December (from 0.66%) and 0.61% for January
(from 0.53%). The tracking for IPCA 2020 rose from 3.6% to 3.8% and the tracking for 2021 went from 3.1% to 3.3%. The risks coming
from the recent shocks continue to pose upside risks for those forecasts.
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Figure 2. IPCA, breakdown and core measures
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Sources: IBGE and Santander. Note: 2021 data points are annualized from current reported data.
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