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More challenging environment for Monetary Policy Committee next week

Overview

o This week, the fiscal debate garnered much of the focus in Brazil. The possibility of the government
going over the spending cap in 2022 due to a new income transfer program impacted the price of several
assets, particularly the yield curve and the exchange rate. The heated fiscal debate, combined with rising
inflation expectations for 2022, will bring additional challenges to Wednesday’s Copom meeting, when
monetary policy committee will decide over the future direction of interest rates.

o With no domestic releases scheduled for this past week, the highlight was the 0.03% deflation of
the IGP-M in its second preview for October. The figure was explained by a downshift in producer
prices, particularly in the industrial sector, helped by slowing iron ore prices, as well as a decline in the
national construction cost index. Meanwhile, consumer inflation accelerated from 0.95% in September’s
second flash reading to 0.98% in the same reading for October. We believe that the slowing trend for
wholesale prices will have a limited downward impact on consumer inflation, which remains under
pressure from other factors, such as electricity and fuel.

o On the international stage, China released Q3 GDP results, which confirmed a more pronounced
ongoing slowdown. Year-over-year, the Chinese GDP slowed down from +7.9% in Q2 to +4.9% in Q3. The
result reflected power outages, the impact of supply crunches, and a slowing real estate sector. On the
other hand, household consumption saw an improvement after the pandemic was brought under control.
These results reaffirm the downward bias for Chinese growth for 2021 and 2022, as the economic policy
should not see any significant changes in the short term and the downward factors will remain in place:
new starts and sales will continue to weaken and power outages should continue to restrict industrial
production.

o In the U.S., the Fed’s Beige Book says economic growth dropped to a moderate pace and price
pressures increased over the past few months. The authority noted that the pace of growth slowed in
September and early October, reflecting supply chain disruptions, labor constraints and uncertainty
around the Delta variant of COVID-19. At the same time, the Fed reported that price and wage pressures
persisted, while businesses expect this scenario to persist for some time. With that combination of factors,
we maintain our expectations that stimulus will begin to decline next month, with the Fed on track to
begin to reduce asset purchases.

The week ahead

o The domestic calendar is highlighted by monetary policy decision and job market data. The Central
Bank will face a number of challenges stemming from a heated fiscal debate, a more challenging external
scenario and increasing price pressures. In this context, the Monetary Policy Committee is expected to
adjust the pace of hikes to the benchmark Selic rate. We will also have the release of CAGED data from
September, expected to show a similar pace of job creation as in July and August. The Continuous PNAD
will provide the unemployment rate for August, expected to show another decline. The Central Bank will
also release credit volume data for September.

o Internationally, there are several economic activity indicators scheduled for release, including Q3
GDP for the United States and Germany, while the European Central Bank will announce its monetary
policy decision.
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Time Country Event
Forecast 

(Bloomberg)

Forecast     

(Depec)

Monday 10/25

08:00 Brazil FGV: Consumer Confidence (Oct)

08:00 Brazil FGV: Consumer Price Index (IPC-S) (weekly)

08:25 Brazil BCB: Focus Survey (weekly)

09:30 Brazil BCB: Press Release - Monetary Policy (Sep) 15.3% (YoY)

15:00 Brazil Secex: Trade Balance (weekly) 

- Brazil CNI: Construction Confidence (Oct)

05:00 Germany IFO Business Climate (Oct)

Tuesday 10/26

05:00 Brazil FIPE: Consumer Price Index (weekly) 1.06%

08:00 Brazil FGV: Construction Costs  (Oct)

08:00 Brazil FGV: Construction Confidence (Oct)

09:00 Brazil IBGE: Consumer Price Index (IPCA-15) (Oct) 0,94% 0.98%

- Brazil Caged: Formal Job Creation Total (Sep) 370 k 380 k

11:00 USA Consumer Confidence (Oct) 108

Wednesday 10/27

08:00 Brazil FGV: Industrial Confidence (Oct)

09:00 Brazil IBGE: Unemployment Change (Aug) 13.5% 13.5%

14:30 Brazil Central Govt Budget Balance (Sep) - R$ 7.0 bn - R$ 0,7 bn

14:30 Brazil BCB: Currency Flows (weekly)

18:30 Brazil BCB: Central bank meeting 7.25% 7.50%

09:30 USA Trade balance (Sep) - US$ 87,3 bn

Thursday 10/28

08:00 Brazil FGV: IGP-M  (Oct) -0.18%

08:00 Brazil FGV: Services Confidence (Out)

08:00 Brazil FGV: Retail Confidence (Out)

08:45 Eurozone Central bank meeting 

09:00 Germany CPI  (Oct - P) 0.4% (MoM)

09:30 USA Initial Jobless Claims - Weekly 294 k

09:30 USA GDP  (3Q - P) 3.0% (QoQ)

Friday 10/29

09:30 Brazil BCB: Press Release - Fiscal Policy (Sep)

05:00 Germany GDP  (3Q - P) 2.6% (YoY)

06:00 Eurozone GDP  (3Q - P) 3.5% (YoY)

06:00 Eurozone CPI (Oct - P) 0.5% (MoM)

08:00 Mexico GDP  (3Q - P)

09:30 USA Personal Income (Sep) -0.1% (MoM)

09:30 USA Personal Spending (Sep) 0.5% (MoM)

11:00 USA University of Michigan Sentiment (Oct - F) 71.4

15:00 Colombia Central bank meeting 2.25%

During the week

- Brazil Federal Debt Total (Sep)

- Brazil Tax Collections (Sep) R$ 149 bn

- Japan Central bank meeting 
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2019 2020 2021 2022

GDP growth (%) 1.4 -4.1 5.2 1.6

Consumer inflation - IPCA (%) 4.3 4.5 9.0 3.8

Wholesale inflation - IGP-M (%) 7.3 23.1 16.7 4.2

Selic Rate (%, eop) 4.50 2.00 8.25 8.50

Exchange Rate (BRL/USD, eop) 4.03 5.20 5.15 5.60

Industrial Production (%) -1.1 -4.5 5.5 1.0

Retail Sales (%) 3.9 -1.4 7.5 2.7

Job Creation (in thousands) 1816 -8373 6796 4566

Unemployment Rate (% of labor force, avg) 11.9 13.5 13.8 13.0

Outstanding Credit Growth (%) 6.5 15.6 13.5 9.6

Trade Balance (USD bn) 26.5 32.4 51.5 72.0

Current Account (USD bn) -65.0 -25.9 -9.3 0.7

Primary Balance (BRL bn) -61.9 -703.0 -80 -71

Gross Debt (% of GDP) 74.3 88.8 81.5 83.2

Technical Staff 
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