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March’s industrial production growth consistent with gradual recovery scenario

Overview

o The 0.1% downturn in industrial production during March reinforced our assessment of moderate
growth for Brazil’s economy in the first quarter. The fall in industrial production overtook the high
estimates of 0.5%, falling back to last month’s expansion rate of 0.1%, ensuring stability for the
sector in the first three months of the year. This slowdown was explained by the contraction of the
intermediate goods sector, down to 0.7%. Nevertheless, this result pointed toward a favorable
scenario for investments, with acceleration of the production of durable goods (particularly
regarding vehicles) and capital goods (machinery and equipment). In addition, coincident indicators
such as supermarket sales, which grew by 1.1% in March, support our projection of a 0.3% GDP
growth in the period. In the second quarter, we highlight the very positive performance of vehicle
sales in April, which showed a 7.8% improvement compared to March, not including agricultural
machinery and road equipment.

o The increase in international volatility, combined with the perception of cyclical adjustment in U.S.
monetary policy, commercial policy instability, and higher oil prices, ultimately appreciated the
U.S. dollar over other currencies. On the domestic side, the postponement the fiscal adjustment
agenda and a more moderate growth in the face of such higher global volatility appears to have
caused the narrowing of Brazil’s interest rate differential relative to the rest of the world – currently
at an all-time low – to weigh on the BRL. In light of this, we revised our forecast for the year-end
exchange rate from BRL/USD 3.20 to BRL/USD 3.35.

o In the U.S the outcome of the FOMC meeting was in line with expectations. The statement did not
change substantially, with the diagnosis that inflation is already on target, combined with a slight
reduction in the reading regarding the economy. In this regard, FOMC members emphasized that
despite the lower number of jobs generated in March, the job market continues to grow at a strong
pace. The job market’s data confirms this scenario, with the creation of 164,000 jobs in April. As
such, we maintained our forecast of three more highs in the interest rate this year. In the Eurozone,
the release of the first-quarter GDP confirmed the perception of moderation in economic activity,
growing only 0.4% compared to 0.6% last quarter. In China, the result of industry and service PMI
indexes suggested some adjustment to the economy’s growth rate between April and March. The
result was in line with our expectation of a gradual slowdown for the coming months. The highlight
in Latin America were the rate hikes in Argentina, where the policy rate went from 30.25% to
40.00%. The Chilean Central Bank, in turn, maintained an interest rate of 2.5%.

Weekly outlook

o One of the highlights in the domestic agenda is the announcement of retail sales and inflation
data. As the cores remain steady, we estimate a 0.27% variation for the IPCA in April. Wholesale
inflation data will also be released: April’s IGP-DI should show a variation of 0.64%. Regarding retail
sales, we forecast a slight increase in March. We will also have ANFAVEA data on vehicle production
and sales figures from April, which may point to stronger results, as reported by FENABRAVE this
week.

o On the international agenda, inflation in the United States and the monetary policy decision in
England will be the week’s main performance indicators. April’s Consumer Price Index in the United
States should continue to show inflation above the target due to the base effect and the rise in oil
prices. In the face of more restrained economy and inflation data, the Central Bank of England
should choose to maintain the base interest rate. In addition, data on China’s balance of trade and
inflation indicators from April will also be released.
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Time Country Event Forecast (Bloomberg) Forecast (Depec)

Monday 05/07

08:25 Brazil BCB: Focus Survey (weekly)

11:20 Brazil Anfavea: Vehicle Production  (Apr)

15:00 Brazil MDIC: Trade Balance (weekly) 

- Brazil Serasa experian: Retail Activity Index (Abr)

- China Trade Balance (Apr) US$29.350 bn

Tuesday 05/08

08:00 Brazil FGV: Employment Indicators (Abr)

08:00 Brazil FGV: IGP-DI (Abr) 0.64% (MoM)

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

03:00 Germany Industrial Production  (Mar)

Wednesday 05/09

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

09:00 Brazil IBGE: Industrial Production - regional 

12:30 Brazil BCB: Currency Flows (weekly)

22:30 China CPI  (Apr) 1.9% (YoY)

Thursday 05/10

08:00 Brazil FGV: IGP-M (1st preview) (May)

09:00 Brazil IBGE: Consumer Price Index (IPCA) (Apr) 0.27% (MoM)

9:00 Brazil IBGE: Agricultural production Survey (Apr)

- Brazil Conab: 8th Grains crop survey 2017/2018

08:00 United Kingdom Central bank meeting 0.50% 0.50%

09:30 USA Initial Jobless Claims - Weekly 

09:30 USA CPI  (Apr) 0.3% (MoM)

20:00 Peru Central bank meeting 2.75% 2.75%

Friday 05/11

09:00 Brazil IBGE: Retail sales (PMC) (Mar)

11:00 USA University of Michigan Sentiment (May - P) 98
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2016 2017 2018 2019

Consumer inflation - IPCA (%) 6.29 2.95 3.48 4.25

GDP growth (%) -3.6 1.0 2.5 3.0

Industrial Production (%) -6.4 2.5 3.5 3.0

Retail Sales (%) -8.7 4.0 5.0 4.5

Unemployment Rate (% of labor force, avg) 11.5 12.7 12.3 11.8

Outstanding Credit Growth (%) -3.5 -0.5 4.5 8.3

Trade Balance (USD bn) 45.0 64.0 67.0 61.1

Current Account (USD bn) -23.5 -9.8 -15.7 -37.8

Exchange Rate (BRL/USD, eop) 3.26 3.31 3.35 3.45

Selic Rate (%, eop) 13.75 7.00 6.25 8.00

Primary Balance (BRL bn) -155.8 -111 -153.6 -88.0

Gross Debt (% of GDP) 70.0 74.0 75.0 76.5


