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Copom sees no change to balance of risks and keeps Selic at 6.5%

Overview

o The Monetary Policy Committee (Copom) kept the benchmark Selic rate at 6.5%. Despite suggesting that some
risks have eased, the committee emphasized that they all remain present, and that it continues to see inflationary
pressures risks tilted upwards. Policymakers recognized that core inflation measures are at “appropriate or
comfortable” levels, but emphasized that a cautious, conservative and patient approach to monetary policy
decisions have helped keep inflation at target levels and noted that next steps will continue to depend on the
pace of economic activity, the balance of risks and inflation expectations and forecasts. As a result, we believe
that Copom will keep the Selic rate unchanged throughout 2019.

o Indicators continue to show inflation at comfortable levels at the beginning of 2019. With a 0.32% reading in
January, the Consumer Price Index (IPCA) started the year with muted core prices, consistent with our below-
target inflation forecast for 2019. The General Price Index (IGP-DI) came in below market expectations at 0.07% in
January, confirming that wholesale prices were also benign in the period. As a result, consumer inflation will likely
stay at comfortable levels in coming months, also reflecting lingering slackness in the economy and muted wage
pressures.

o The ISM Service Index shows signs of U.S. activity slowdown in January. Failing to meet expectations, the index
fell to 56.7 in January from 58.0 in December, dragged by slower growth in the new orders component. The
reading suggests that U.S. activity is growing at a more moderate pace in the first quarter of 2019. It is worth
noting that the U.S. government shutdown probably has a significant impact on the ISM Service Index. As the
country’s budget stalemate is resolved, we expect the indicator to improve in coming months.

o Industrial data for January suggest that European economy will continue to lose steam in 2019. The Composite
PMI for the Eurozone fell to 51.0 points in January, slightly above the neutral level of 50 points, indicating a
modest growth in activity. Affected by Brexit uncertainty, the UK PMI also slumped in the month, dropping from
51.4 to 50.3 points. In similar fashion, German industrial production fell 0.4% in December, well below market
expectations, which called for a 0.8% rise. The numbers are consistent with our scenario, which expects GDP
growth for the Eurozone to come in at 1.6% in 2019.

Weekly Outlook

o In Brazil, all eyes will on the Copom Minutes and last activity reports for 2018. Following a similar statement
compared to the previous one, Copom Minutes are expected to provide additional details regarding the balance
of risks for inflation. As for the activity reports, the last readings for December will be announced. Compared to
November, we expect the volume of services to remain flat, while restricted retail sales revenues should drop
0.5% in real terms, offsetting some of the increase in the previous month. With that in mind, we expect the IBC-Br
(a monthly GDP proxy) to come in at 0.2% for the month. If confirmed, these numbers are consistent with a
gradual economic recovery in 2018. We expect the recovery to pick up momentum in 2019.

o Fourth-quarter GDP numbers for the UK, Eurozone and Japan are the highlights on the international calendar.
While these figures still reflect 2018 figures, they are likely to confirm that a global slowdown is taking shape and
should extend through the first quarter of 2019, as implied by some leading indicators. China will release its trade
balance numbers for January, the country’s first activity data for 2019 so far. Finally, the Empire Manufacturing
Survey will be released, providing us with the first insights about the US economy performance in February.

Weekly Report
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Time Country Event
Forecast 

(Bloomberg)
Forecast (Depec)

Monday 02/11

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

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

08:25 Brazil BCB: Focus Survey

15:00 Brazil MDIC: Trade Balance (weekly) 

07:30 United Kingdom GDP  (4Q - P)

Tuesday 02/12

08:00 Brazil BCB: Copom minutes

09:00 Brazil Conab: 5th Grains crop survey 2018/2019

09:00 Brazil IBGE: Agricultural production Survey (Jan)

Wednesday 02/13

09:00 Brazil IBGE: Retail sales (PMC) (Dec) 0.5% (MoM)

12:30 Brazil BCB: Currency Flows (weekly)

08:00 Eurozone Industrial Production  (Dec)

11:30 USA CPI  (Jan) 0.1 (MoM)

21:50 Japan GDP  (4Q - P) 0.3% (QoQ)

Thursday 02/14

09:00 Brazil IBGE: Services Sector Volume (PMS) (Dec) 0.0% (MoM)

05:00 Germany GDP  (4Q - P)

08:00 Eurozone GDP  (4Q - P)

11:30 USA Initial Jobless Claims - Weekly 

23:30 China CPI  (Jan)

Friday 02/15

08:00 Brazil FGV: IGP-10  (Feb) 0.30% (MoM)

08:30 Brazil BCB: Economic Activity Index (Dec) 0.2% (MoM)

11:30 USA Índice Empire Manufacturing de atividade (Feb)

12:15 USA Industrial Production  (Jan) 0.2% (MoM)

13:00 USA University of Michigan Sentiment (Feb - P) 93.0

During the week

02/08 USA Personal Spending (Dec) 0.3% (MoM)

02/08 USA Personal Income (Dec) 0.5% (MoM)

- China Trade Balance (Jan)
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2017 2018 2019

Consumer inflation - IPCA (%) 2.95 3.75 3.80

GDP growth (%) 1.1 1.1 2.8

Industrial Production (%) 2.5 1.1 3.0

Retail Sales (%) 4.0 5.5 5.5

Job Creation (in thousands) 263.5 1359.7 1288.1

Unemployment Rate (% of labor force, avg) 12.7 12.3 11.9

Outstanding Credit Growth (%) -0.5 5.5 8.9

Trade Balance (USD bn) 64.0 53.6 56.1

Current Account (USD bn) -9.8 -14.5 -13.5

Exchange Rate (BRL/USD, eop) 3.31 3.87 3.70

Selic Rate (%, eop) 7.00 6.50 6.50

Primary Balance (BRL bn) -111 -108.3 -95.3


