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Inflation slows down as effects of the transport sector strike start to wane

Overview

o In light of fading effects of the transport sector strike, the IPCA-15 dropped from 1.11% in June
to 0.64% in July. Food and fuel prices were among the most affected by the strike in late May,
which explains a significant part of this downturn. Inflation should continue to decompress in the
coming months, with monthly results at lower levels. We should see how the depreciated
exchange rate, which has already been applying pressure to the IGPs, will affect pass-through to
consumers by the second half of the year. As expected, at a critical time for exchange rate
variation, initial effects on prices are shown in the producer indexes (IGPs) and transferred to
consumers after a few months. The effect on producers has repeated the historical pattern thus
far. Pass-through to end consumers, however, has yet to occur, following a normal lag. There’s
plenty of debate on the extent of this pass-through, given that the economy still shows a high level
of idleness, which could limit the transfer power of the IGPs to the CPIs. Given the current results,
we have maintained our 4.1% forecast for the IPCA this year.

o The U.S. economy continues on a strong growth trend, but with inflation that should level out
around the Fed’s target in the medium term. This should lead to a gradual interest rate
adjustment scenario. That was the main aspect of the announcement made by the chairman of
the Fed, Jerome Powell, this week. He even said that the monetary authority will only consider the
trade war during decision-making when there are effects on the economy. This scenario indicated
by the Fed is reinforced by the Beige Book, which used a compilation of information surveyed from
economic agents to confirm the sentiment of a heated job market, although wage pressures are
well contained. Recent inflation data already shows that the indexes are stabilized around the
2.0% target, compatible with a moderate normalization scenario for monetary policy. We expect
two additional interest rate hikes this year and two more next year. However, there is some
concern regarding how trade tensions may curtail global growth and limit this interest rate trend,
especially in 2019. The scenario remains challenging for emerging countries, since a lesser
magnitude of U.S. interest rate hikes would be the result of a slower global economy, while the
U.S. dollar would remain strong.

o As expected, the Chinese GDP advanced 6.7% in the second quarter, before the new import
tariffs came into play. The country’s industry is still on a downward slope, partially offset by the
increased expansion rate in services. We expect a GDP growth of 6.5% this year, but there are
negative risks to be monitored. Trade conflicts with the U.S. may affect investment plans and
exports, although the Chinese Government is showing a willingness to offset part of those risks. In
fact, the Chinese currency continues to depreciate, while the authorities have already cut
compulsory charges to kickstart corporate debt renegotiation.

Weekly outlook

o Results from the external sector and credit operations in Brazil in June will be released this
week. In addition, the Central Government's primary result and tax revenues in June will also be
disclosed.

o On the external agenda, markets will be anxiously awaiting the announcement of the U.S.
second-quarter GDP, which should confirm the country’s economic strength. Previews of this
month’s European and U.S. PMIs will also be released. Finally, the ECB will hold a monetary policy
meeting and should proceed with caution regarding the consequences of trade tensions and a very
gradual interest rate adjustment.

Weekly Report
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Weekly Report

Time Country Event
Forecast 

(Bloomberg)
Forecast (Depec)

Monday 07/23

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

08:30 Brazil BCB: Focus Survey

15:00 Brazil MDIC: Trade Balance (weekly) 

- Brazil CNI: Industrial Confidence (Jun)

Tuesday 07/24

08:00 Brazil FGV: Consumer Confidence (Jul)

04:30 Germany Markit: Composite PMI (Jul - P)

05:00 Eurozone Markit: Composite PMI (Jul - P)

19:00 Chile Central bank meeting 2.50% 2.50%

Wednesday 07/25

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

08:00 Brazil FGV: Retail Confidence (Jul)

12:30 Brazil BCB: Currency Flows (weekly)

- Brazil Federal Debt Total (Jun)

- Brazil CNI: Consumer Confidence (Jul)

05:00 Germany IFO Business Climate (Jul)

Thursday 07/26

08:00 Brazil FGV: Construction Confidence (Jul)

08:00 Brazil FGV: Construction Costs  (Jul)

10:30 Brazil BCB: Current Account Balance (Jun) US$ 0.7 billions

10:30 Brazil BCB: Foreign Direct Investment (Jun) US$ 6.0 billions

- Brazil Central Govt Budget Balance (Jun) - R$ 9.0 billions

08:45 Eurozone Central bank meeting 0.00%

09:30 USA Initial Jobless Claims - Weekly 

Friday 07/27

08:00 Brazil FGV: Industrial Confidence (Jul)

10:30 Brazil BCB: Press Release - Monetary Policy (Jun)

- Brazil Aneel: Tariff range 

09:30 USA GDP  (2Q - P) 4.0% (QoQ)

11:00 USA University of Michigan Sentiment (Jul - F) 97.3 

- Colombia Central bank meeting 4.25% 4.25%

During the week

- Brazil Tax Collections (Jun) R$ 109.0 billions
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2016 2017 2018 2019

Consumer inflation - IPCA (%) 6.29 2.95 4.10 4.25

GDP growth (%) -3.6 1.0 1.5 2.5

Industrial Production (%) -6.4 2.5 2.5 2.7

Retail Sales (%) -8.7 4.0 5.0 4.5

Unemployment Rate (% of labor force, avg) 11.5 12.7 12.5 12.3

Outstanding Credit Growth (%) -3.5 -0.5 4.0 8.3

Trade Balance (USD bn) 45.0 64.0 68.3 61.1

Current Account (USD bn) -23.5 -9.8 -1.8 -8.5

Exchange Rate (BRL/USD, eop) 3.26 3.31 3.60 3.60

Selic Rate (%, eop) 13.75 7.00 6.50 8.00

Primary Balance (BRL bn) -155.8 -111 -159.0 -108.3

Gross Debt (% of GDP) 70.0 74.0 75.2 76.5


