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Second-quarter GDP likely to show flat growth

Overview

o The IBC-Br, an economic activity index used by the Central Bank of Brazil, points to flat GDP
growth in the second quarter. As the economy has mostly overcome the impact caused by the truck
drivers’ strike, the index rose 3.29% month-over-month in June, fully recovering from last month's
decline. Similarly, the Monthly Services Survey posted 6.6% growth, led by three of the five
industries covered by the survey: transportation, information and communication services, and
other services. The latest indicators reinforce other economic data from June, such as
manufacturing output and retail sales, suggesting that the economy has recovered from the strike. It
has been a slow recovery, however, which supports our expectation for flat GDP growth in the
second quarter. Therefore, we maintain our forecast that the Brazilian economy will grow 1.1% this
year.

o In August, the IGP-10 continued to show upward pressure on wholesale industrial prices. Although
the full rate has lost some steam, from an increase of 0.93% in July to 0.51% in August, we will keep
a close eye for any signs of pass-through to consumers.

o Internationally, trade tensions continue to draw a lot of attention. Risk aversion remained high in
global markets due to escalating trade strife and concerns surrounding Turkey. Emerging market
assets, particularly those from economies that have become increasingly fragile – due to rising
inflation, increased foreign dependence or weakened public finances –, have been the most volatile.
As a result, the Central Bank of Argentina held an extraordinary meeting in which it raised the
interest rate from 40% to 45% per annum. Amid this scenario, the BRL dropped significantly this
week. However, it should be noted that the U.S. and China took a step toward easing the conflict
between the countries, agreeing to rekindle trade talks later this month.

o International highlights include data from China, with underwhelming results in July revealing a
decline in investments and retail sales, while manufacturing output kept growing at the same pace
of previous months. We expect the Chinese economy to continue slowing down over the second
half of 2018, while the country’s GDP should grow 6.5% this year. However, the negative impact
caused by trade tensions brings a bearish bias to this forecast. In the Eurozone, the second reading
of second-quarter GDP showed that the European economy grew 0.4% in the period, up from the
previous estimate of 0.3%. For the next few months, we expect the Eurozone to maintain the same
pace of growth, resulting in 2.0% GDP growth for 2018.

Weekly outlook

o Consumer inflation will be the highlight of next week’s economic calendar in Brazil. We expect the
IPCA-15 for August to come in at 0.12%. The index is expected to show that the impact from the
truck drivers’ strike has tapered off, resulting in lower food prices. headline prices will remain at
comfortable levels, but should continue to show slightly acceleration. On economic activity, the
most significant figures are the manufacturing, retail and consumer surveys. The Ministry of Labor
and Employment may announce the formal jobs report for June, although no official date has been
set.

o In addition to the mid-month PMIs for August, trade and geopolitical tensions will remain on the
radar. The U.S. and Eurozone will release mid-month figures for the manufacturing and service
industries. On the international agenda, the main events include the minutes from the latest FOMC
meeting and the annual Jackson Hole Symposium, which will be attended by many central bank
officials from around the world.

Weekly Report
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Weekly Report

Time Country Event
Forecast 

(Bloomberg)
Forecast (Depec)

Monday 08/20

08:25 Brazil BCB: Focus Survey

15:00 Brazil MDIC: Trade Balance (weekly) 

- Brazil CNI: Industrial Confidence (Aug)

08:30 Chile GDP  (2Q) 5.2% (YoY)

Tuesday 08/21

08:00 Brazil FGV: Industrial Confidence (Aug - P)

Wednesday 08/22

12:30 Brazil BCB: Currency Flows (weekly)

- Brazil CNI: Industrial Confidence (Aug)

15:00 USA Fed Minutes 

- Peru GDP  (2Q) 5.4% (YoY)

Thursday 08/23

08:00 Brazil FGV: Consumer Confidence (Aug)

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

09:00 Brazil IBGE: Consumer Price Index (IPCA-15) (Aug) 0.12% (MoM)

04:30 Germany Markit: Composite PMI (Aug - P) 55.1

05:00 Eurozone Markit: Composite PMI (Aug - P) 54.5 

09:30 USA Initial Jobless Claims - Weekly 

Friday 08/24

08:00 Brazil FGV: Retail Confidence (Aug)

08:00 Brazil FGV: Construction Costs  (Aug)

- Brazil CNI: Construction Confidence (Jul)

03:00 Germany GDP  (2Q - F) 0.5% (QoQ) 0.5% (QoQ)

10:00 Mexico GDP  (2Q - F) 2.8% (YoY)

During the week

- Brazil Caged: Formal Job Creation Total (Jul) 0
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2016 2017 2018 2019

Consumer inflation - IPCA (%) 6,29 2,95 4,11 4,25

GDP growth (%) -3,6 1,0 1,1 2,5

Industrial Production (%) -6,4 2,5 1,5 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 60,4 61,1

Current Account (USD bn) -23,5 -9,8 -9,9 -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 -157,9 -111,0

Gross Debt (% of GDP) 70,0 74,0 75,2 76,5


