
Deceleration of Core Services Eases Additional Inflation Pressure on 
the Central Bank

Highlights

The August IPCA-15 presented a more positive composition, with surprises concentrated in 
more volatile items. The result was in line with market expectations (0.19%) and above our 
forecast (0.08%), which factored in a larger deflation of airline tickets offset by a more 
intense increase in gasoline prices. This release’s main highlight was the core services metric, 
with a reversal of the significant increase in voluntary vehicle insurance recorded in July, as 
well as declines in bank services and beauty services. Thus, although the level of airline 
tickets prevented a more significant easing of service inflation, the underlying perspective 
contributed to a more constructive outlook for the overall August inflation. Including 
recurring items, the headline should get closer to 0.05%, mitigating the pressures seen in the 
July IPCA figures.

Regarding the labor market, the deceleration in labor-intensive service inflation is a 
relevant factor from this release, given that employment data remain strong on the margin. 
CAGED recorded 188,000 formal job creation in July, along with an upward revision of the 
previous month's data. The strong performance was primarily driven by the industrial sector 
job creation, bringing the total accumulated balance so far above the figure recorded for the 
entire year of 2023. In the PNAD, the unemployment rate in the quarter ending in July 
dropped to 6.8%, with an increase in the employed people level, primarily impacted by 
formal jobs. The most positive news came from the real average earnings stability, halting a 
cycle of continuous advances in recent releases. Thus, given the Central Bank's explicit 
concern about the potential impacts of the labor market on service inflation, the data on the 
margin make the environment somewhat more favorable for the committee, especially when 
looking at the labor-intensive metrics.

Still, on the central bank, Monetary Policy Director Gabriel Galípolo was officially 
nominated for the position of Central Bank President. The announcement was made by 
Finance Minister Fernando Haddad and reiterated by President Lula in an interview, where he 
praised Director Galípolo's competence and emphasized that the Central Bank President 
should not be a market representative. The confirmation hearing in the Senate does not have 
a set date yet, raising doubts about whether the session will occur before or after the next 
monetary policy meeting on September 18. So far, the most speculated period in the media is 
that the hearing will take place in the first weeks of September, before the COPOM meeting.

Finally, to avoid exchange rate dysfunctions, the Central Bank conducted foreign exchange 
swap auctions this Friday. Initially, the Central Bank had announced a $1.5 billion sale in spot 
dollars to rebalance the MSCI portfolio adjustment, which now includes Brazilian stocks listed 
abroad and would generate a dollar outflow to be offset by the auction's magnitude. Despite 
the measure, the dollar peaked at R$5.69 during the day, leading the Central Bank to 
announce an additional auction of the same value, injecting new contracts into the market 
with maturities in March and August 2025. This intervention helped contain the dollar, which 
now trades closer to R$5.65 than R$5.70. It is worth noting that in their speeches, Central 
Bank directors reinforced that in cases of dysfunctionality, the authority will intervene in the 
foreign exchange market.

08/30/2024                                                                                                                        WR.79           

Weekly Report

All Rights Reserved | Reproduction and Sharing Prohibited | www.buysidebrazil.com | contact@buysidebrazil.com

http://www.buysidebrazil.com/
mailto:contact@buysidebrazil.com


The domestic agenda will be highlighted by 
July's industrial data release, the August 
consolidated trade balance, and the second 
quarter of 2024 GDP, which we expect to 
show a 0.9% QoQ increase. 

Abroad, attention will be on the 
employment data release in the U.S., 
particularly the August Payroll, as well as 
the ISM data for manufacturing and 
services. In the Eurozone, the second 
quarter GDP will be released.
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