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In�ation persistence points to a moderate 
decline in the Selic rate in 2012

Despite the cooling of domestic 
economic activity, resulting from the 
restrictive monetary and �scal policies 
that have been in place since December 
2010, the IPCA (Brazilian CPI)ended 
2011 above the Central Bank target of 
4.5% for the second year in a row. The 
2011 IPCA of 6.5% was the highest it 
has been since 2004 (7.6%), coming in 
at the very top of the upper limit. Such 
in�ation persistence requires caution 
regarding the prospective outlook, 
mainly due to the high degree of 
indexation in the Brazilian economy. 

 
On the domestic front, the gap between 
supply and demand should remain as 
one of the principal vectors of 
in�ationary pressure throughout this 
year. Part of this should come from an 
economic environment that is still 
favorable to the labor market, after 

reaching historically low unemployment 
levels (see graph) – perhaps even below 
what could be regarded as neutral for the 
Brazilian economy - allowing for tight 
collective bargaining by various labor 
categories. Moreover, the 14.12% increase 
in the minimum wage that will be in effect 
at the beginning of this year should also be 
a signi�cant source of support for 
household purchasing power.
 
 
Not even the continuance of a more 
adverse external environment, discounting 
the occurrence of an event resembling that 
which took place in 2008, could mitigate 
the aforementioned gap in such a way as to 
prevent this year's in�ation rate from 
diverging from the target. Of course the 
worsening external environment, as the 
Central Bank has repeatedly pointed out, is 
slowing the advance of domestic economic 
activity from various channels, such as the 
reduction in the �ow of trade and 
investments, the tightening of credit 
conditions and the worsening of consumer 
and business sentiment. However, in light 
of the facts, we believe that the chance of 
deterioration in the international situation 
that could lead to a rupture, even though it 
has been on the rise over the last few 
months, still remains unlikely.

For that reason, the moderation in domestic 
economic activity which occurred in the 
third quarter of 2011 is not likely to 
continue. This is mainly due to the lagging 
and cumulative effects of the current cycle 
of basic interest rate cuts that began in late 
August of 2011. Furthermore, the recent 
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IBGE: Unemployment Rate (Seasonally adjusted)

Source: IBGE. |  Elaboration: Votorantim Wealth Management & Service.
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steps taken by the government to reduce 
taxes on some sectors of the economy, 
through the reversal of part of the 
macro-prudential measures established in 
December of 2010, and additional steps of 
a more �scal or even para�scal nature 
which can be edited, should lead to a 
recovery of GDP growth this year (3.2%) 
after the expected weaker GDP growth of 
(2.7%) in 2011.

In this context the upward trajectory in the 
price of services, which is a group with high 
in�ationary memory that responds more 
directly to the stimulus of domestic 
demand, should continue to see strong 
expansion this year (7.9%). Albeit slightly 
more benign than the 9.0% increase 
registered in 2011, which was the highest 
rate of increase recorded in recent years 
(see table below).
Additionally, just as the worsening 
international environment is inclined to 
keep the exchange rate more depreciated, 
we also expect the price of durable goods 
to remain under in�ationary pressure 
(1.1%), reversing the 1.6% drop in 2011. 
Another contributor to this outlook is the 
likely in�ationary effect that the 30% tax 
increase on industrialized goods (IPI) levied 
on the sale of imported vehicles will have 
on the sale of domestically produced 
vehicles.    

The only reason the in�ationary outlook will 
not be even more adverse is the 
decompression of administered prices, 
which account for about 27% of the IPCA. 
This is not only due to the effect that 2011’s 
lower IGP-M will have on some public 
tariffs, but also to the absence of upward 
adjustments to urban bus fares in some 
capital cities that will be holding municipal 
elections. In like manner, food price 
increases in the domestic market should be 
a bit more restrained this year due the 
cooling off of global demand that will 
reduce the likelihood of a strong rebound in 
commodity prices, and to the expected 
milder effects and shorter duration of the La 
Nina weather phenomenon in the 
2011/2012 season, according to the 
experts. It should also be mentioned that 
there will be a signi�cant relief of 
approximately 0.35% to the IPCA resulting 
from the new structure of weights 
elaborated by the Brazilian Institute of 
Geography and Statistics (IBGE) which was 
based on the 2008/2009 Household 
Budget Survey, and that this relief will have 
an impact on the 2012 in�ation rate. 

Therefore, in the absence of an event such 
as that which occurred in 2008, this year’s 
IPCA is expected to increase by 5.3%, with 
little likelihood of an immediate 
convergence to the center of the target, 
continuing to make for a cautious outlook 
for in�ation, imposing signi�cant 
challenges to the goals of monetary policy 
and limiting the possibility of additional 
interest rate cuts that would move the Selic 
rate below our projection of 9.75%. 

Weight* 2005 2006 2007 2008 2009 2010 2011 2012

IPCA - Total 100.0% 5.69% 3.14% 4.46% 5.91% 4.31% 5.91% 6.50% 5.3%

IPCA - Administrated 26.8% 8.98% 4.28% 1.65% 3.28% 4.74% 3.13% 6.20% 4.5%

IPCA - Services 23.7% 6.77% 5.49% 5.17% 6.38% 6.37% 7.62% 9.01% 7.9%

IPCA - Non-Durable Goods and Food 15.0% 6.18% 3.98% 3.70% 6.90% 6.00% 4.95% 6.51% 6.5%

IPCA - Food Consumed at Home 15.2% 0.59% -0.13% 12.36% 10.67% 0.88% 10.69% 5.41% 4.0%

IPCA - Food Consumed away from Home 8.0% 6.90% 5.92% 7.68% 12.00% 7.75% 9.82% 10.47% 7.8%

IPCA - Durable Goods 11.4% 3.06% -1.75% -0.05% -0.01% -1.87% 0.93% -1.56% 1.1%

Anual IPCA Inflation Rate: 
Variation broken down between administered prices and the prices of goods and services

 * These weights incorporate the new Household Budget Survey (POF) (2008/09) calculated by the IBGE, 
and they will go into effect for the IPCA of January of this year.

Source: IBGE. | Elaboration: The data in bold print are projections from Votorantim Wealth Management & Service.
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