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Recession set to deepen in third quarter as PMI slumps

®m ‘All-sector’ PMI points to third successive
quarter of economic decline

B Order books deteriorate at increased rate

B Record price rise points to further inflation
uplift

Brazil saw stagdflationary pressures intensify in
September, adding to the dilemma facing the central
bank. PMI data showed that the country to have
remained in a severe slump with its recession
deepening while price pressures rose to a survey
record high.

Deepening recession

At 42.7 in September, the Markit Composite PMI fell to
the third-lowest seen since the height of the global
financial crisis in March 2009. The average PMI
reading for the third quarter of 42.8 was up only
marginally from the 42.7 average seen in the second
quarter.

The survey data therefore point to the economy
contracting in the third quarter at a similar rate to the
severe 1.9% decline seen in the second quarter.

With companies’ orders books collapsing in September
at the fastest rate since March 2009, the downturn
looks set to persist and even intensify in the fourth
quarter.

As such, the data point to a deepening of the recession
and indicate a strong likelihood of the economy
contracting by over 3% in 2015, more than double the
IMF’s current estimate of a 1.5% decline.

The real is down 35% against the US dollar so far this
year One benefit of the depreciation has been the
support to Brazil's exporters, with improved
international competitiveness goods exports to
stabilise in September.

However, a downturn that had originally been led by
the manufacturing and export sectors amid dwindling
global demand for basic goods and commodities has
been exacerbated in recent months by a severe slump
in the more domestically-focused services economy.
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The recent PMI data are signalling a service sector
downturn of similar scale to that seen during the
financial crisis, with a marked acceleration in the rate
of decline of new business seen in September.

Record price rise

The problem Brazil faces is the rise of inflation
following the real’s fall, which is hitting the domestic
economy. The central bank has had to hike interest
rates to 14.25% in an attempt to control inflation, which
rose to 9.9% in August. But with the PMI survey index
of average prices charged for goods and services
hitting a record high in September as firms pass higher
costs on to customers, the return of double-digit
inflation looks inevitable.

Policy makers are therefore stuck between the need to
revive the economy with stimulus measures and a
need to control inflation with tighter policy.
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