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Raising growth

P We revised our 2024 GDP growth forecast up to 4.0%, from 3.5% in our previous scenario, due to a higher
statistical carryover from 1Q24°s GDP and a stronger-than-expected start to 2Q24.

P We now expect inflation to end 2024 at 4.3%, up from 4.0% in our previous scenario, driven by a weaker
currency. In fact, we revised our YE24 nominal exchange-rate forecast to 7,600 PYG/USD from 7,500

PYG/USD in our previous scenario.

P In the context of a better outlook for economic activity and slightly higher inflation, we maintained our terminal

rate forecast at 6.00% by YE24.

GDP expanded in 1Q24 and at the beginning
of 2Q24

Activity expanded in 1Q24. GDP rose by 4.3% yoy in
1Q24 (IMAEP +3.9% yoy), down from 4.9% in 4Q23.
Looking at the breakdown on the supply side, the
annual print was influenced by the positive
performance in manufacturing (5.5% yoy) and services
(+5% yoy), and, to a lesser extent, electricity and
water (+0.8% yoy) and agriculture (0.4% yoy). On the
other hand, the negative performance of construction
(-2.1% yoy) mitigated the favorable economic activity.
At the margin, using our seasonally adjusted series,
GDP rose by 1.2% quarter over quarter in 1Q24. On
the demand side, internal demand increased by 3.2%
yoy in 1Q24 (from -0.3% in 4Q23), supported mainly
by consumption, rising by 4.7% yoy (from 2.1% 4Q23),
while gross fixed capital formation expanded 3.4% yoy
(from -0.2% in 4Q23). Finally, exports of goods and
services, especially soybean exports, rose by 8.2%
due to higher sales of goods, while imports of goods
and services increased by 5.1% due to an increase in
imports of machinery and equipment, fuels and
lubricants and iron products. Leading indicators
point to strong activity for 2Q24. Using the central
bank’s seasonally adjusted series, the monthly GDP
proxy (IMAEP) expanded in April and May, leading to
a 0.7% qog/sa increase in May (down from 1.7%
gog/sa in 1Q24). On an annual basis, the IMAEP
increased by 2.8% yoy in the quarter ending in May
(from 6.9% in 1Q24).
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Lower-than-expected inflation in June due to
the reversal of volatile prices

CPI fell by 0.4% MoM in June (from -0.3% a year
ago), below our forecast (0.1%) and well below the
market consensus of 0.4% (according to the BCP
survey). Downside pressure came mainly from volatile
prices, in particular fruits and vegetables (8.2% MolM;
contribution of -0.5 pp) and fuels (-0.1% MoM), which
were affected by the reduction of domestic diesel
prices. Core CPI x1 (excludes fruits and vegetables,
regulated service prices and fuel) stood at 0.1% (from
0.2% a year ago). On an annual basis, headline
inflation fell slightly to 4.3% in June (from 4.4% in
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May), while core X1 CPI declined to 4.2% from 4.3%.
We note headline and core remain within the tolerance
band of the BCP’s inflation target (4% +/- 2%).
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No rate changes in sight

The central bank’s monetary policy committee
decided to maintain the policy rate at 6.00% in
June, as widely expected. The committee once again
highlighted that the recent rise in inflation is primarily
driven by volatile prices in the basket of goods and,
therefore, should reverse later this year. Additionally,
the BCP highlighted that the risks stemming from the
external environment have diminished since the
previous monetary policy meeting. While the BCP
mentioned that inflation expectations remain around
4.0% across all surveyed horizons, we noted that the
statement no longer included the sentence that
claimed the monetary policy rate stands around the
neutral range. In our view, the level of the policy rate
remains contractionary at 2.00% (using expectations
for the monetary policy horizon), compared with the
BCP’s neutral real-rate range of 0.4%-1.4%.

Fiscal consolidation remains on track

Tax revenues rose materially in 2Q24. The estimated
12-month cumulative fiscal deficit remained at 3.2% of
GDP in June, unchanged from May, yet well below the
4.1% of December 2023. This represents a positive
development toward fiscal consolidation. Tax revenues
rose by 25.4% YoY in real terms in 2Q24 (14.2% yoy in
1Q24), in line with the improvement in economic activity.

On the other hand, primary expenditures increased by
6.8% yoy in real terms in 2Q24 (-4.4% yoy in 1Q24), led
by the increased in expenditure on goods and services
(47.5% in the period).
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Better activity outlook

We revised our 2024 GDP growth forecast upward to
4.0%, from 3.5% in our previous scenario.

A high statistical carryover from 1Q24 (2.7%) and the
solid performance of leading indicators in 2Q24 support
our call.

We revised our YE24 nominal exchange-rate
forecast to 7,600 PYG/USD from 7,500 PYG/USD in
our previous scenario, due to a stronger global USD
and a weaker BRL. The central bank has intervened in
periods of exchange-rate volatility.

We revised our year-end inflation forecast upward to
4.3%, from 4.0% in our previous scenario, despite
the downside surprise in June. While a weaker
currency led us to revise our call, we still expect a
deceleration of monthly inflation in 2H24 (against 1H24).

We maintain our YE24 monetary policy rate forecast
at 6.00%. In our view, persistent global economic
uncertainty and upside pressure on inflation (amid a
slightly weaker currency) will prompt the central bank to
leave its policy rate unchanged for the rest of the year.
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2019 2020 2021 2022 2023 2024F 2025F

Current Previous Current  Previous

Economic Activity

Real GDP growth - % -0.4 -0.8 4.0 0.2 4.7 4.0 3.5 4.0 4.0

Nominal GDP - USD bn 38.8 36.1 40.3 421 447 47.2 46.9 49.8 50.4

Unemployment Rate - year avg 6.6 7.7 7.5 6.8 5.9 6.0 6.0 6.0 6.0
Inflation

CPI - % 2.8 2.2 6.8 8.1 3.7 4.3 4.0 4.0 4.0
Interest Rate

Reference rate - eop - % 4.00 0.75 5.25 8.50 6.75 6.00 6.00 5.50 5.50
Balance of Payments

PYG / USD - eop 6465 6912 6877 7340 7275 7600 7500 7700 7600

Trade Balance - USD bn 0.5 1.5 1.0 -1.3 1.6 0.9 1.2 0.9 0.9

Current Account - % GDP -0.6 1.9 -0.9 -7.1 0.7 0.0 0.6 0.1 0.1

Net Foreign Direct Investment - % GDP 1.4 0.4 0.2 1.7 1.0 2.0 2.0 2.0 2.0

International Reserves - USD bn 7.7 9.5 9.9 9.8 10.2 11.0 11.0 11.0 11.0
Public Finances

NFPS Nominal Balance - % GDP -2.9 -6.1 -3.6 -3.0 -4.1 -2.6 -2.6 -1.9 -1.9

NFPS Debt - % GDP 22.9 33.8 33.8 35.8 38.2 40.0 40.0 38.1 38.1

Source: FMI, Haver, Bloomberg, BCP, Itau.
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Relevant Information

-

. This report has been prepared and released by the Macro Research Department of Itad Unibanco S.A. (“ltad Unibanco”). This report is not a product of the Equity
Research Department of Ital Unibanco or Itat Corretora de Valores S.A. and shall not be construed as a research report (“relatério de analise”) for the purposes of
Article 1 of the CVM Instruction NR. 20, dated 2021.

2. The exclusive purpose of this report is to provide macroeconomics information and it does not constitute and shall not be construed as an offer to buy or sell or a
solicitation of an offer to buy or sell any financial product, or to participate in any particular trading strategy in any jurisdiction. The information herein is believed to
be reliable as of the date on which this report was released and it has been obtained from public sources believed to be reliable. However, Itat Unibanco does not
make any explicit or implied representation or warranty as to the completeness, reliability or accuracy of such information, nor does this report intend to be a
complete statement or summary of the markets or developments referred to herein. Itai Unibanco has no obligation whatsoever to update, modify or amend this
report and inform the reader accordingly.

3. The opinions contained herein reflect exclusively the personal views of the analyst responsible for this report and were prepared independently and autonomously,
including in relation to Itad Unibanco, Itau Corretora de Valores S.A. and any other companies within their economic group.

4. This report may not be reproduced or redistributed to any other person, in whole or in part, for any purpose, without the prior written consent of Itatl Unibanco.
Additional information on the financial products mentioned in this report may be available upon request. Itai Unibanco and/or any other company within its
economic group is not and shall not be liable for any investment decisions (or otherwise) based on the information provided herein.

Additional Note: This material does not take into consideration the objectives, financial situation or specific needs of any particular client. Clients must obtain financial, tax,
legal, accounting, economic, credit and market advice on an individual basis, based on their personal characteristics and objectives, prior to making any decision based on
the information contained herein. By accessing the material, you represent and confirm that you understand the risks related to the financial instruments described in this
material and the laws in your jurisdiction relating to the provision and sale of financial service products. You acknowledge that this material contains proprietary information
and you agree to keep this information confidential for your exclusive use.

For inquiries, suggestions, complaints, criticisms and compliments, talk to Itai’s CSCC: 0800 728 0728. Or contact us through our portal https://www.itau.com.br/atenda-
itau/para-voce/. If you are not satisfied with the proposed solution, please contact the Itai Corporate Ombudsman: 0800 570 0011 (on weekdays from 9 AM to 6 PM) or
our PO Box 67.600, S&do Paulo-SP, Zip Code 03162-971. Hearing impaired, every day, 24h, 0800 722 1722.
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