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Boom! S&P awards |G status

P> Rating agency S&P upgraded Paraguay to investment grade status at BBB- with a stable outlook, matching

Moody's’ assessment from July 2024.

P We revised our YE25 inflation forecast to 3.5% from 3.9%, mainly due to recently announced fuel price cuts,
downside inflation surprises, and the expected effects of a substantially stronger PYG during the second
semester of the year. For 2026 we foresee inflation at 3.5%, in line with the center of the target assuming a
PYG stable in real terms. Our scenario considers the BCP on hold at 6.0% during 2026.

P Our 2025 GDP growth forecast of 5.0% has upside risks, due to recent activity dynamics. For 2026 we expect
4.0% growth, supported by domestic macro dynamics and spillovers from Argentina. National accounts data
for 3Q25 will be key in determining revisions for 2025 and 2026.

S&P upgraded Paraguay to investment grade

S&P upgrades to BBB-, with a stable outlook from
BB+. Thus, S&P is the second major rating agency, after
Moody's in July 2024, to grant Paraguay an investment-
grade rating. The rating agency had revised the BB+
outlook to positive from stable in January 2025, pointing
to a swift materialization of the outlook. Fitch's rating is
BB+, with a positive outlook — just one notch below
investment grade. According to S&P, the upgrade
reflects a solid track record of macroeconomic stability,
pro-market reforms, and growing credibility of monetary
policy, evidenced by inflation expectations converging
toward the central bank’s lower target. Robust private
investment and diversified growth prospects are
expected to sustain GDP expansion around 4% in
2026-2027, supporting fiscal consolidation and
rebuilding buffers. Key strengths include prudent fiscal
management, improving institutional capacity, and
abundant natural resources, while vulnerabilities persist
in external accounts, heavy reliance on commodity
exports, shallow domestic capital markets, and high
foreign-currency debt exposure. S&P’s stable outlook
assumes continued reforms, moderate current account
deficits financed by FDI, and gradual improvement in
fiscal and monetary flexibility.
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Inflation was broadly in line with expectations

Inflation by 0.2% MoM in November, in line with the
central bank’s survey (0.2%). Increases in volatile
fresh fruits, beef meat, and services were partially offset
by lower vegetables prices. The core CPI X1 (which
excludes fruits and vegetables, regulated service prices
and fuel) increased by 0.4% MoM, up from 0.0% MoM in
October, but down from 0.9% MoM a year ago. On an
annual basis, headline inflation was unchanged at 4.1%
in November, while the core X1 CPI fell to 4.1%, from
4.7% in October. Cumulative headline inflation in the
year reaches 3.4%. Both headline inflation and core X1
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remain within the tolerance range of the BCP’s inflation
target (3.5% +/- 2%).
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In November, the BCP kept the monetary policy rate
at 6.0% for the twentieth consecutive month, in line
with our call and market expectations. The
Committee reaffirmed its commitment to price stability
and will continue to closely monitor internal and external
developments to anticipate their potential impact on
inflation. Additionally, as has frequently been stated, it
will take appropriate measures to ensure compliance
with the 3.5% target over the monetary policy horizon.
Therefore, we estimate that the one-year real ex-ante
policy rate remains at 2.5%, towards the upper bound of
the BCP’s neutral rate range (1.3%-2.6%).
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Activity stabilizes at the margin

The monthly GDP proxy (IMAEP) increased by 5.7%
year on year (YoY) in October and by 6.0% YoY in
the quarter ended in that month. All sectors expanded
in October, led by the primary sector (up 8.2% YoY),
explained by higher production of corn, wheat, rice, and
cotton mitigated by lower soybean production.
Manufacturing rose by 5.0% YoY during the period,
while the secondary sector expanded by 7.3% YoY
driven by higher energy distribution. The services sector
increased by 4.1% YoY, driven by spillovers from the
macro adjustment in Argentina in the commerce and
tourism sectors in Paraguay. At the margin, activity
remained unchanged in October (0.0% mom/sa), down
from a gain of 0.4% mom/sa in September. Thus, the
IMAEP rose 0.3% qog/sa in the quarter ended in
October, which is unchanged from 3Q25, but below
2Q25 (1.1% qoqg/sa).
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Fiscal consolidation in line with the target

The fiscal deficit fell again in November. The 12-
month rolling fiscal deficit fell to 2.0% of GDP in
November, down from 2.3% of GDP in October. Real tax
revenues rose by 0.9% YoY in the quarter ended in
November. Real primary expenditure fell by 7.0% yoy in
the quarter ended November, driven by a decrease in
spending on goods and services (-32.6% in the period).
The 2026 budget was approved by Congress and
considers a nominal fiscal deficit of 1.5% of GDP for
2026, consistent with the Fiscal Responsibility Law. In
November, the Treasury completed its fourth and final
domestic bond issuance, selling the equivalent of USD
40 million in 12-year nominal bonds with a yield of 9.1%.
Thus, during 2025 the Treasury issued USD 215 million
in local currency bonds.

Lower inflation

We maintained our 2025 GDP growth forecast at
5.0%, with upside risks due to a high statistical
carryover from leading indicators. We also kept our
2026 GDP growth call at 4.0%. The national accounts
data for 3Q25, to be published on December 23, will be
key in revising our 2025 and 2026 forecasts.

The sustained PYG appreciation during 2H26,
persistence of downside inflation surprises, and the
fuel price reduction in December led us to revise our
YE2S5 inflation forecast to 3.5%, from 3.9% in our
previous scenario. In fact, we also revised our

exchange rate forecast for 2025 and 2026 amid a
weaker global USD. Thus, we now foresee the
exchange rate at PYG/USD 6,850 by YE26, from
PYG/USD 6,500 by YE25. In our view, tradable good
prices should remain supported by our view of stable
PYG in real terms. Thus, inflation should remain within
the inflation target’s tolerance range throughout the
monetary policy horizon (18-24 months).

We maintained our policy rate forecast at 6.0% until
YE26. The policy rate is already at the upper bound of
the BCP’s neutral range in real ex-ante terms. Although
inflation expectations for the monetary policy horizon are
anchored, economic activity is growing well above its
potential (3.5%) and local currency liquidity is at
minimum levels.

We project a nominal fiscal deficit of 1.9% of GDP in
2025 and 1.5% in 2026, consistent with the Fiscal
Responsibility Law. Disciplined management of the
fiscal accounts supports our forecast.

Andrés Pérez M.
Diego Ciongo
Soledad Castagna
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Paraguay | Forecasts and Data

2021 2022 2023 2024 2025F 2026F 2027F

Current  Previous Current Previous Current
Economic Activity

Real GDP growth - % 4.0 0.2 5.0 4.2 5.0 5.0 4.0 4.0 3.5

Nominal GDP - USD bn 39.9 41.9 431 445 48.9 48.6 57.8 55.1 61.6

Unemployment Rate - year avg 7.5 6.8 5.9 5.8 5.8 5.8 5.8 5.8 5.8
Inflation

CPl-% 6.8 8.1 3.7 3.8 3.5 3.9 3.5 3.5 3.5
Interest Rate

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

PYG /USD - eop 6877 7340 7275 7913 6500 7150 6850 7200 6850

Trade Balance - USD bn 1.0 -1.3 1.6 -0.5 -1.5 -1.5 0.0 0.5 0.0

Current Account - % GDP -1.1 =71 -0.4 -3.8 -4.0 -4.0 -2.0 -1.8 -2.0

Net Foreign Direct Investment - % GD 0.5 1.7 0.8 0.8 1.5 1.5 2.0 2.0 2.0

International Reserves - USD bn 9.9 9.8 10.2 9.9 10.5 10.0 10.5 10.5 11.0
Public Finances

NFPS Nominal Balance - % GDP -3.6 -3.0 -4.1 -2.6 -1.9 -1.9 -1.5 -1.5 -1.5

Gross Public Debt - % GDP 33.8 35.8 38.2 40.5 42.2 42.2 41.5 41.5 40.3

Source: FMI, Haver, Bloomberg, BCP, Itad.

Macro Research — Itau
Mario Mesquita — Chief Economist
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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.



https://www.itau.com.br/atenda-itau/para-voce/
https://www.itau.com.br/atenda-itau/para-voce/

