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Recession deepens as disinflation continues

P Activity contracted sequentially for the third consecutive quarter in 2Q24, lowering 2024’s statistical carryover
to -4.7% and leading us to revise our 2024 GDP growth forecast to -4.0% (from -3.5% in our previous
scenario). For 2025 we envisage a more gradual rebound of activity as uncertainty lingers regarding the lifting

of capital controls.

P In the context of lower demand-side pressures and the continuation of the crawling-peg policy, we have
lowered our inflation forecasts to 125% for YE24 (from 130% in our previous scenario) and to 45% for YE25
(from 50% previously). Our policy rate forecasts remain at 40% for both 2024 and 2025.

P Importantly, confidence in the government rebounded in August and remains high, despite the stagflationary

scenario.

Sharp decline of activity in 2Q24, but some
green shoots appear for 3Q24

Activity declined sequentially in June after a short-
lived rebound in May. According to the EMAE (official
monthly GDP proxy), activity fell by 0.3% MoM/SA in
June after a 0.7% MoM/SA expansion in May. Thus,
activity contracted by 1.7% QoQ/SA in 2Q24 (vs.
-2.1% QoQ/SA in 1Q24), the third consecutive
quarterly sequential decline. On an annual basis,
activity fell by 3.9% in June and by 1.4% in 2Q24
(-5.1% YoY in 1Q24). The statistical carryover for 2024
stood at -4.7%. All sectors except agriculture showed
declines in 2Q24. Construction activity fell by 23.6%
YoY in 2Q24 (vs. -19.7% YoY in 1Q24), affected by
the freeze on public works, while manufacturing
activity contracted by 16.7% YoY in the same period
(vs. adrop of 13.7% YoY in 1Q24). Services (including
the commerce sector) fell by 4.8% YoY in the period
(vs. -2.4% in 1Q24), likely affected by lower real
wages in the same period. On the positive side,
primary activities rose by 57.4% YoY in 2Q24
(vs.+9.2% YoY in 1Q24), reflecting the normalization
of agriculture after last year's severe drought.
However, activity has picked up in 3Q24 according to
leading indicators such as personal loans, VAT
collection, construction, manufacturing and car sales.
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Higher-than-expected inflation in August

According to Argentina’s INDEC, consumer prices
rose by 4.2% MoM in August, up from 4.0% MoM in
the previous month. Annualized quarterly inflation fell
to 64.9% for the quarter ended in August, down from
65.3% in July. On an annual basis, inflation declined to
236.7% in August from 263.4% in July. The Eco Go
price tracker estimates inflation rates of 3.4% for MoM
for September, helped by the reduction of import tariffs
and its impact on durable goods. In our view, the real
appreciation of the ARS and weaker consumption
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contributed to the slowdown in monthly inflation.
Meanwhile, inflation expectations continue to fall, with
analysts surveyed by the central bank expecting 45%
inflation over the next 12 months (down from 54% in the
previous survey).

Crawling peg until YE24 and beyond?

The government has publicly reaffirmed its
intention to maintain the crawling peg policy with a
monthly devaluation pace of 2% (despite the
significant appreciation of the ARS in 2024), with
the main objective of bringing down inflation.
Indeed, the real exchange rate has appreciated by
45% since the devaluation in December 2023. In our
view, the extension of the crawling peg into next year
seems challenging, especially if inflation does not also
converge to 2.0% MoM in the near term, given the
sizable debt maturities and the expected dynamics of
the external accounts, all in a context of still negative
net international reserves. Indeed, the Treasury faces
USD 4.0 billion of global bond maturities in January
2025, amid the low season for agricultural exports and
rising import demand due to the expected recovery of
activity and the elimination of import tariffs by YE24.
Thus, the Treasury will require net financing in early
2025, and a repo line with banks and financing from
multilaterals appears today as the main option.
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Fiscal framework is the anchor

Fiscal consolidation continues. In July the
government posted another primary surplus, while the
nominal balance registered a deficit for the first time
this year. Thus, the primary balance for the first seven
months of the year stood at a surplus of 1.4% of GDP,
while the nominal balance stood at a surplus of 0.4%
of GDP. Based on these figures, we estimate a
consolidated nominal deficit of around 1.4% of GDP for
the year to date (including net interest payments by the
central bank), narrowing from 5.8% in the same period
of 2023. Real tax revenues fell by 7.1% YoY in real
terms in the quarter ended in July, affected by weak
activity, while primary expenditures fell by 30.9% YoY
in real terms over the period.
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Opposition shows its teeth, while Milei’s
support remains high

A large majority in the Senate approved changes to
the pension adjustment formula with a fiscal cost of
about 0.4% of GDP for the rest of the year and 1.2%
of GDP in 2025. Following approval in Congress,
President Milei vetoed the bill, which was later
ratified by Congress as the opposition failed to
muster a two-thirds majority in the chamber to
override the veto. While this was a victory for the
government, its minority position in Congress continues
to pose challenges for the approval of new laws and
progress on structural reforms.
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Confidence in the government rebounded in
August. According to a survey conducted by
Universidad Torcuato di Tella, confidence in the
government increased by 6.8% MoM in August after
two consecutive monthly declines, rising to 50.7% from
47.5% in July. As a result, confidence in the
government is now only 11.4% below its peak in
December, when the government took office.
Confidence in the government remains elevated despite
the stagflationary scenario and erosion in real wages.

Inflation and confidence in the government
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Argentina | Forecasts and Data

2019 2020 2021 2022 2023F

Economic Activity

Real GDP growth - % -2.0 -9.9 10.4 5.3

Nominal GDP - USD bn 452.0 385.3 487.3 630.6

Population (millions) 449 454 458 46.2

Per Capita GDP - USD 10,057 8,490 10,640 13,643

Unemployment Rate - year avg 9.8 11.6 8.8 6.8
Inflation

CPI - % (*) 53.8 36.1 50.9 94.8
Interest Rate

Reference rate - eop - % 55.00 38.00 38.00 75.00
Balance of Payments

ARS / USD - eop 59.90 84.15 102.75 177.10

Trade Balance - USD bn 16.0 12.5 14.8 6.9

Current Account - % GDP -0.9 0.9 14 -0.7

Foreign Direct Investment - % GDP 1.5 1.1 14 24

International Reserves - USD bn 44.8 39.3 39.6 44.6
Public Finances

Primary Balance - % GDP (**) -0.4 -6.5 -3.0 -2.4

Nominal Balance - % GDP (**) -3.8 -8.5 -4.5 -4.2

Gross Public Debt - % GDP 93.8 108.7 828 87.7

Net Public Debt - % GDP (***) 57.8 66.9 48.1 48.7

(*) National CPI since 2017.

(**) Excludes central bank transfer of profits from 2016.
(***) Excludes central bank and social security holding.
Source: Central Bank, INDEC and Itad

Deeper recession and lower inflation

We have revised our 2024 GDP growth forecast to -
4.0% (from -3.5% in our previous scenario), mainly
due to the sizable negative statistical carryover from
2Q24. For 2025 we envisage a more gradual rebound in
economic activity to +3.0% (from +3.5% previously), due
to a lower statistical carryover from 2024 and uncertainty
on the timing of the lifting of capital controls. All eyes will
be on the stabilization and recovery of economic activity
in the coming months.

Separately, we have revised our inflation forecast
for this year to 125% (from 130%) to account for
weaker activity, the recent reduction of import tariffs
and the assumption that the central bank will
maintain the crawling peg policy through year-end.
For 2025, we now expect 45% inflation (down from 50%
in our previous scenario). We have revised our nominal
exchange rate forecast for YE25 to 1,450 ARS/USD
(from 1,500 ARS/USD), which is still stable in real terms.
Our policy rate forecasts stand at 40% for both 2024 and
2025.

Andrés Pérez M.
Diego Ciongo
Soledad Castagna

2024F 2025F
Current  Previous Current Previous
-1.6 -4.0 -3.5 3.0 3.5
597.6 639.2 649.7 771.6 778.2
46.6 471 471 47.5 47.5
12,810 13,578 13,667 16,246 16,063
6.1 8.5 8.5 8.0 8.0
211.4 125.0 130.0 45.0 50.0
100.0 40.0 40.0 40.0 40.0
809 1030 1027 1450 1500
-6.9 15.0 15.0 12.0 15.0
-34 1.5 1.5 0.3 1.7
3.8 1.0 1.0 2.0 2.0
23.1 28.0 28.0 30.0 35.0
2.7 1.0 1.0 1.0 1.0
-4.4 -1.1 -1.1 -1.2 -1.2
163.3 84.5 83.2 82.6 81.4
92.6 46.5 45.8 45.9 45.3
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