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Fuel price shock lifts inflation

P We now expect inflation to reach 4.0% by YE26, up from 3.5% in our previous scenario, reflecting a sequence
of upside surprises alongside a new fuel price increase effective in May. On the monetary policy front, we view

the BCP on hold throughout the policy horizon.

P We maintain our 2026 GDP growth forecast at 4.0%, underpinned by expectations of a strong agricultural
harvest, which continues to be the main driver of economic activity.

P On the FX side, we now assume a stronger PYG, revising our YE26 PY/USD forecast to 6,450 from 6,650 in
our previous scenario. This revision reflects the current exchange rate levels, coupled with our view for a
somewhat weaker global USD and a more favorable backdrop for EM assets, including currencies in the

region.

Fuel price increase once again lifts April
inflation

CPl increased 0.8% MoM in April, exceeding our call
and the market consensus (both at 0.6%). The upside
surprise was largely driven by a sharp adjustment in fuel
prices (+12.1% MoM). These pressures were partially
offset by durable goods (-0.1% MoM), reflecting the
disinflationary impact of a strong PYG, and food prices (-
0.1%), driven primarily by fruits and vegetables, which
declined by 0.3%. Importantly, core CPI X1 (excluding
fruits and vegetables, regulated services and fuels) fell
by 0.1% MoM. On an annual basis, headline inflation
rose to 2.3% YoY in April, up from 1.9% in March,
reflecting the fuel shock, while core X1 inflation eased to
1.7% YoY, down from 2.5% the previous month. Both
headline and core remain comfortably within the
tolerance range of the BCP’s inflation target (3.5%
+2%), underscoring the strength and credibility of the
disinflation process. Consistently, the core ex food and
energy inflation (CPISAE) fell to 1.5%, from 1.8%,
approaching the lower bound of the target’s tolerance
range.

Inflation dynamics
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BCP on hold for a second month as energy
price risks persist

At its April meeting, the BCP unanimously kept the
policy rate unchanged at 5.50%, preserving a neutral
monetary stance. The decision, aligned with our
expectations and market consensus, reflects lingering
uncertainty stemming from heightened geopolitical
tensions in the Middle East, which have recently driven
a sharp increase in energy prices. The BCP highlighted
that short-term activity indicators continue to signal a
solid expansion in economic activity during the first
months of the year. At the same time, policymakers view
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the recent energy price shock as transitory, expecting a
limited and temporary pass-through to headline inflation.
Post-decision, we estimate the one-year ex-ante real
policy rate at around 2.0%, comfortably within the BCP’s
neutral real rate range of 1.3%—-2.6%, reinforcing the
current policy stance as consistent with inflation
converging to target.

Ex-ante real interest rate
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Solid activity growth driven by services

Leading indicators confirm solid momentum of
activity. The IMAEP increased by 3.8% YoY, while
declining by 0.2% on a seasonally adjusted basis. As a
result, activity rose by 4.1% year over year in the quarter
ending in February, while remaining unchanged on a
seasonally adjusted quarterly basis. The annual growth
was mainly driven by strong performance in the services
sector, as well as positive contributions from the primary
sector and, to a lesser extent, the secondary sector,
particularly manufacturing.

Activity by sectors

150
Index, sa
145
140
135
130
125
Primary
120 Secondary
Manufacturing
115
IMAEP
110
l = > z ol = > z T
g & &§ 2 & & & ¢ &
() o N N R ) N N )
N = EN EN a o a a [
Source: BCP

Fiscal deficit remains stable since November
2025

The 12-month rolling fiscal deficit held steady at
2.0% of GDP in March, unchanged since November.
During 1Q26, real tax revenues declined by 3.7% YoY,
largely reflecting weaker non-tax revenues— most
notably softer binational royalties impacted by the
appreciation of the PYG. This downside was partially
mitigated by resilient tax collection, which grew 0.9%
YoY. On the expenditure side, real primary spending
increased by 4.6% YoY, driven mainly by a 6.9% rise in
payroll. The 2026 budget forecasts a nominal deficit of
1.5% of GDP, fully consistent with the Fiscal
Responsibility Law, implying a gradual consolidation in
the coming months.

External risks and local implications remain in
focus

We maintain our 2026 GDP growth forecast at 4.0%,
supported by expectations of a strong agricultural
harvest, which should continue to be the main
engine of economic activity. Favorable weather
conditions and high crop yields are expected to underpin
growth dynamics, partially offsetting external headwinds
and sustaining domestic demand through higher export
revenues and related spillovers to services and
manufacturing.

We now project inflation to end 2026 at 4.0%,
compared with 3.5% in our previous scenario. This
upward revision is mainly driven by a string of higher-
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than-expected inflation prints, combined with the impact
of a new increase in fuel prices that came into effect in
May.

Regarding monetary policy, we anticipate that the
policy rate will remain unchanged during the rest of
the year at 5.50%. The current neutral monetary stance
seems broadly aligned with a scenario in which inflation
gradually converges toward the target over the relevant
policy horizon, while relatively contained core inflation
pressures should give the BCP sufficient room to stay
on hold. Inflation expectations (currently anchored) will
play a key role in future BCP’s decisions.

On the FX front, we now assume a stronger PYG,
revising our YE26 PY/USD forecast to 6,450 from
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6,650 in our previous scenario. This revision reflects
the current exchange rate levels, coupled with our view
for a somewhat weaker global USD and a more
favorable backdrop for EM assets, including currencies
in the region.
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2022 2023 2024 2025
Current Previous Current Previous

Economic Activity

Real GDP growth - % 0.0 53 4.7 6.6 4.0 4.0 4.0 4.0

Nominal GDP - USD bn 41.8 43.1 447 50.6 62.0 61.0 67.2 65.4

Unemployment Rate - year avg 6.8 5.9 5.8 4.8 4.8 4.8 4.8 4.8
Inflation

CPI - % 8.1 3.7 3.8 3.1 4.0 3.5 3.5 3.5
Interest Rate

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

PYG /USD - eop 7340 7275 7913 6598 6450 6650 6500 6650

Trade Balance - USD bn -1.3 1.3 -0.5 -1.4 -1.4 -1.4 -1.0 -1.0

Current Account - % GDP -71 -0.4 -3.3 -3.2 -3.2 -3.2 -2.8 -2.8

Net Foreign Direct Investment- % GD 2.3 1.9 21 1.9 2.0 2.0 2.0 2.0

International Reserves - USD bn 9.8 10.2 9.9 11.0 11.5 11.5 12.0 12.0
Public Finance

NFPS Nominal Balance - % GDP -3.0 -4.1 -2.6 -2.0 -1.5 -1.5 -1.5 -1.5

Gross Public Debt - % GDP 35.9 38.4 40.0 41.1 40.0 41.5 38.3 40.3

Source: FMI, Bloomberg, BCP, Itau.
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