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Private consumption to support growth this year

P Following a slight deceleration in economic activity in 2024, growth is projected to continue to decelerate
gradually to 3.5% in 2025, remaining among the top performers in the region. Still, the risks are tilted to the
downside due to a moderate drought weighing on the agricultural sector. On the demand side, private
consumption will continue to support growth, along with projected continued spillovers from the macro

adjustment in Argentina.

P> We forecast inflation of 3.5% for YE25, in line with the central bank’s inflation target. Although the CPI started
the year strong, a slightly contractionary monetary policy rate and our call for a stable real exchange rate should
contribute to a gradual convergence of inflation to the 3.5% target by yearend.

Dynamic economic activity in 2024

The GDP proxy rose by 4.3% in 2024. According to
the central bank's seasonally-adjusted series, the
monthly GDP proxy (IMAEP) fell by 2.7% MoM/SA in
December (from -0.3% in November). In 4Q24, the
GDP proxy rose by 1.2% QoQ/SA, after falling by
0.7% in 3Q24. On an annual basis, the IMAEP
increased by 0.2% yoy in December and 3.7% yoy in
4Q24 (from 3.6% in 3Q24). As a result, the GDP proxy
is estimated to have increased by 4.3% in 2024.
Excluding agriculture and binationals, the monthly
GDP proxy decreased by 5.6% MoM/SA but rose by
1.2% QoQ/SA in 4Q24. On a year-over-year basis, the
index increased by 1.1% in December and 5.9% YoY
in 4Q24. According to the statement, the year-over-
year growth was driven by the solid performance of
services, livestock and construction. On the negative
side, there was a decline in manufacturing, agriculture
and electricity generation. The official GDP data is
scheduled for release on March 28.
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Higher-than-expected inflation in January

CPI rose by 1.0% MoM in January 2025 (from 0.9% a
in January 2024). The monthly rise was driven by
increases across most basket groups, led by food and
services. Vegetables and legumes (24.4% MoM) had the
biggest impact on monthly inflation. There were also
increases in meat products, including beef and
substitutes, such as pork and poultry. Prices of imported
durable goods rose by 0.5% MoM, due to a weaker PYG.
Core CPI x1 (excludes fruits and vegetables, regulated
service prices, and fuel) increased by 0.6% (from 0.9% a
year earlier), due to a 1.3% MoM increase in meat prices.
On an annual basis, headline inflation rose to 3.8% in
January (same as in December 2024), while the core X1
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CPI fell to 5.0% from 5.3%. Note that both headline and
core inflation remain within the tolerance band of the
BCP’s new inflation target (3.5% +/- 2%).

Annual inflation
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BCP in wait-and-see mode

The Central Bank Monetary Policy Committee kept
the monetary policy rate at 6.00% for the tenth
consecutive month at the monthly monetary policy
meeting in January.

On the domestic front, the statement cited the
reduction of inflation expectations to 3.5% (from 4.0%),
in line with the downwardly revised central bank target.
We therefore estimate that the real ex-ante policy rate
rose to 2.5%, from 2.0% previously (using
expectations for the monetary policy horizon),
compared with the BCP's neutral real interest rate
range of 1.3%-2.6%. While the reduction of inflation
expectations raised the real ex-ante rate, making it
slightly more restrictive than at the end of 2024, we do
not see room for cuts this year.
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No rate cuts in sight

Our 2025 GDP forecast remains at 3.5%, albeit with
downside risks related to the moderate drought
weighing on the agricultural sector. On the demand
side, private consumption will continue to support
growth, along with spillovers from the macro
adjustment in Argentina, which we expect to continue
this year.

We forecast inflation of 3.5% for YE25, in line with
the center of the BCP’s target range.

Regarding monetary policy, a lower inflation target
and our expectation of no rate cuts by the Federal
Reserve this year limits the room for further easing
in 2025. We therefore envisage a monetary policy rate
of 6.0% for YE25.

Further fiscal consolidation in 2025. We expect a
fiscal deficit of 1.9% of GDP for 2025 (from 2.6% of
GDP in 2024), in line with the fiscal responsibility law.
The government’s disciplined fiscal management
supports our call.

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

2020 2021 2022 2023 2024F 2025F 2026F

Current Previous Current Previous Current Previous

Economic Activity

Real GDP growth - % -0.8 4.0 0.2 4.7 4.0 4.0 35 35 3.5 3.5

Nominal GDP - USD bn 36.1 40.3 421 44.7 445 445 45.7 457 48.5 48.5

Unemployment Rate - year avg 7.7 7.5 6.8 5.9 6.0 6.0 5.8 5.8 5.8 5.8
Inflation

CPI - % 2.2 6.8 8.1 3.7 3.8 - 3.5 3.5 3.5 3.5
Interest Rate

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

PYG/USD - eop 6912 6877 7340 7275 7913 - 8000 8000 8125 8125

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

Current Account - % GDP 1.9 -0.9 -7.1 0.2 -3.0 -3.0 -3.5 -3.5 -1.8 -1.8

Net Foreign Direct Investment - % GDF 0.4 0.2 1.7 0.8 1.0 1.0 1.5 1.5 2.0 2.0

International Reserves - USD bn 9.5 9.9 9.8 10.2 9.9 - 10.0 10.0 10.5 10.5
Public Finances

NFPS Nominal Balance - % GDP -6.1 -3.6 -3.0 -4.1 -2.6 - -1.9 -1.9 -1.5 -1.5

NFPS Debt - % GDP 33.8 33.8 35.8 38.2 40.5 40.5 42.2 42.2 415 41.5

Source: FMI, Haver, Bloomberg, BCP, Itau.
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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
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3. The opinions contained herein reflect exclusively the personal views of the analyst responsible for this report and were prepared independently and autonomously,
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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.
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