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March’s inflation clocks at
11%mom, undershooting
the market’s expectations

for a fourth month in a row.

The print was primarily
driven by the Regulated
subsection of the index,
which came in at
18.1%mom, dominating
over March’s elevated
seasonality.
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Argentina Strategy Flash: March
CPI comes at 11%mom

March inflation at 11%mom, undershoots expectations again.

March’s inflation clocks at 11%mom, undershooting the market’s expectations for a fourth
month in a row. At 11%mom, the March inflation came in about 100bp lower than what the most
constructive high-frequency gauges predicted and about 150bp below the market consensus. In
this context, inflation accumulates 51.5% YTD and 287.5% over the last twelve months. As has
been the case since December, the market has been systematically overestimating inflation.
Compared to the market’s initial projection after Mr. Milei was elected, the consensus expected
the CPI to increase 215% between December and March, almost 20pp more than the period’s
effective inflation. More importantly, the inflationary process has continued to decelerate despite
March’s dreaded seasonality, HMO hikes, and corrections in utilities’ tariffs. At the current rate,
we expect inflation to decelerate into single-digit territory by April despite the spike in regulated
prices.

Figure 1: Inflation continues to decelerate faster than the market expected
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The print was primarily driven by the Regulated subsection of the index, which came in at
18.1%mom, dominating over March’s elevated seasonality. The March CPI has the highest
seasonality of the year, mostly on the back of the cadence of education adjustments and other
private regulated prices like telcos and healthcare. This year was no exception, with education
printing a staggering 52.7%mom. Telcos and health care also outpaced the index, printing
15.9%mom and 12.2%mom. Still, despite these increases, seasonal prices increased 11.1%mom,
just 10bp higher than the headline index in a context where foods and other seasonal prices with
elevated weights compensated for the hot chapters. In other words, contrary to the norm, seasonal
prices don’t explain the March CPI print. Regulated prices explain most of the index’s variability
for a second month in a row, with an 18.1 on the back of electricity and natural gas prices printing
a 33%mom increase, and HMOs (formerly regulated, but now technically a free price) increasing
18pp. In this context, regulated prices contributed almost 3pp to the headline index’s print, more
than doubling the contribution of seasonal prices. In cumulative terms, regulated prices have
increased by 87.7% YTD, taking over from FX volatility as the main driver of inflation in 2024,
outpacing core prices by 34pp, seasonal prices by almost 5pp, and the headline index by 30pp.
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Core prices
underperformed the

index, printing in single-
digit territory for the first
time. The FX regime and
the recession drive the
deceleration, dragging
the headline downward.

We expect the headline
index to drop into single-
digit territory in April, and
we see chances of sub-
5%mom inflation by the

end of 1H24, once the
adjustment of the

regulated prices is over.

Figure 2: Regulated prices double the pace of increase of core prices YTD,
catching up to them in the yearly gauge

%mom contribution  %YTD

Headline index 11.0% 11.0% 51.6%
Core 9.4% 6.5% 47.7% 300.0%
Seasonal 11.1% 1.1% 40.4% 221.2%
Regulated 18.1% 2.7% 81.8% 293.4%

Source: TPCG Research based on Indec

Core prices underperformed the index, printing in single-digit territory for the first time. The
FX regime and the recession drive the deceleration, dragging the headline downward. Core
prices came in at 9.4%mom, down from 12.3%mom in February. In March, the core lagged behind
the headline by almost 160bp, the widest gap since the index’s introduction in 2017. We find that
this divergence results from (i) the pass-through of the December devaluation diluting completely, (i)
the 2% mom crawling peg anchoring dollarized prices, and (jii) the deep recession. In fact, our BVAR
model suggests a more nuanced pass-through from tariff hikes into core prices than expected. Based
on past experiences, we had modeled a 20bp pass-through, meaning that per every 100bp in higher
utilities’ tariffs for industrial users and businesses, we could expect an additional 0.2pp in core prices.
Though large and commercial users have been hit with a much faster energy subsidy phase-out than
households, our BVAR model finds that the pass-through from tariffs to core prices is not statistically
significant, suggesting that the recession forces sellers to compress their margins and absorb the
higher cost structure. On the other hand, our BVAR model identifies that almost all of the divergence
with the headline index is accounted for by the FX anchor. An intuition that our model fails to confirm
statistically is that besides the effect of the 2% mom crawling peg, is that the prices of some tradeable
goods have become so elevated as the result of import restrictions that even a faster crawling peg
would probably not make a substantial difference, as these goods are not selling. Ultimately, we feel
that the recession dominates and that the pass-through of the FX would be low even with a faster
devaluation, just like the pass-through from tariffs.

Figure 3: Activity levels are anchoring core components
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We expect the headline index to drop into single-digit territory in April, and we see chances of
sub-5%mom inflation by the end of 1H24, once the adjustment of the regulated prices is over.
With a larger-than-expected deceleration of core prices in March, we’re revising our baseline inflation
view, lowering 2Q24 and especially 2H24. Though high-frequency gauges point to an elevated
5.8%wow print in the first week of April due to the natural gas and electricity hikes, the four-week
rolling average continues decelerating. With the seasonal component weakening in April relative to
March, we expect the April CPI to come in in the 8.5%mom range, a 250bp deceleration relative to
March and about 220bps slower than the consensus of the last BCRA expectations survey (dated
April 8M). Looking ahead, we are revising our 2Q24 baseline view from a 7.7%mom average to a
6.8%mom average, assuming that the Government could hit the 5%mom threshold by June, one
month ahead of our previous expectation. Likewise, we’re cutting our 2H24 forecast from 4.5%mom
to 3.6%mom, with inflation ending the year around 3% mom. In our view, this trajectory would be a
political coup for the Milei Administration, as it would be able to show voters substantial progress in
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the inflationary front, which should anchor approval ratings until the economy stabilizes and begins
climbing out of recession. As we argued in our piece last week (please see here), however, this
trajectory depends on how the Government handles the impending BCRA remunerated liabilities
problem. We’re assuming that the Government will not try to remonetize the economy by substituting
remunerated liabilities with high-powered money (which could derail the inflationary deceleration if
demand for real money balances doesn’t bounce back vigorously) but rather maintain capital controls
for longer than originally intended (more likely) or seek the financing to rescue the remunerated
liabilities with USD to release capital controls (more likely).

Figure 4: Despite the high-frequency print spike, we expect the April print to
come well below the consensus.

— 95mom

High Frequency Inflation | %owow —wow%

CPI | % change = %mom (Forecast)
_%YOY
...... 14.0% 35.0%
%yoy (Forecast) o —— 4wk monthly °
average (RHS)
30.0% 350.0%
b b 12.0% 30.0%
300.0%
25.0% / .......... 10.0% 25.0%
250.0%
20.0% / 8.0% 20.0%
. 200.0%
15.0% : 6.0% 15.0%
% 150.0%
10.0% : 4.0% 10.0%
100.0%
2.0% 5.0%
| | | | | | | I
|IIIII 0.0% Il 0.0%
0.0% 0.0% Dec-23 Jan-24 Feb-24 Mar-24

Dec-22 Apr-23 Aug-23 Dec-23 Apr-24 Aug-24 Dec-24

Source: TPCG Research based on Indec and Alphacast

15-Apr-24


https://mcusercontent.com/c8a6d9433b037cb1267d08f83/files/1dd8e1a1-a660-b994-8a1a-3a4a137cba47/_2024.04.12_TPCG_Strategy_View.pdf

[ I:OJ

Strategy - Argentina

TPCG Analysts & Staff

Research

Juan Manuel Pazos
Paula La Greca
Santiago Resico

Camila Sanchez Lauria

Chief Economist
Corporate Research Analyst
Economist

Research Analyst

jmpazos@tpcgco.com
plagreca@tpcgco.com
sresico@tpcgco.com

csanchezlauria@tpcgco.com

Sales & Trading

Juan Manuel Truppia

Lucia Rodriguez Pardina
Agustina Guadalupe

Maria Pilar Hurtado

Juan Ignacio Vergara

Santiago Baibiene

Pedro Nollmann

Maria Ruiz de Castroviejo Salas
Santiago Jauregui

Victoria Faynbloch

Felipe Freire
Homero Fernandez Bianco

Andres Robertson

Head of Sales & Trading

S&T Director
Sales
Sales
Sales
Sales
Sales
Sales
Sales

Desk Analyst

Trader
Trader

Trader

jmtruppia@tpcgco.com

Irodriguezpardina@tpcgco.com
aguadalupe@tpcgco.com
mhurtado@tpcgco.com
jivergara@tpcgco.com
sbaibiene@tpcgco.com
pnollmann@tpcgco.com
mruizdecastroviejo@tpcgco.com
sjauregui@tpcgco.com

vfaynbloch@tpcgco.com

ffreire@tpcgco.com
hfbianco@tpcgco.com

arobertson@tpcgco.com

Corporate Finance

José Ramos
Camila Martinez
Fernando Depierre

Sol Silvestrini

Nicolas Iglesias

Nicolas Alperin

Josefina Guerrero

Head of Corporate Finance
Corporate Sales Director
Corporate Sales

Corporate Sales

Corporate Sales

DCM

Private Wealth Management Specialist

jramos@tpcgco.com
cmartinez@tpcgco.com
fdepierre@tpcgco.com
ssilvestrini@tpcgco.com

niglesias@tpcgco.com

nalperin@tpcgco.com

jguerrero@tpcgco.com

15-Apr-24

[¢;]



I Ia ’J Strategy - Argentina

Important Disclaimer

The document, and the information, opinions, estimates and recommendations expressed herein, have been prepared by TPCG
Valores SAU to provide its customers with general information regarding the date of issue of the report and are subject to
changes without prior notice. TPCG Valores SAU is not liable for giving notice of such changes or for updating the contents
hereof. The document and its contents do not constitute an offer, invitation or solicitation to purchase or subscribe to any
securities or other instruments, or to undertake or divest investments. Neither shall the document nor its contents form the basis
of any contract, commitment or decision of any kind.

Investors who have access to the document should be aware that the securities, instruments or investments to which it refers
may not be appropriate for them due to their specific investment goals, financial positions or risk profiles, as these have not
been taken into account to prepare the report. Therefore, investors should make their own investment decisions considering the
said circumstances and obtain such specialized advice as may be necessary.

The contents of the document are based upon information available to the public that has been obtained from sources
considered to be reliable. However, such information has not been independently verified by TPCG Valores SAU, and therefore
no warranty, either express or implicit, is given regarding its accuracy, integrity or correctness. TPCG Valores SAU. accepts no
liability of any type for any direct or indirect losses arising from the use of the document or its contents. Investors should note
that the past performance of securities or instruments or the historical results of investments do not guarantee future
performance. The market prices of securities or instruments or the results of investments could fluctuate against the interests of
investors. Investors should be aware that they could even face a loss of their investment.

Transactions in futures, options and securities or high-yield securities can involve high risks and are not appropriate for every
investor. Indeed, in the case of some investments, the potential losses may exceed the amount of initial investment and, in such
circumstances; investors may be required to pay more money to support those losses. Thus, before undertaking any transaction
with these instruments, investors should be aware of their operation, as well as the rights, liabilities and risks implied by the
same and the underlying stocks. Investors should also be aware that secondary markets for the said instruments may be limited
or even not exist.

TPCG Valores SAU. and/or any of its affiliates, as well as their respective directors, executives and employees, may have a
position in any of the securities or instruments referred to, directly or indirectly, in the document, or in any other related thereto;
they may trade for their own account or for third-party account in those securities, provide consulting or other services to the
issuer of the aforementioned securities or instruments or to companies related thereto or to their shareholders, executives or
employees, or may have interests or perform transactions in those securities or instruments or related investments before or
after the publication of the report, to the extent permitted by the applicable law.

TPCG Valores SAU or any of its affiliates’ salespeople, traders and other professionals may provide oral or written market
Commentary or trading strategies to its clients that reflect opinions that are contrary to the opinions expressed herein.
Furthermore, TPCG Valores SAU, or any of its affiliates’ proprietary trading and investing businesses, may make investment
decisions that are inconsistent with the recommendations expressed herein.

No part of the document may be (i) copied, photocopied or duplicated by any other form or means (ji) redistributed or (i) quoted
without the prior written consent of TPCG Valores SAU. No part of the report may be copied, conveyed, distributed or furnished
to any person or entity in any country (or persons or entities in the same) in which its distribution is prohibited by law. Failure to
comply with these restrictions may breach the laws of the relevant jurisdiction.

For US persons only:

This report is a product of TPCG, which is the employer of the research analyst(s) who has prepared the informative report. The
research analyst(s) preparing this report is/are resident(s) outside the United States (US) and is/are not associated person(s) of
any US regulated broker-dealer and therefore the analyst(s) is/are not subject to supervision by a US broker-dealer and is/are
not required to satisfy the regulatory licensing requirements of FINRA or required to otherwise comply with US rules or
regulations.

This report is intended for distribution by TPCG only to US Institutional Investors and Major U.S. Institutional Investors, as
defined by Rule 15a-6(b)(4) of the US Securities and Exchange Act, 1934 (the Exchange Act) and interpretations thereof by the
US Securities and Exchange Commission (SEC), in reliance on Rule 15a 6(a)(2). If the recipient of this report is not a a US
Institutional Investors nor a Major U.S. Institutional Investor, as specified above, then he should not act upon this report and
return it to the sender. Further, this report may not be copied, duplicated and/or transmitted to any US person, which is not a US
Institutional Investor, nor a Major U.S. Institutional Investor.

In order to comply with the US regulations, our transactions with US Institutional Investors and Major US Institutional Investors
are effected through the US-registered broker-dealer Marco Polo Securities Inc. (“Marco Polo”). Transactions in securities
discussed in this report should be effected through Marco Polo or another US registered broker dealer.
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