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1. Editorial

The most recent indicators confirm GDP s.a. growth of about 0.6% QoQ that our nowcasting models
estimated for the last quarter of 2016, but the slower exit from the recession of 2016 has led us to revise
GDP growth in 2017 downward (from 3.2% to 2.8%), maintaining our growth estimates of 3% for 2018.
Investment will continue to be the main driver of expansion this year, although we have revised the expected
increase downward from 11.1% to 9% YoY since the launch of announced investments has been slower
than anticipated. However, considering the ambitious public infrastructure investment plan and private
investment in agriculture and renewable energies being encouraged by regulatory changes, the recovery will
be significant compared to 2016 when investment is estimated to have contracted 4% YoY.

We expect the inflation rate (CABA index) to decline to 20.8% in 2017 and 12.9% in 2018 after reaching 41%
last year. Although the trend in inflation has clearly been decreasing since 2H16, we have raised our
forecasts in relation to our previous Outlook due to the downward stickiness shown by core inflation and
scheduled adjustments to energy prices. The reduction in Central Bank financing to the Treasury of 0.5% of
GDP, the BCRA’s positive interest rate policy in real terms, falling inflation expectations and relative
exchange rate stability will contribute to the convergence of inflation towards lower levels. The main upside
risks could come from potential second-round effects of increases in regulated prices or their negative
impact on inflation expectations and wage negotiations.

The BCRA has set ambitious inflation targets (12-17% YoY in 2017) that it will seek to achieve by
maintaining positive real interest rates. The challenges of monetary policy are not trivial as a strong reduction
in inflation needs to be achieved in a context of very gradual consolidation of public accounts and reduction
of fiscal dominance. Having overcome most legal obstacles, we expect the reduction of subsidies to energy
and transport sectors to continue at a faster pace in 2017. However, social security expenditures will
continue to grow as a result of the Pensioners Reparation Programme as will investment in public works,
with the result that in 2017 primary spending will decline by only around 2% of GDP while fiscal revenues will
fall by 1.7% of GDP due to the approved tax cuts. The primary deficit will thus only be reduced to 4.2%,
which will not translate in the same proportion to the total result (4.7% of GDP) due to the increase in the
interest burden on the debt. Financial needs will amount to USD 40 billion of which debt placements in the
domestic market of USD 14 billion are projected in both pesos and dollars. The government issued USD 7
billion in debt in international markets in January on favourable terms and is also negotiating a USD 6 billion
repo loan with international banks, thus virtually covering all the financial needs in US dollars for the year.

The current account deficit will deteriorate slightly to 2.8% of GDP in 2017 as the trade balance will record a
deficit of USD 200 million in 2017 due to a slight decline in the terms of trade and slower growth in export
volumes than in imports. In a context of removal of practically all foreign exchange market restrictions,
positive real interest rates, private investment flows and public debt issues, we expect capital inflows to
outstrip the current account deficit in 2017. The resulting accumulation of international reserves will continue
to pressure the exchange rate downward during the year, although we cannot rule out episodes of short-term
volatility that could occur as a result of the local electoral cycles or international financial tensions. The
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relative uncertainty regarding the future of global trade agreements, the expected increase in international
interest rates and the moderate deterioration in the terms of trade highlight the fact that the appreciation of
the real exchange rate, which we expect to continue, has become an important challenge for Argentina. To
counterbalance this problem, the country will need to improve its competitiveness and enhance the
dynamism of its exports by other means such as investment in infrastructure, the reduction of the tax burden,
or the improvement of labour productivity.
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DISCLAIMER

This document has been prepared by BBVA Research Department, it is provided for information purposes only and
expresses data, opinions or estimations regarding the date of issue of the report, prepared by BBVA or obtained from or
based on sources we consider to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers
no warranty, either express or implicit, regarding its accuracy, integrity or correctness.

Estimations this document may contain have been undertaken according to generally accepted methodologies and
should be considered as forecasts or projections. Results obtained in the past, either positive or negative, are no
guarantee of future performance.

This document and its contents are subject to changes without prior notice depending on variables such as the economic
context or market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes.

BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents.

This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any
interest in financial assets or instruments. Neither shall this document nor its contents form the basis of any contract,
commitment or decision of any kind.

In regard to investment in financial assets related to economic variables this document may cover, readers should be
aware that under no circumstances should they base their investment decisions in the information contained in this
document. Those persons or entities offering investment products to these potential investors are legally required to
provide the information needed for them to take an appropriate investment decision.

The content of this document is protected by intellectual property laws. It is forbidden its reproduction, transformation,
distribution, public communication, making available, extraction, reuse, forwarding or use of any nature by any means or
process, except in cases where it is legally permitted or expressly authorized by BBVA.
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