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8. Capital Iinflows will drive the FX
rate towards real appreciation

Following the elimination of exchange rate restrictions at the end of 2015, FX rose and 2016 ended with a
nominal exchange rate depreciation of close to 40%, concentrated almost exclusively in the first half of the
year. In the second half of the year, a monetary policy and external financing scenario began to materialise,
which we believe will prevail in 2017, so we do not expect large changes in the exchange rate in the medium
term. The exchange rate will increase by 13.2% in 2017 to average ARS 17.8/USD in December 2017 and
ARS 18.4/USD (+3.4%) in 2018, in both cases a devaluation lower than inflation.

This forecast is supported by a number of factors, such as the Central Bank’s free floating exchange rate
policy, the maintenance of positive interest rates in real terms that discourage domestic savings in foreign
currency, capital inflows to finance private investment partly due to the success of tax amnesty (Figure 8.1),
and finally, debt placements to finance the public sector deficit. Recently, the BCRA has lifted some of the
latest restrictions still affecting the foreign exchange market, extending the 10-year export settlement period
and eliminating the 120-day rule for financial investments. It is expected that in 2017 capital inflows will also
outstrip the current account deficit and accumulate reserves and downward pressures on the exchange rate.
Within the framework of this medium-term trend, we cannot completely rule out short-term episodes of
volatility, taking into account the local electoral cycle or episodes of risk aversion triggered by the
international scenario.

In this context, we expect to consolidate a period of real appreciation of the exchange rate over the next few
years. Although in the absence of exchange controls and taking into account that the BCRA practically does
not intervene in the exchange market, it can be said that the spot exchange rate does faithfully reflect the
supply and demand trends of the economy, there are concerns about the excessive strength of the Peso and
the sustainability of the scheme. In this sense, it is possible that the economy can currently sustain a real
equilibrium exchange rate that is more appreciated (Graph 8.2), considering that there has been a
considerable reduction of export taxes and a substantial reduction in the cost of capital for Argentina after
the arrangement with the hold-outs, but much will depend on what happens in the main trading partners.
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Figure 8.1 Figure 8.2
Multilateral real exchange rate
The results of Tax Amnesty (Index base 2001=1)
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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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