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4. Inflation will continue to decline

Although following the beat of scheduled increases in energy rates
and wage adjustments

We expect the inflation rate (official CABA index, Ciudad de Buenos Aires) to decline to 20.8% in 2017 and
12.9% in 2018 after reaching 41% last year (see Figure 4.2), in line with the consensus of analyst
expectations that estimate falling inflation, although still above BCRA targets. Although the trend in inflation
has clearly been decreasing since 2H16 and the latest record for December was 1.2% MoM, we have raised
the projection for both years by around 1 pp in relation to our previous publication due to the downward
resistance that core inflation is showing and already programmed adjustments to energy and fuel prices.
According to the increases in tariffs, fuels, tolls and prices for health and education services announced for
the year, we estimate that the incidence of the regulated price increase in CABA inflation for 2017 will be 4.4
percentage points. This implies that core inflation, which isolates the impact of regulated and seasonal prices
on the general level of inflation, should continue to decline gradually in 2017 to average 1.3% per month so
as to reach our forecast of 20.8% for the year in total. The first data from January point in this direction,
which means substantial progress compared to the 1.7% monthly average recorded in the second half of
2016.

On the other hand, the impact of tariff increases on the CPI of INDEC, which includes Greater Buenos Aires
(AMBA), will only be 3.5 pp lower than in CABA, due to the lower share of expenditure on electric energy and
water and sanitation in the Buenos Aires metropolitan area. With a similar evolution of core inflation, but a
different share in the regulated and core index, we estimate an increase in the INDEC CPI of 18.2% for
2017.

Our forecasts are based on the reduction in Central Bank financing to the Treasury of 0.5% of GDP (see
Figure 4.1), the BCRA’s policy of positive interest rates in real terms, downward expectations and the relative
exchange rate stability will facilitate the convergence of inflation towards lower levels which will continue to
gradually decline to about 1% per month in 2018. In this context, the main upside risks could stem from a
negative impact of rate increases on inflation expectations or potential second round effects of increases in
regulated prices on retail margins.

Given that a large part of these regulated price increases in 2017 will be concentrated between February and
April, this could raise the floor of wage demands, making it difficult for the labour negotiations which will
really get under way from March. In our baseline scenario, we estimate wage increases for 2017 to be
agreed upon based on expected inflation rather than past inflation, although they will exceed the 1-2 pp of
this year’s average inflation. This scenario contemplates the fact that unemployment will fall slowly in 2017
and that the Income Tax adjustments will improve in-the-pocket salaries, thus contributing to a tempering of
trade union wage demands. However, the negotiation process is just beginning and it is too early to say with
certainty that the negotiations will converge on our central scenario.
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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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