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8. “Verbal” intervention by the Central Bank to put a
cap on the peso’s appreciation

New target for accumulation of reserves

In the base scenario we are not expecting significant depreciation in the exchange rate in the medium term. On the
contrary, we are expecting a period of real appreciation of the exchange rate although volatility in the short term prior
to the midterm cannot be discarded. The exchange rate will increase 11.4 % in 2017 (ARS/USD 17.6) and 6.6% in
2018 (ARS/USD 18.8) at a slower pace than inflation (see figure 8.1).

This forecast, which is shared by most analysts, is supported by a number of factors, such as the Central Bank’s
monetary and exchange rate policy, the maintenance of mildly positive interest rates in real terms that encourage
domestic savings in local currency, capital inflows to finance private investment (partly due to the success of the fiscal
amnesty) and, finally, debt placements to finance the public sector deficit as well as private debt issues.

The President of the Central Bank recently stated, for the first time, that Argentina’s stock of international reserves
was still low in international terms and that the intention was to raise the international reserves to GDP ratio to 15%,
which involves an increase in reserves of at least 50% compared to the current level of around USD 48 hillion.
Although the current level of reserves is adequate in terms of months of imports and short term dollar denominated
debt maturities (see Figure 8.2), it still fall below what might be considered an optimal ratio of reserves of around 14%
of GDP. The 2017 Monetary Targets succinctly mention that the Central Bank may carry out transactions in the
exchange market to strengthen its external assets, but the accumulation of international reserves does not appear as
a specific target. The argument the governor of the CB is now putting forward is that this is required by the risk rating
agencies to raise the country’s rating and as a strategy for protection against external shocks, as other emerging
economies have done. Although the Central Bank did not define a time frames for reaching the reserve ratio, the
initiative puts a cap on the peso’s upward trend which is also probably one of the desired effects. Although it is no
longer mandatory to settle exports immediately, it is likely that the Central Bank will continue to purchase reserves
arising from National and Provincial debt issues.

We believe that a stronger real exchange rate is sustainable in the medium term because the cost of capital for
Argentina has fallen substantially, the majority of export taxes have been eliminated and there is abundant global
liquidity to finance the domestic deficit. Nevertheless, the strong peso is causing problems due to a lack of
competitiveness in some industrial sectors which will require the government to put policies in place to improve these
sectors’ productivity in the medium term.
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Figure 8.1 Forecast and expected exchange rate Figure 8.2 International reserves ratios
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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.

prohibited to reproduce, process, distribute, publicly disseminate, make available, take extracts, reuse, forward or use the
document in any way and by any means or process, except where it is legally permitted or expressly authorised by BBVA.
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