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7. The greater external imbalance will not be reversed
until reforms that improve competitiveness begin to
mature

In line with expectations, imports have begun to expand at a rate more in keeping with the pace of growth and
registered an increase of 12.4% YoY in the accumulated period from January to May 2017, of which 9.4%
corresponds to an increase in the quantities imported. In contrast, exports have grown only by 1.6% YoY in the same
period with a fall of 4.1% in the volumes exported. Although part of this contraction is due to the fact that in the first
half of 2016 exports retained during the period of the currency exchange control were settled for USD 2 billion, exports
of primary products and manufactured goods of agricultural origin in the key months of April and May still show strong
declines in 2017, despite the fact that the harvest is expected to be similar to that of 2016. Exchange rate stability, the
recent fall in the price of soybeans and the availability of funding at low rates in dollars could also have contributed to
the fact that producers of corn and soybeans have not settled exports in the same proportion as in other years, waiting
for better conditions (Figure 7.1).

Despite the fact we believe that this delay will be compensated in part in the second half of the year, exports will be
less dynamic than expected over the whole year, leading us to revise the trade balance downward to a deficit (FOB-
CIF) of USD 2550 million. We continue to expect that the terms of trade will not favour Argentina's external balance in
2017 (-2.7%), taking into account the expected recovery in import prices (oil-driven) in the second half of 2017 and the
mildly downward outlook for prices of soybeans and derivatives.

We believe that the trade balance will continue to deteriorate gradually over the next few years basically due to the
recovery of the economy. Linked to this, investment will lead to a greater need for capital goods and inputs that are
not produced in the country, while the pace of growth of exports will recover more slowly as it depends on the
improvements in transportation infrastructure and productivity coming to maturity. We do not expect a significant
reduction in the deficit in real services (in large part due to outbound Tourism) that will remain above 1% of GDP in
2017 and 2018, reflecting the appreciation of the real exchange rate. Adding the interest burden and remission of
dividends, the current account deficit will be at 3.5% of GDP this year and next (Figure 7.2). Its gradual reduction to
levels of lower future vulnerability will depend crucially on improving the competitiveness of exports, in both goods and
services, since the economy will need to maintain a certain level of imports in order to support a strong growth rate.
Despite the lifting of foreign exchange restrictions and a favourable business climate, foreign direct investment still
stands at 1%, well below the rest of the region and the levels reached during Convertibility in which it averaged 2% of
GDP.
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Figure 7.1 Purchases of grains from exporters and Figure 7.2 Current account balance by components
industry as a % of the total harvest (% of GDP)
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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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