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4. Inflation begins to ease after a quarter of negative
data

We maintain our inflation forecasts slightly above the BCRA targets for 2017 and
2018

The inflation rate fell to 1.3% in May and 1.4% monthly in June, after having averaged 2.5% MoM during the previous
3 months. The fall in inflation reflects not only the end of the schedule of increases in regulated prices, but also a fall in
the core inflation rate (which fell from 2% per month to 1.55% MoM on average in the first two months) and a
slowdown in food price increases (Figure 4.1). We believe that this decreasing trend in core inflation will be
maintained in the coming months to achieve an average of 1.1% per month in 3Q17 on the basis of a monetary policy
that will remain tight. Considering that energy rate increases are resumed in 4Q17, inflation measured by INDEC's
Greater Buenos Aires (GBA) CPI will reach 19.5% by the end of 2017 as reported in our previous Economic Outlook.
We also maintain unchanged the forecast of 12.9% for 2018 that foresees a stabilisation of inflation at around 0.9%
per month and an impact on headline inflation of increase in energy rates of 1.9 pp.

Despite the tightening of monetary policy since April, consensus inflation expectations of analysts surveyed by the
Central Bank (BCRA) remain at around 21.6% YoY for December 2017 (and have remained above 21% since March)
although they are expected to drop to 17.1% is expected over the next 12 months. However, public expectations
(according the Di Tella University survey) have been corrected downward in the last quarter from 25% in March to
20% in June. Wage agreements are progressing slowly, averaging increases between 21-23% YoY that do not add to
inflation pressures. Until mid-May, exchange-rate stability contributed to sustaining downward inflation expectations
and it is to be expected that recent episodes of volatility will not be greatly passed through to prices, since a higher
rate of depreciation was expected in the second half of the year. The exception could be the increase in fuel prices set
for July due to the adjustment formula that takes into account both the increase in the international price of oil and the
exchange rate and which will have an incidence of close to 0.2 pp in inflation for that month.
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Figure 4.1 Inflation INDEC GBA per month, incidence of Figure 4.2 Cumulative inflation in 1H17 by components -
regulated prices, core and seasonal prices GBA CPI and National CPI
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The new national inflation index (National CPI/IPC Nacional) that will be used to assess the attainment of inflation
targets, which the INDEC published on 11 July, will not generate significant changes in the feasibility of fulfiling BCRA
targets as it will continue to have a strong weighting in the Greater Buenos Aires area. The first measurement for June
registered an inflation rate of 1.2% per month, slightly below the 1.4% registered by GBA CPI (which was the previous
benchmark as the index with the widest coverage computed by INDEC) and also a slightly lower core inflation of 1.3%
MoM. However, in the accumulated inflation for the first half of the year, the national CPI showed an inflation rate of
11.8% just under the 12% measured by the GBA CPI, and very similar increases both in regulated prices and core
inflation (Figure 4.2).
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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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