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7. The external deficit will continue to widen without
becoming unsustainable

The trade deficit continued to burgeon in 2017, with a balance of -USD1,443 million in the first eight months of the year,
a trend that will become more pronounced in 2018 up to deficit of USD8,800 million against a background of higher
economic growth and slight fall in the terms of trade (Figure 7.1). In turn, the higher deficit in real services, due to the
impact on tourism of the real appreciation of the peso, and in net interest burden, due to the rise in external debt, will
keep the current account deficit above 4% until 2020.

Against the current global backdrop of low interest rates and low aversion to risk, Argentina should not face serious
problems in financing this imbalance with external savings. The weight of external debt on GDP will increase from the
low current level of 35% to 37% at the end of 2018, without showing an explosive trend, provided foreign direct
investment (FDI) grows to similar levels as in other countries in the region. Meanwhile, reforms have to be made to
make exports more competitive (reducing logistics and tax costs and improving labour productivity) in order to be able
to sustain higher imports of capital goods to ensure sustained growth in investment.

Capital inflows to Argentina, until now concentrated in short-term financial investments, will allow a sustained increase
in reserves despite the fall in trade flows. Against this backdrop, and not counting volatility spikes associated with the
electoral cycle or external shocks, this inflow of hard currency will continue to put pressure on the real appreciation of
the peso (Figure 7.2).

Figure 7.1 Trade balance and current account (% of GDP) Figure 7.2 Real multilateral exchange rate (2001: 12=1)
6 2.00 2.00
5
4
3
2
1
0
-1
-2 Mar-17=1,27
3 Nov-15= 1,12
1.00 1.00
-4
-5
C 5 8 83 9 2 ¥ Q9 I8 9N Q9 075 ———r———F——+—+—— 77717717171 0.75
o o o o o o o o o o o o o o NOOMONEIILIILOOWONLOLW ©©©©MNDNNN 000 000
R L L L A SaaRSigdggaidqaici gl S el Sl el
0853238580855 08500853038580
B CA balance Trade balance D=2PNOZ"NO=Z"N0=2"NO=2"N0=2>0n0
Source: INDEC and BBVA Research Source: Indec, Central Bank of Argentina, Haver and BBVA Research

Argentina Economic Outlook / 4th Quarter 2017 16



BBVA | Research

This real appreciation, will eventually reduce net inflows into Argentina, putting upside pressure on the nominal
exchange rate which will partially offset it. We have made a slight upward revision of our depreciation forecasts for 2017
and 2018, but have kept them below expected inflation throughout the forecast horizon, and below analysts’ consensus
(Figure 7.3). The Central Bank has shown that it does not have a specific exchange rate target, but rather that (1) it has

sought to build up reserves to make its balance sheet more solid and increase the capacity to react to internal and
external shocks, and (2) it only intervenes on occasions when the exchange rate is either below or above certain
thresholds which are considered to be dangerous for its target of cutting inflation or for financial stability. Furthermore,
the dollar's weakness at global level will help to moderate Argentina's appreciation against its major trade partners, as
shown in the evolution in the multilateral real exchange rate index.

Figure 7.3 Peso/dollar exchange rate: Research and
consensus forecasts (ARS/USD)
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Figure 7.4 Central Bank of Argentina international reserves
and settlements of the agro-exporter complex (UDS MN)
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DISCLAIMER

This document, prepared by BBVA Research Department, is informative in nature and contains data, opinions or estimates as at the
date of its publication. These derive from the department’s own research or are based on sources believed to be reliable, and have
not been independently verified by BBVA. BBVA therefore makes no guarantee, express or implied, as to the document's accuracy,
completeness or correctness.

Any estimates contained in this document have been made in accordance with generally accepted methods and are to be taken as
such, i.e. as forecasts or projections. The historical evolution of economic variables (positive or negative) is no guarantee that they
will evolve in the same way in the future.

The contents of this document are subject to change without prior notice for reasons of, for example, economic context or market
fluctuations. BBVA does not give any undertaking to update any of the content or communicate such changes.

BBVA assumes no responsibility for any loss, direct or indirect, that may result from the use of this document or its contents.

Neither this document nor its contents constitute an offer, invitation or solicitation to acquire, divest or obtain any interest in assets or
financial instruments, nor can they form the basis of any contract, commitment or decision of any kind.

In particular as regards investment in financial assets that may be related to the economic variables referred to in this document,
readers should note that in no case should investment decisions be made based on the contents of this document; and that any
persons or entities which may potentially offer them investment products are legally obliged to provide all the information they need

to take these decisions.

The contents of this document are protected by intellectual property law. It is expressly 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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