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8. Cycle of deeper structural reforms will begin but will
not be exempt from political risks

After the elections, the government is intending to discuss the budget and the distribution of funds with the provinces,
with the aim of limiting the growth in provincial and national primary spending. The prospect of a substantial reduction
in the high fiscal pressure on the private sector hinges largely on being able to find alternative sources of stable income
not only for the federal government but also for the provinces, in order to be able to do away with the more distortionary
taxes. This implies discussing a matter which has been already been postponed on many occasions; the reform of the
federal tax co-participation, both primary and secondary. Although the government is likely to emerge from the October
elections in a stronger position, it will not be easy to gain the approval of 24 provinces, especially when it requires funds
to be reassigned in favour of other jurisdictions. So progress is likely to be slow, and targets will not be too ambitious.

Great political adroitness will also be required to make the Argentinian economy more competitive, as it implies
addressing the problems of labour productivity and Argentina's role in an international framework. Although the
possibility of a Brazilian-style integral labour reform has been ruled out, the sector agreements with which the
government aims to progress will also entail negotiations with unions and companies, where each sector will have to be
willing to adopt a more flexible stance. Greater openness of the Argentinian economy through signing bilateral and
multilateral trade agreements will give it the advantage of greater scale for domestic production but it will also have to
consider the impact on less competitive sectors, which could lose out.

Despite these difficulties, the greater political capital of the Cambiemos administration after the primary elections, which
is very likely to be increased after the final parliamentary elections of 22 October, and the potential broadening of the
horizon for implementing reforms from a second term of office, means that Argentina has an opportunity to resolve long-
standing problems which have historically prevented it from reaching sustained growth closer to its potential, and even
toincrease its relatively muted potential growth rate—around 2.8% per annum—due to the mixture of structural problems
and political errors which have affected Argentina in recent years.
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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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