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6. Over-achievement in 2017 and pension benefit
reform will facilitate fiscal targets in 2018

The cumulative primary fiscal deficit stood at 3.9% of GDP at December 2017, below the target for the primary balance
of 4.2% of GDP anticipated for 2017 (Figure 6.1). Despite the seasonal rise in expenditure in December, and the bringing
forward of 2018 outlays of ARS 25 bn and the reduction of floating debt, the balance was better than expected as, for
the time since 2004, revenues (+22.6%) grew by more than expenditure (21.8%) and both did so below the year’'s
average inflation level (25.7%). The smaller increase in tax revenues was due to a lower intake from regularisation
under the tax amnesty compared to 2016 and the partial refund of 15% of the co-participation to provinces that had
formerly been allocated to the National Social Security Administration. Although welfare payments (led by retirements)
grew by 36.7% YoY in 2017, the contraction in subsidies to sectors of the economy (energy) of 22% and the falls in real
terms of transfers to provinces and capital expenditure enabled a reduction of primary expenditure of 1.1% of GDP in
2017. Even so, the greater interest burden from the increase in borrowing meant that the overall deficit was 5.4% of
GDP according to official estimates.

The fiscal pact with the provinces and the tax reform passed in December 2017 imply a sharp redistribution of tax
revenues among the various different agents (social security and the provinces, among the provinces themselves,
individuals vs. companies, etc.), yet since this involves only a very gradual tax reduction of 1.5% of GDP in five years,
it will not produce any substantial diminishing of public revenue. The Fiscal Responsibility Act intended to enhance the
fiscal solvency of the provinces (essentially via guidelines to control the expansion of provincial public expenditure) was
also passed in Congress, which will allow a gradual reduction of distorting taxes such as Gross Income and Stamp in
line with the aims of the tax reforms.

It we add into the mix the reduction of energy and transport subsidies scheduled for 2018, and the saving from the
adjustment to the formula for calculating pension benefit mobility that was approved in December 2017, the public sector
is highly likely to manage to achieve the deficit target of 3.2% for 2018 with some degree of comfort. The welfare benefit
mobility system was set up in 2009 according to a formula which depended on two factors: variation in tax collection
and wage rises, given that at that time no credible official inflation index existed. Although the variation in the mobility
index (IM) depends on the economic cycle, from its inception up to the end of 2017 it had built up an increase that
outstripped inflation, nominal GDP and wages in the registered private sector (Figure 6.2). IM-adjusted welfare benefits
have topped 50% of primary expenditure to form the item that rose most to the detriment of other expenditure items.
The reform of the index for making benefit adjustments has meant modifying the IM so that it moves in line with inflation,
which will lead to a very sizeable saving that the government estimates to be some ARS 70 bn with respect to what was
projected for 2018.

In 2019, a further reduction in primary expenditure is required of 1% of GDP to reach the target of 2.2% of GDP which
is planned to be achieved via a final adjustment of energy rates and a freezing of certain items of current expenditure
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in real terms. In terms of medium term foreseeability, it was positive that in his presentation and when he announced
the change in the inflation target, the Minister of the Treasury also presented the financial programme, with decreasing
borrowing requirements for 2018 and 2019 and the schedule of a drop in central bank funding for the Treasury of around
0.5% of GDP per year to the point of this being reduced to just seigniorage in 2020. Thus in 2018 net borrowing
requirements on account of central bank assistance for the Treasury (without including capital maturities) amount to
USD 30 bn, which it is intended will mostly be placed in the domestic market. In January 2018, a USD 9 bn bond issue
was carried out on the international market which means advance funding of around one third of the borrowing

requirement for the year.

Figure 6.1 National public sector revenue and
expenditure (% of GDP)
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Figure 6.2 Benefit mobility index compared to inflation and
wages (% var. YoY)
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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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