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3. Argentina: in the wake of the elections, growth has
picked up and the reform programme is making
headway

In the parliamentary elections of October 2017 government supporters managed to obtain almost 42% of votes
nationally, while they also won first place for senator of the crucial Buenos Aires province, leaving former president
Cristina Fernandez de Kirchner in second place, who will represent the leading minority group. This electoral victory
surpassed prior expectations and leaves president Mauricio Macri well-placed to win a second term from 2019.
Cambiemos grew in numbers in both the Senate — adding nine more senators — and in the Chamber of Deputies (an
extra 21 members), although it fell short of obtaining a majority in either of them. As we anticipated, the greater political
capital allowed it to announce a raft of prompt structural reforms, some even already put through Congress and
approved, although full approval of the package of laws has required, and will likewise call for, consensus to be reached
with the opposition, as well as no small measure of political astuteness.

Confidence, both in the government’'s management and on the part of consumers, showed a marked upturn from June
which, together with the pick-up in credit, accounts for an improvement in the economy’s activity levels, as it grew by
0.9% QoQ in 3Q17. In YoY terms GDP grew by 4.2%, while investment (spearheaded by construction) surged ahead
by 13.9% YoY in the period, which led to strong growth in imports (+18.7% YoY) and the negative contribution by the
external sector, hiving 4.8% off growth in the quarter.

Our MICA nowcasting model estimates that the economy will continue growing at rates of over 0.9% QoQ in the quarters
to come (see Figure 3.1), as supported by the partial figures from the Monthly Economic Activity Estimator (EMAE). In
this context, our estimate of GDP growth of 2.8% for 2017 is ticking upward, given how it implies growth of only 0.6%
QoQ (3.7% YoY) in 4Q17. For 2018 and 2019, we have revised our growth forecasts slightly upwards to 3.3% based
on both domestic and international factors. The better-than-expected election results for the government serve to allay
doubt over the continuity of changes after 2019 and spur investment, while an upward revision of close to 0.5pp for
growth in Brazil and of 1pp from 2019 in China (Figure 3.2) suggests an improvement in demand from abroad. Fiscal
policy will continue to target a gradual narrowing of the deficit, which will help to sustain access to international financing
at falling rates, without prompting any sharp drop in economic activity.

Argentina Economic Outlook / 1st Quarter 2018 7



BBVA | weseoc

Figure 3.1 MICA model GDP forecasts (% var. YoY) Figure 3.2 Revised growth in Brazil and China
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The negative contribution from  Asin 2017, investment will be the economy’s most dynamic factor in 2018 and

the external sector will diminiSh 2019, growing by 11.4% and 6.6% YoY respectively, both due to the road
thanks to export recovery in

infrastructure programme underway and to higher private investment flows,
2018-19

which will become a reality to the extent that the horizon for the foreseeability
of market-friendly policies has been pushed further out and that the reforms in progress lead to productivity
improvements. Private consumption is also expected to continue growing at a rate on a par with GDP thanks to a gradual
increase in employment, real wages and credit. Thanks to an improved export growth rate, on account of both increased
supply and greater demand, the negative contribution from the external sector will fall in both 2018 and 2019 despite
the fact that imports will continue to rise at a high rate.
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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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