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Inflationary financing is reaching its limits
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General Information I
GDP USD474.865bn (World ranking 26, World Bank 2012)
Population 41.09 million (World ranking 32, World Bank 2012)
Form of state Republic
Head of government  Cristina FERNANDEZ DE KIRCHNER ~ (FPV - PJ)
Next elections 2015, presidential
Strengths Weaknesses
A Abundance of natural resources (agricultural, energy A Strong state interventionism, including prices, imports and

and minerals)

capital controls

A Durable, democratic political system A Lack of data transparency, especially inflation
A High education level compared to the regional A Lack of access to international financial markets (due to the
average and skilled workforce 2002 default) and poor relations with the IMF and the Paris
Club of creditors
A Unbalanced policy mix (high inflation and loose fiscal policy)
A Rapid deterioration in international reserves
A Poor business environment
Country Rating Risk Dimensions
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Economic Structure

GDP breakdown (% of total, 2011) Trade structure (% of total, 2011)
By destination / origin
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Economic Forecast

2009 2010 2011 2012 2013e 2014f

GDP grow th (% change) 0.9 9.2 8.9 1.9 46 1.7
Inflation (%, end-year) 7.7 10.9 9.5 10.8 10.9 14.7

Fiscal balance (% of GDP) -3.6 -1.4 -3.5 -4.3 -4.7 -5.0
Public debt (% of GDP) 58.7 49.2 44.9 47.7 47.8 48.0

Current account (% of GDP) 3.6 04 -0.5 0.0 -1.0 -2.0
External debt (% of GDP) 38.5 35.2 317 31.0 329 35.0

Source: IHS Global Insight, national sources, Euler Hermes

Economic Growth

Strong GDP growth in 2013... GDP growth (y/y, 4 qtrs cumulated %)

During the past decade, Argentina registered strong
economic growth, thanks to rising commodity prices
(more than 50% of its total exports) but the country
failed to diversify its economic activity and to strengthen
its competitiveness. In 2012, slowing commaodity prices 10% -
and negative impact of years of economic policy
mismanagement sharply hit GDP growth (+1.9%). A

strong rebound is estimated for 2013 (+4.6%), on the %
back of buoyant domestic demand while international

trade will contribute negatively. Private consumption 0% . .
has increased strongly since inflation expectations A | 4

remain high, and because exchange rate control

measures have made it more difficult to use the -5%
preferred savings tool (USD). However, the strong e Argentina
economic growth estimated for 2013 is due to good

results in Q1 and Q2 whereas GDP fell in Q3 and is likely -10% 1
to continue to do so in Q4 and in early 2014. ===Latin America and Caribbean
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...but a sharp slowdown expected in 2014. 00 02 4 06 08 10 12

Growth is likely to drop to +1.7% in 2014, reflecting very
weak consumer and business confidence and only a
slight improvement in foreign trade. The negative
impacts of fed tapering (capital outflows, leading to
currency depreciation) have severely been felt and
financial tensions will continue to hamper economic
activity through 2014, especially if the government does
not implement a more prudent policy mix and more
business-friendly measures.

Sources: IHS Global Insight, Euler Hermes

Euler Hermes Economic Research




Economic Policies

Central Bank financing

The government decided in early 2012 to modify the
monetary objective of the central bank (which already
strongly lacked independence) from maintaining price
and exchange rate stability to supporting economic
growth. Moreover, legal restrictions on central bank
financing to the public and private sectors have been
removed.

This resulted in strong expansion of money supply and
domestic credit, increasing inflationary pressures.
According to official figures, inflation reached 11.4% y/y at
the end-2013, but private institutes evaluate it at around
25% and they expect it to accelerate to more than 30% by
the end of 2014. The national statistical institute has been
working with the IMF since 2011 to improve the quality of
its economic data (CPI and GDP), and presented in
January a new CPI index. According to this, the inflation
rate was 13.7%y/y in January 2014. Even if this new index
appears to reveal a ‘more realistic’ rate of inflation, the
variance between official and private estimates remains
large. The main motive for the government's
underreporting on inflation is linked to public finances, as
it allows the authorities to save in debt service (25% of its
total debt is linked to inflation levels).

Sharp depreciation to preserve falling FX
reserves

Argentina has pursued a managed depreciation of the
official exchange rate, using interventionist policies to
prevent the currency from rapid change. Since 2011, the
government has introduced import and capital controls,
as well as foreign exchange control measures on resident
outflows, with this latter significantly tightened in 2013.
The difficulty in obtaining USD on official markets led to
the development of a parallel market, in which the “blue
dollar” was worth around 10 pesos at end-2013, against
6.5 for the official exchange rate.

Despite foreign-exchange and capital controls, FX reserves
declined sharply from 2011, from USD47 billion in January
2011 to USD24 billion in December 2013. This sharp drop
is due to Central Bank measures to protect the currency,
as well as the financing of fiscal deficits and public
external debt reimbursement and the rising energy
import bill in 2013. In January 2014, the monetary
authorities let the national currency depreciate sharply to
protect falling FX reserves. The peso depreciated by
around 17% against the USD in early 2014, to
ARS7.9:USD1at the beginning of March. Further
depreciation is expected through 2014. In order to slow
down the depreciation of the currency, the government
recently decided to (slightly) soften exchange rate
controls by allowing residents to buy USD on the official
market, but still with strong restrictions (a limit of 20% of
individual salaries and a no more than USD2,000 per
month). However, the effects of these measures are likely
to be limited.

Widening fiscal balance deficit

The fiscal deficit continues to deteriorate and is expected
to reach -5.0% of GDP by the end of 2014, mainly due to
unaffordable expansionary policies. The 2014 budget sets
fiscal spending at around ARS850 billion (up by more than
36% from the 2013 budget) and is again based on (very)
optimistic assumptions for economic growth (GDP
expansion of +6.2%). Public debt, which had been on a
decreasing trend since 2002, increased in 2012 and is
likely to remain at nearly 48% of GDP in 2013 and 2014.
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Official inflation rate (y/y, %)
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External Sector

Deterioration in the current account balance

Tightening of import controls helped slow the erosion of

the trade balance so Arﬂentina’s current account in 2010-

Sources: IHS Global Insight, Euler Hermes
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DISCLAIMER
These assessments are, as always, subject to the disclaimer provided below.

This material is published by Euler Hermes SA, a Company of Allianz, for information purposes only and should not be regarded as providing any
specific advice. Recipients should make their own independent evaluation of this information and no action should be taken, solely relying on it. This
material should not be reproduced or disclosed without our consent. It is not intended for distribution in any jurisdiction in which this would be
prohibited. Whilst this information is believed to be reliable, it has not been independently verified by Euler Hermes and Euler Hermes makes no
representation or warranty (express or implied) of any kind, as regards the accuracy or completeness of this information, nor does it accept any
responsibility or liability for any loss or damage arising in any way from any use made of or reliance placed on, this information. Unless otherwise
stated, any views, forecasts, or estimates are solely those of the Euler Hermes Economics Department, as of this date and are subject to change without
notice. Euler Hermes SA is authorised and regulated by the Financial Markets Authority of France.
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