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ARGENTINA: Central Bank’s intervention in the FX market sets ceiling at around ARS20.40/USD until July

LATAM ECONOMICS
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EcoNowmics

On Monday, the Central Bank sold approximately US$30 million in the spot market to halt peso weakening.

Once the USD quote fell to a record ARS20.40/USD on Monday morning, the BCRA offered about US$30- 50 million through
SIOPEL screens.

The monetary authority may have sold as much as US$30 million in the first session of the week, while central bank authorities
remained mute on this decision.

Bear in mind that the monetary authority has not intervened in active operations since before the mid-term election primaries in
August.

Conversely, the Central Bank’s passive USD purchases to the Treasury have reached US$8bn since December 28, the controversial
day in which Ministers Nicolas Dujovne, Luis Caputo, Marcos Pefia and Central Bank governor Federico Sturzenegger announced the
change in 2018-2020 inflation targets, aimed at reducing interest rates and diluting some of the upward pressure on the real FX
guotation.

Since the announcement, the Nominal Multilateral Exchange Rate has depreciated 7.25% while the Real Multilateral Exchange Rate
has improved a meager 3.75%, according to the FX estimate published by the Central Bank.

Meanwhile, December 2018 annual expected inflation moved up to 19.9% in February, above the 17.4% captured two months ago.
The 17.2% hike in the USD quote since December 11 would have had a higher-than-expected pass-through impact on prices.

With the release of February CPI on March 15, most of the impact of the USD increase recorded between December and February will
be known.

However, the more than 4% monthly increase in the January Wholesale Price Index precludes a higher-than-expected pass-through in
the first two months of the year, while February CPI is forecast at 2.3% monthly.

Net/net: Supported by sporadic FX intervention from the BCRA, we forecast a ceiling to the USD quote at approximately
ARS20.40/USD in the months to come.

The effect of the soybean USD exports that significantly increase seasonal USD sales in second quarters precludes, in our view, a
lateral movement of the greenback until July.

Thus for investors evaluating a carry trade with local currency instruments, the current USD price might be a good entry point into the
local market, in our view.
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