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Summary

• Difficulties faced by Argentine economy and the truckers’ strike occurred in May should produce negative effects on 
activity, bringing new elements to induce a revision in our GDP projection.

• The gradual recovery of activity has contributed to the improvement of tax collection. However, recent performance 
is still particularly influenced by one-off revenues and little correlated with activity.

• High primary deficit and interest payments keep the public sector borrowing requirements high, putting pressure on 
the debt. Exchange rate devaluation and foreign reserves soften upward trajectory of net debt.

• Tax burden in 2017 represented 32.30% of GDP, very close to the 32.34% of the previous year, indicating 
maintenance of the trend of stability observed in recent years.

• Participation of parafiscal organisations and funds (“Sistema S” and “FGTS”), municipalities and, to a lesser extent, 
States in the appropriation of total tax revenue has increased, to the detriment of the federal share.

• After the first four months of the year, Executive Branch projects a primary deficit of BRL152.8bn in 2018, BRL6.2bn 
below the target (BRL159.0bn). Thus, by the primary balance rule, there would be room for expenditure expansion. 
However, it will not be possible, given that total primary expenditure is already very close to its constitutional ceiling 
for the year.

• Government projections released in May do not take into account government's measures in response to the 
truckers' strike, which will probably impact the 2018 deficit in more than BRL7.0bn. 



Macroeconomic Context

o The resumption of economic growth has occurred in slow pace. GDP in the first quarter compared to 
the immediately preceding quarter was 0.2 percentage point below our expectation and left a carry-
over effect of 0.9% for 2018 growth, which reinforces the downward bias in our projection (currently 
in 2.7%).

o Difficulties faced by Argentine economy and the truckers’ strike occurred in May should produce 
negative effects on activity, bringing new elements to induce a revision in our GDP projection.

o The revision of our estimates for 2018 GDP will be calibrated and made official when more accurate 
information on the impact of such events become available. The effects of the strike should appear 
more clearly in May conjuncture researches, such as industrial output, retail sales and service sector 
revenues, and in June confidence indices. 



o Market expectations for 2018 GDP 2018 obtained in the Focus Market Readout of the Central Bank were revised 
down to 2.18%.

Source: Central Bank.
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o In terms of contribution, the service sector added 0.6 percentage point to the accumulated GDP in four quarters, 
followed by agriculture (0.3 p.p.) and industry (0.1 p.p.).

Source: IBGE.
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o Contraction of the construction activity subtracted 0.9 percentage point of cumulative growth rate of GDP in four 
quarters.

Source: IBGE.
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o The contributions of domestic absorption, composed by household consumption (1.3 p.p.), government (-0.1 p.p.) 
and investments (-0.1 p.p.), and external demand (net exports) were 1.1 p.p. 0.2 p.p.

Fonte: IBGE.
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Fiscal Scenario

o High primary deficit and interest payments keep the public sector borrowing requirements high, putting pressure 
on the debt. Exchange rate devaluation and foreign reserves soften upward trajectory of net debt.

Source: Central Bank.
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o In 12 months, there have been relevant reduction of nominal deficit, to 7.5% of GDP (compared with 9.1% of GDP in 
April/17), influenced especially by the retraction of net interest expense. 

o Also contributed the decrease of primary deficit, to 1.8% of GDP, anchored in the better performance of the 
national treasure balance, rather than the social security balance (“RGPS”). 

CENTRAL GOVERNMENT PSBR (% DO PIB)

Source: Central Bank.
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o Gradual recovery of activity has contributed to the improvement of tax collection. 
o However, this performance is still influenced by one-off revenues and little correlated with the activity.

Fiscal Scenario

¹Income transfers: Social Security benefits, Salary Allowance and Unemployment Benefit, Assistance Benefits (LOAS/RMV) and Family Grant Program
²Subsidies and Grants (extended): Agribusiness, Housing Program ("Minha Casa Minha Vida"), Compensation for Payroll Exoneration, Investments ("PSI") and other



Tax Burden

o Tax burden in 2017 represented 32.30% of GDP, very close to the 32.34% of the previous year, 
indicating maintenance of the trend of stability observed in recent years. 
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o Participation of parafiscal organisations and funds (“Sistema S” and “FGTS”), municipalities and, to a 
lesser extent, States in the appropriation of total tax revenue has increased, to the detriment of the 
federal share.

Tax Burden
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2018 Budget

o After the first four months of the year, Executive Branch projects a primary deficit of BRL152.8bn in 2018, BRL6.2bn 
below the target (BRL159.0bn).

o However, according to the government, expenditure already close to its 2018 ceiling hinders any raise.
o IFI projects lower deficit (BRL141.8bn) and a BRL15.0bn respite from the expenditure ceiling. 



o Government projections released in May do not take into account measures in response to the truckers' strike.
o For the Government, measures will have a impact of BRL6.2bn in 2018, which would make projected deficit reach 

BRL159.0bn, equal to the 2018 target.
o IFI projects an impact of BRL7.4bn, which, alone, would raise our deficit projection to BRL149.2bn

2018 Budget


