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Argentina: The beginning of the end
KEY MESSAGES
Following the announcement, we do not rule out an
increasing demand to convert time deposits into US
dollars. We expect potential dollarization of USD16bn,
equivalent to more than 100% of the net liquid
international reserves.
We see the possibility of demand for USD and capital
flight picking up considerably.
The stock of Leliqs and the monetary framework in place
are potential sources of vulnerability for the banking
system, we think.
Thus, the announcement of FX controls and some
restrictions to withdrawing money from banks are likely.
The mutual fund industry should be impacted negatively.
Several Argentine Mutual funds suspended subscriptions
and redemptions today.
The IMF statement, while explicitly saying that it will
continue to stand with Argentina, shows a neutral position,
avoiding references to the next review of the stand-by
arrangement and USD5.4bn disbursement in October.
The reprofiling plan does not solve the problem of
intertemporal solvency of the Argentinean public debt,
which is more than 110% of GDP, according to our
calculations.
Argentina is in a political transition. There are no
incentives from the Congress or the opposition candidate
Alberto Fernandez to endorse the proposal, we believe.
We thus see no catalyst for an improvement. We expect
further ARS depreciation and FX controls.

In a nutshell
 Institutional investors to enter a enforced six-month
extension on T-bills.


Bondholders to be offered optional reprofiling without
haircuts for 2020-23 bonds.



Government will seek reprofiling of IMF debt also, likely
transitioning to EFF program.



The Republic was forced to make the announcements
as the rollover on T-bills has tumbled to almost zero.

Details
There will be a compulsory extension for six months with
partial capital payments on short-term Treasury bills held
by institutional investor starting at the original maturity date.
For individual investors, which account for 90% of the total
holders, conditions remain unchanged.
Long-term bonds issued under local and foreign laws will
be subject to an optional reprofiling with no haircuts on
capital or interests.
For short-term T-bills, the reprofiling will be forced and only
for institutional investors. According to Minister Lacunza,
institutional investors only account for 10% of holders. The
plan seems to exclude public-sector institutions (Anses
mostly), which are likely enter the reprofiling as well.
For T-bills maturing this year the extension will be for
six months, and bills maturing in 2020 will be extended
three months. For those maturing this year, Argentina
proposed to pay 15% of capital at the original maturity
date, 25% three months later, and the remaining 60% at
the end. The bills will continue to accrue interest at
their corresponding rates until the final payment.
For bonds issued under local laws, the Ministry of Finance
will send to Congress a bill with the aim to extend
maturities of bonds paying their capital in 2020-2023 and
with no haircuts.
For bonds under foreign law, the government will seek to
reprofile under the framework of collective action clauses.
On the IMF deal, Lacunza said the goal is to negotiate a
reprofiling of payments, but nothing was said about a
Extended Fund Facility (EFF) programme. Negotiations
have not started yet.
While explicitly saying that it will continue to stand with
Argentina, the statement from the IMF shows a neutral
position eluding references on the next review of the
Stand-By Arrangement and USD5.4bn disbursement to be
supposedly approved in September.
Regarding the announcement of the reprofiling of the
bonds, the outcome is difficult to assess: there are no
incentives from the Congress or the opposition candidate
Alberto Fernandez to endorse or reject the proposal. Also,
we need to consider that he optional nature of the offer
wouldn’t be straight forward.
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Dollarization and short term debt
The case of Uruguay in 2002 and Argentina now
Uruguay embarked upon a friendly five-year extension of
its sovereign debt in 2002 with no haircuts and without
changes in coupon payments. In order to make the
operation successful, Uruguay set up a level of acceptance
of 90% from creditors.

Reshaped short term debt
We assumed that the percentage of institutional investors
in Letes and Lecaps are 85% and 90%, respectively. Also,
we used an FX rate of 58. We estimate that these changes
will ease short term liquidity by USD11.1bn.

We believe Argentina’s case is different for the following
reasons:

Before* Aug-19 Sep-19
Letes
1,602 2,773
Lelink
0
331
Lecaps
898
1,959
LECER
148
771
Total
2,647 5,834



Uruguay had a strong support from the IMF. It received
a stand-by loan of USD769mn in March 2002 that was
extended to USD1.5bn in H2 of the same year. It
remains to be seen the level of involvement of the IMF
with Argentina now after having already depleting
USD44bn.



Different from Uruguay, Argentina is in a political
transition, two months away from the Presidential
elections.



Different from Uruguay, Argentina's low credibility in the
international bond markets and uncertainty over its
economic policy going forward rank high.

Oct-19 Nov-19 Dec-19
3,132 2,449
300
439
242
426
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0
0
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Until EOY
10,256
1,439
5,394
919
18,008

After* Aug-19 Sep-19 Oct-19 Nov-19 Dec-19
Letes
445
770
869
1,088
790
Lelink
0
78
103
57
189
Lecaps
211
460
413
426
529
LECER
35
181
0
40
208
Total
690
1,489 1,385 1,610 1,717

Until EOY
3,962
427
2,039
464
6,892

(*) does not include POMO coupon payment totalling USD1bn

Fig. 3-4: Leliqs monitor (variables variation)
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The problem of the Leliqs
Leliqs are a time bomb as the stock already represents
~74% of ARS-denominated time and saving deposits (Fig.
3-4) . Should a run on these deposits take place, we see
two potential outcomes: (a) FX controls to prevent those
flows to go into US dollars/capital flight; (b) restrictions on
the amount of ARS deposits to be taken from banking
accounts.
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Potential dollarization
In order to assess the potential money available for
dollarization, we gathered the most liquid ARS in the
economy and compared it with the free availability
international reserves. According to our calculations, there
is around USD16bn of potential deposit dollarization.
Meanwhile, the BCRA’s net liquid international reserves
are around USD15.1bn (Fig. 1-2).
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Fig.1-2: Potential dollarization
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Mutual Funds and sovereign debt
The Mutual fund industry is severely hurt
Last year’s FX exchange crisis has impacted the mutual
fund industry severely, reducing the industry AUM almost
by half.
We have also been tracking the impact on the industry
since the results of Argentina’s Primaries (PASO).
According to data available in CAFCI, AUM from fixed
income funds has dropped ARS100bn from ARS313bn
since then.
Total outflows from money market and fixed income funds
together has been ARS111bn since the PASO.
The announcements of yesterday should also have a
negative impact on the mutual fund industry: 38% of
the AUM is invested in public debt.
Several Argentine Mutual funds suspended subscriptions
and redemptions Today.

Update: Maturity extension vs. coupon reduction
To put Argentina's debt back on a sustainable path, a
maturity extension alone won't be enough, we believe.
A haircut would be also needed, as any tender with a high
participation rate will have to remove as much default risk
as possible going forward. This is because of Argentina's
low credibility in the international bond markets and
uncertainty over its economic policy going forward.
The analysis does not consider previously restructured
bonds, even though a new re-profiling of the Argentinean
sovereign debt is likely to include them. We did not made
any assumption on exit yield either.
We simulated the trade off between a five year maturity
extension and 50% haircut on coupons. Results are shown
in Fig. 5.
Fig. 5: Theoretical impact on bonds
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Switzerland: This report is intended solely for customers who are “Qualified Investors” as defined in article 10 paragraphs 3 and 4 of the Federal Act on
Collective Investment Schemes of 23 June 2006 (CISA) and the relevant provisions of the Federal Ordinance on Collective Investment Schemes of 22
November 2006 (CISO). “Qualified Investors” includes, among others, regulated financial intermediaries such as banks, securities traders, fund
management companies and asset managers of collective investment schemes, regulated insurance institutions as well as pension funds and companies
with professional treasury operations. This document may not be suitable for customers who are not Qualified Investors and should only be used and
passed on to Qualified Investors. For specification purposes, a “Swiss Corporate Customer” is a Client which is a corporate entity, incorporated and existing
under the laws of Switzerland and which qualifies as “Qualified Investor” as defined above." BNPP (Suisse) SA is authorised as bank and as securities
dealer by the Swiss Financial Market Supervisory Authority FINMA. BNPP (Suisse) SA is registered at the Geneva commercial register under No. CHE102.922.193. BNPP (Suisse) SA is incorporated in Switzerland with limited liability. Registered Office: 2, place de Hollande, 1204 Geneva, Switzerland.
Canada: This particular section applies to recipients who are located within or otherwise represent or are connected to and doing business within Canada.
In the event of a direct conflict or inconsistency between the above and this section, this section will prevail to supplement the above as it applies to
Canada, and shall be interpreted to supplement and not restrict the application of the above to the fullest extent possible. BNP Paribas operates in Canada
as a Schedule III Bank, and equally under International Dealer Exemption as applicable in various Canadian provinces, having a Quebec office located at
1981 MCGILL COLLEGE AVE, 4th floor, MONTREAL, Quebec, H3A 2W8, and an Ontario office located at 155 Wellington Street West, Suite 3110,
Toronto, Ontario, M5V 3H1, Canada (“BNP Paribas”). For recipients located in Québec, upon receipt of this document, each recipient hereby confirms that it
has expressly requested that it be drawn up in the English language only. Pour les résidents du Québec, par la réception de ce document, chaque
destinataire confirme par les présentes qu’il a expressément exigé que celui-ci soit rédigé en anglais seulement. THIS DOCUMENT IS CONFIDENTIAL
AND IS BEING SUBMITTED TO SELECTED RECIPIENTS ONLY WHO QUALIFY, AS REQUIRED UNDER APPLICABLE LAW IN CANADA, AS
CANADIAN “PERMITTED CLIENTS” [as defined in Section 1.1 of National Instrument 31-103 Registration Requirements, Exemptions and Ongoing
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[as defined in Section 1.1 of National Instrument 45-106 Prospectus and Registration Exemptions, or, if resident in Ontario, Section 73.3(1) of the Securities
Act (Ontario)] or as an “ACCREDITED COUNTERPARTY” (if resident in Quebec as defined in Section 3 of the Quebec Derivatives Act, chapter I-14.01 or
its equivalent as applicable to another Canadian province in which the recipient is resident) (all the above National instruments, Blanket Order and Acts
specified in this paragraph collectively, the "Specific Canadian Texts"). The information contained herein is not, and under no circumstances is to be
construed as, a prospectus, an advertisement, a public offering, an offer to sell Securities (as defined in the Specific Canadian Texts) described herein, or
solicitation of an offer to buy Securities described herein, in Canada or any province or territory thereof. Any offer or sale of any Securities described herein
in Canada will be made only under an exemption from the requirements to file a prospectus with the relevant Canadian securities regulators, or,
alternatively, pursuant to an exemption from dealer registration requirements in the relevant province or territory of Canada in which such offer or sale is
made, as per the provisions of the above Specific Canadian Texts. The information contained herein is under no circumstances to be construed as
investment advice in any province or territory of Canada and is not tailored to the needs of the recipient. To the extent that the information contained herein
references Securities of an issuer incorporated, formed or created under the laws of Canada or a province or territory of Canada, any trades in such
securities must be conducted through an investment dealer (as defined in Section 1.1 of NI 31-103) registered in Canada. No securities commission or
similar regulatory authority in Canada has reviewed or in any way passed judgment upon these materials, the information contained herein or the merits of
the Securities described herein, and any representation to the contrary is an offence.
Canada: BNP Paribas (Canada) Securities Inc./ Bnp Paribas (Canada) Valeurs Mobilières Inc. Is a corporation governed by the Canada Business
Corporations Act, and owned by BNP Paribas. It is headquartered at 1981 MCGILL COLLEGE AVE, 4th floor, MONTREAL, Quebec, H3A 2W8, and is
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Canadian securities regulators, or, alternatively, pursuant to an exemption from dealer registration requirements in the relevant province or territory of
Canada in which such offer or sale is made, as per the provisions of the above Specific Canadian Texts. The information contained herein is under no
circumstances to be construed as investment advice in any province or territory of Canada and is not tailored to the needs of the recipient. To the extent
that the information contained herein references Securities of an issuer incorporated, formed or created under the laws of Canada or a province or territory
of Canada, any trades in such securities must be conducted through an investment dealer (as defined in Section 1.1 of NI 31-103) registered in Canada. No
securities commission or similar regulatory authority in Canada has reviewed or in any way passed judgment upon these materials, the information
contained herein or the merits of the Securities described herein, and any representation to the contrary is an offence. Financial instruments of the type
described herein may involve a high degree of risk and their value may be highly volatile. Such risks may include, without limitation: (i) variations in interest
rates, exchange rates, correlation, prices or levels of securities, commodities, funds and/or indices, indicators of creditworthiness or perceived
creditworthiness of one or more underlying entities; (ii) default or insolvency of one or more underlying entities; (iii) adverse or unanticipated market events
or developments, political developments or adverse corporate events involving an underlying security or entity; (iv) risk of illiquidity; (v) sovereign risk; and
(vi) legal risk. In addition, where the Transaction involves leverage, it must be recognized that whilst leverage presents opportunities to increase profit, it
also has the effect of potentially increasing losses and doing so in a relatively short period of time. Such losses may significantly diminish the performance
of the Transaction or result in loss for you. You may be required to post margin or collateral at levels consistent with the internal policies of BNP Paribas.
The risk of loss in trading derivatives can be substantial and, accordingly, derivatives are not suitable for every person.
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incorrect information, nor for investment decisions taken based on the information contained herein, which can be modified without prior notice. Banco
BNPP Brasil S.A. shall not be responsible to update or revise any information contained herein. Banco BNPP Brasil S.A. shall not be responsible for any
loss caused by the use of any information contained herein.
Turkey: This report is being distributed in Turkey by TEB Investment (TEB YATIRIM MENKUL DEĞERLER A.Ş., TEB Kampüs D Blok Saray Mahallesi,
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contained herein do not constitute investment advisory services. Investment advisory services are provided in accordance with investment advisory
agreements executed between investors and brokerage companies or portfolio management companies or non-deposit accepting banks. The commentary
and recommendations contained herein are based on the personal views of the persons who have made such commentary and recommendations. These
views may not conform to your financial standing or to your risk and return preferences. Therefore, investment decisions based solely on the information
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Israel: BNPP does not hold a licence under the Investment Advice and Marketing Law of Israel, to offer investment advice of any type, including, but not
limited to, investment advice relating to any financial products.
Bahrain: This document is being distributed in Bahrain by BNPP Wholesale Bank Bahrain, a branch of BNPP S.A. whose head office is in Paris, France
(Registered Office: 16 boulevard des Italiens, 75009 Paris, France). BNPP Wholesale Bank Bahrain is licensed and regulated as a Registered Institution by
the Central Bank of Bahrain – CBB. This document does not, nor is it intended to, constitute an offer to issue, sell or acquire, or solicit an offer to sell or
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South Africa: BNPP is a bank incorporated in France with a local branch registered with the South African Reserve Bank and registered as an external
company in terms of the South African Companies Act, 2008 . BNPP is an authorised Financial Services Provider (FSP 44610) and subject to regulation by
the Financial Services Board and South African Reserve Bank. It is also a licensed member of the Johannesburg Stock Exchange. BNPP does not
expressly or by implication represent, recommend or propose that the information and/or financial products referred to in this report are appropriate to the
particular investment objectives, financial situation or particular needs of the recipient. This document further does not constitute advice (whether financial,
legal, tax or otherwise) as contemplated in the Financial Advisory and Intermediary Services Act, 2002.
Australia: This material, and any information in related marketing presentations (the Material), is being distributed in Australia by BNP Paribas ABN 23 000
000 117, a branch of BNPP 662 042 449 R.C.S., a licensed bank whose head office is in Paris, France. BNP Paribas is licensed in Australia as a Foreign
Approved Deposit-taking Institution by the Australian Prudential Regulation Authority (APRA) and delivers financial services to Wholesale clients under its
Australian Financial Services Licence (AFSL) No. 238043 which is regulated by the Australian Securities & Investments Commission (ASIC).The Material is
directed to Wholesale clients only and is not intended for Retail clients (as both terms are defined by the Corporations Act 2001, sections 761G and
761GA). The Material is subject to change without notice and BNP Paribas is under no obligation to update the information or correct any inaccuracy that
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中国：本文件为法国巴黎银行的子公司法国巴黎银行（中国）有限公司（“法巴中国”）在中华人民共和国（简称“中国”，且不包括香港特别行政区、澳门特别
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Hong Kong - Securities: This document is prepared and/or distributed by BNP Paribas Securities (Asia) Limited. BNP Paribas Securities (Asia) Limited is a
Licensed Corporation regulated by the Securities and Futures Commission for the conduct of Regulated Activity Types 1, 2, 4, and 6 under the Securities
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document may not be authorised in Hong Kong and may not be available to Hong Kong investors.
India - Branch: BNP Paribas India branch is licensed by Reserve Bank of India to carry on banking business in India and is regulated by the Banking
Regulation Act 1949, Securities & Exchange Board of India Act 1992, and other related regulations issued by Government of India and regulatory bodies
such as Reserve Bank of India, Securities and Exchange Board of India etc. from time to time. For the purpose of distribution in India this document is
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IMPORTANT DISCLOSURES by producers and disseminators of investment recommendations for the purposes of the Market Abuse Regulation:
Although the disclosures provided herein have been prepared on the basis of information we believe to be accurate, we do not guarantee the accuracy,
completeness or reasonableness of any such disclosures. The disclosures provided herein have been prepared in good faith and are based on internal
calculations, which may include, without limitation, rounding and approximations.
BNPP and/or its affiliates may be a market maker or liquidity provider in financial instruments of the issuer mentioned in the recommendation.
BNPP and/or its affiliates may provide such services as described in Sections A and B of Annex I of MiFID II (Directive 2014/65/EU), to the Issuer to which
this investment recommendation relates. However, BNPP is unable to disclose specific relationships/agreements due to client confidentiality obligations.
Section A and B services include A. Investment services and activities: (1) Reception and transmission of orders in relation to one or more financial
instruments; (2) Execution of orders on behalf of clients; (3) Dealing on own account; (4) Portfolio management; (5) Investment advice; (6) Underwriting of
financial instruments and/or placing of financial instruments on a firm commitment basis; (7) Placing of financial instruments without a firm commitment
basis; (8) Operation of an MTF; and (9) Operation of an OTF. B. Ancillary services: (1) Safekeeping and administration of financial instruments for the
account of clients, including custodianship and related services such as cash/collateral management and excluding maintaining securities accounts at the
top tier level; (2) Granting credits or loans to an investor to allow him to carry out a transaction in one or more financial instruments, where the firm granting
the credit or loan is involved in the transaction; (3) Advice to undertakings on capital structure, industrial strategy and related matters and advice and
services relating to mergers and the purchase of undertakings; (4) Foreign exchange services where these are connected to the provision of investment
services; (5) Investment research and financial analysis or other forms of general recommendation relating to transactions in financial instruments; (6)
Services related to underwriting; and (7) Investment services and activities as well as ancillary services of the type included under Section A or B of Annex 1
related to the underlying of the derivatives included under points (5), (6), (7) and (10) of Section C (detailing the MiFID II Financial Instruments) where
these are connected to the provision of investment or ancillary services.
BNPP and/or its affiliates do not, as a matter of policy, permit pre-arrangements with issuers to produce recommendations. BNPP and/or its affiliates as a
matter of policy do not permit issuers to review or see unpublished recommendations. BNPP and/or its affiliates acknowledge the importance of conflicts of
interest prevention and have established robust policies and procedures and maintain effective organisational structure to prevent and avoid conflicts of
interest that could impair the objectivity of this recommendation including, but not limited to, information barriers, personal account dealing restrictions and
management of inside information.
BNPP and/or its affiliates understand the importance of protecting confidential information and maintain a “need to know” approach when dealing with any
confidential information. Information barriers are a key arrangement we have in place in this regard. Such arrangements, along with embedded policies and
procedures, provide that information held in the course of carrying on one part of its business to be withheld from and not to be used in the course of
carrying on another part of its business. It is a way of managing conflicts of interest whereby the business of the bank is separated by physical and nonphysical information barriers. The Control Room manages this information flow between different areas of the bank where confidential information including
inside information and proprietary information is safeguarded. There is also a conflict clearance process before getting involved in a deal or transaction.
In addition, there is a mitigation measure to manage conflicts of interest for each transaction with controls put in place to restrict the information flow,
involvement of personnel and handling of client relations between each transaction in such a way that the different interests are appropriately protected.
Gifts and Entertainment policy is to monitor physical gifts, benefits and invitation to events that is in line with the firm policy and Anti-Bribery regulations.
BNPP maintains several policies with respect to conflicts of interest including our Personal Account Dealing and Outside Business Interests policies which
sit alongside our general Conflicts of Interest Policy, along with several policies that the firm has in place to prevent and avoid conflicts of interest.
The remuneration of the individual producer of the investment recommendation may be linked to trading or any other fees in relation to their global business
line received by BNPP and/or affiliates.
IMPORTANT DISCLOSURES by disseminators of investment recommendations for the purposes of the Market Abuse Regulation:
The BNPP disseminator of the investment recommendation is identified above including information regarding the relevant competent authorities which
regulate the disseminator. The name of the individual producer within BNPP or an affiliate and the legal entity the individual producer is associated with is
identified above in this document. The date and time of the first dissemination of this investment recommendation by BNPP or an affiliate is addressed
above. Where this investment recommendation is communicated by Bloomberg chat or by email by an individual within BNPP or an affiliate, the date and
time of the dissemination by the relevant individual is contained in the communication by that individual disseminator.
The disseminator and producer of the investment recommendations are part of the same group, i.e. the BNPP group. The relevant Market Abuse
Regulation disclosures required to be made by producers and disseminators of investment recommendations are provided by the producer for and on behalf
of the BNPP Group legal entities disseminating those recommendations and the same disclosures also apply to the disseminator.
If an investment recommendation is disseminated by an individual within BNPP or an affiliate via Bloomberg chat or email, the disseminator’s job title is
available in their Bloomberg profile or bio. If an investment recommendation is disseminated by an individual within BNPP or an affiliate via email, the
individual disseminator’s job title is available in their email signature.
For further details on the basis of recommendation specific disclosures available at this link (e.g. valuations or methodologies, and the underlying
assumptions, used to evaluate financial instruments or issuers, interests or conflicts that could impair objectivity recommendations or to 12 month history of
recommendations history) are available at https://globalmarkets.bnpparibas.com/gmportal/private/globalTradeIdea. If you are unable to access the website
please contact your BNPP representative for a copy of this document.

