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Undershooting in PLN, CZK, RUB followed by H2 rebound

o EM have sold off significantly. We are now in a global recession, and we see a U-
shaped global recovery - also in emerging markets by late 2020 (H2).

o External factors supportive of EM even now, more later - but corona shock will
leave a permanent mark and we do not see a full recovery.

e We are bullish on PLN and CZK and cautiously optimistic on RUB, mostly in H2.
However, oil markets are unlikely to turn for the better before summer.

Over the past month, the key problem for many emerging economies has been the combination
of a sudden stop in global economic activity, sharply declining commaodity prices, and very
broad-based risk aversion, driven by a combination of COVID-19 and the oil price skirmish.
Most EM FX have sold off about 10-20% versus their regional reference. Near term, we are
unlikely to see a marked pickup in activity, nor in commodity prices and this will weigh on
industrial countries in e.g. Eastern Europe, highly indebted Latin America and not least Russia.
The worst may well be over but we do not expect a quick recovery in EM FX.

However, it is not all gloom. The global fiscal policy response is very material and especially so
in the US. This has improved sentiment and adds to our belief in a cyclical uptick later in the
year. Further, financial support is material from almost all major central banks and the Fed in
particular is clearly in the business of containing financial stress. This has yet to lead to material
USD weakness and thus EM support, but it has calmed the downward pressure on EM FX a tad.

Historically, risk aversion leads to overshooting in EM FX (that is, a weaker domestic EM
currency short term than the long-term ‘equilibrium’ level). In our view, this currently applies
to not least EUR/PLN, EUR/CZK and EUR/RUB. In TRY, MXN and BRL, one should not
expect the ‘strong’ levels to come back and an eventual global improvement will simply allow
these currencies to stabilise, at best, but hardly strengthen much.

In Poland, we see potential for a rally in the zloty once the virus concerns ebb into the
summer. The sizeable domestic fiscal package amounts to 9% of GDP and will help support
the economy. In turn, our 12M forecast for EUR/PLN is 4.30. The Czech economy will
similarly benefit from an eventual uptick in global industry and we target 26.5 on 12M. In
Hungary, the HUF has sold off quite a bit as investors had little reason to be long in the first
place (interest rates at zero) and also given the expected decline in economic fundamentals.
Arguably, there is some overshooting in EUR/HUF, which could unwind. But, even if global
activity picks up, EM sentiment improves and corona fears fade, we would expect HUF to be
the last to gain. Our 12M target is 368 but near-term overshooting of that is possible.

In Russia, the economy can weather the storm, as inflation is low, and even after the 20-30%
move in the rouble we are unlikely to see double-digit CPI. We also see EUR/RUB overshooting
versus fundamentals, but we have lifted our 12M EUR/RUB forecast to 75.00 (from 60).
Notably, it is likely to take a while before we see an end to the ongoing oil-price war.

Shocks to EM FX do tend to have a partially permanent effect on the level of exchange rates but
normalisation, as we expect, is likely to help Eastern European currencies in H2. Near term, we
are seeing stabilisation due to the policy measures being taken, but it is indeed fragile.

Important disclosures and certifications are contained from page 5 of this report.

Quick view

. EUR/PLN to see downward pressure
as the virus concerns in the global
economy ease.

. EUR/HUF continues to drift higher;
any HUF strength to prove short-lived.

. EUR/CZK has stabilised; near term,
likely sideways to slightly lower.

. USD/RUB has likely overshot its fair
value but still at risk from fragile oil
market; RUB strength likely in H2
again though.

. USD/TRY set to rise by 8-10%
annually yet again as the offsetting
factor from high vyields is gone.

. USD/ZAR is headed higher with
South Africa downgraded to junk’,
economy in recession and commodity
prices very, very weak.

. USD/CNY likely to range trade
around 7.0 as virus fears settling
down in China.

. USD/INR will likely move towards
72.00 when sentiment normalises.

Our most recent FX forecast update for
G10 & EM can be found here. See also our
weekly FX Essentials.
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wth (virus), commodity price reign policy and Fed

Global

growth  \We view global growth as very low and we
are stillin a phase of slowing down rather
than picking up pace. The latter is likely in
H2.

Fed has cut interest rates substantially and
is supporting the global economy. This has
vet to suppress broad USD strength. Thus
we view this as ‘grey.

us
foreign

policy Given the US presidential campaign is

starting up in earnest, we don't think the US
will come up with major foreign policy
changes, including harsh new sanctions

against Turkey and Russia.
Note: Green reflects optimistic outlook, Red is negative and Grey is a neutral view.

Many EM countries entered this crisis with
low interest rates, weak growth and a
dysfunctional political situation. This will
continue to run its course, especially in
South Africa.

Near-term negative EM environment, but turning more positive in 2020 as coronavirus fades
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CEE facing weaker growth EM FX have generally weakened some 10-20%
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Danske Bank EM FX forecast vs. majors: USD, EUR

usb

Spot +1m +3m +6m +12m
USD/PLN 4.191 4.33 411 4.07 4.02
UsSD/HUF 329 336 341 343 344
usD/CzK 25.094 26.67 26.64 25.23 24.77
USD/RUB 77773 81.00 81.00 75.00 70.00
USD/TRY 6.677 6.60 6.70 6.90 7.00
USD/ZAR 18.136 18.00 18.50 19.00 19.00
UsSD/CNY 7.10 7.20 7.15 7.10 7.05
USD/INR 76.27 71.00 71.00 71.50 72.00
EUR

Spot +1m +3m +6m +12m
EUR/PLN 4584 455 440 4.36 4.30
EUR/HUF 360 360 365 367 368
EUR/CZK 27.446 28.00 28.50 27.00 26.50
EUR/RUB 85.069 85.05 86.67 80.25 74.90
EUR/TRY 7.324 6.93 7.17 7.38 7.49
EUR/ZAR 19.841 18.90 19.80 20.33 20.33
EUR/CNY 7.768 7.56 7.65 7.60 7.94
EUR/INR 83.430 74.55 7597 76.51 77.04

Source: Danske Bank
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Danske Bank EM FX forecast vs. Scandies: DKK, SEK, NOK

DKK
Spot +1m +3m +6m +12m

PLN/DKK 1.628 1.642 1.698 1.713 1.737
HUF/DKK 2.08 2.08 2.05 2.04 2.03
CZK/DKK 0.272 0.267 0.262 0.277 0.282
RUB/DKK 0.088 0.088 0.086 0.093 0.100
TRY/DKK 1.022 1.078 1.042 1012 0.997
ZAR/DKK 0.376 0.395 0.378 0.367 0.367
CNY/DKK 0.961 0.988 0.977 0.983 0.990
INR/DKK 0.089 0.100 0.098 0.098 0.097
SEK

Spot +1m +3m +6m +12m
PLN/SEK 2.39 251 2.59 2.52 2.56
HUF/SEK 3.04 3.17 3.12 3.00 2.99
CZK/SEK 040 041 040 041 042
RUB/SEK 0.13 0.13 0.13 0.14 0.15
TRY/SEK 149 1.65 1.59 149 147
ZAR/SEK 0.55 0.60 0.58 0.54 0.54
CNY/SEK 1.408 1.508 1490 1.448 1458
INR/SEK 0.131 0.153 0.150 0.144 0.143
\\[0],¢

Spot +1m +3m +6m +12m
PLN/NOK 2.46 2.64 261 2.52 2.44
HUF/NOK 3.13 3.33 3.15 3.00 2.85
CZK/NOK 041 043 0.40 041 0.40
RUB/NOK 0.13 0.14 0.13 0.14 0.14
TRY/NOK 1.54 1.73 1.60 149 1.40
ZAR/NOK 0.57 0.63 0.58 0.54 0.52
CNY/NOK 1.450 1.587 1.503 1.448 1.392
INR/NOK 0.135 0.161 0.151 0.144 0.136

Source: Danske Bank
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Disclosures

This research report has been prepared by Danske Bank A/S (‘Danske Bank’). The authors of this research report
are Jakob Christensen, Head of Emerging Markets Research, and Lars Sparresg Merklin, Senior Analyst, FX
Strategy.

Analyst certification

Each research analyst responsible for the content of this research report certifies that the views expressed in the
research report accurately reflect the research analyst’s personal view about the financial instruments and issuers
covered by the research report. Each responsible research analyst further certifies that no part of the compensation
of the research analyst was, is or will be, directly or indirectly, related to the specific recommendations expressed
in the research report.

Regulation

Danske Bank is authorised and subject to regulation by the Danish Financial Supervisory Authority and is subject
to the rules and regulation of the relevant regulators in all other jurisdictions where it conducts business. Danske
Bank is subject to limited regulation by the Financial Conduct Authority and the Prudential Regulation Authority
(UK). Details on the extent of the regulation by the Financial Conduct Authority and the Prudential Regulation
Authority are available from Danske Bank on request.

Danske Bank’s research reports are prepared in accordance with the recommendations of the Danish Securities
Dealers Association.

Conflicts of interest

Danske Bank has established procedures to prevent conflicts of interest and to ensure the provision of high-quality
research based on research objectivity and independence. These procedures are documented in Danske Bank’s
research policies. Employees within Danske Bank’s Research Departments have been instructed that any request
that might impair the objectivity and independence of research shall be referred to Research Management and the
Compliance Department. Danske Bank’s Research Departments are organised independently from, and do not
report to, other business areas within Danske Bank.

Research analysts are remunerated in part based on the overall profitability of Danske Bank, which includes
investment banking revenues, but do not receive bonuses or other remuneration linked to specific corporate finance
or debt capital transactions.

Financial models and/or methodology used in this research report

Calculations and presentations in this research report are based on standard econometric tools and methodology as
well as publicly available statistics for each individual security, issuer and/or country. Documentation can be
obtained from the authors on request.

Risk warning

Major risks connected with recommendations or opinions in this research report, including as sensitivity analysis
of relevant assumptions, are stated throughout the text.

Expected updates
Monthly.

Date of first publication
See the front page of this research report for the date of first publication.

General disclaimer

This research has been prepared by Danske Bank A/S. It is provided for informational purposes only and should
not be considered investment, legal or tax advice. It does not constitute or form part of, and shall under no
circumstances be considered as, an offer to sell or a solicitation of an offer to purchase or sell any relevant financial
instruments (i.e. financial instruments mentioned herein or other financial instruments of any issuer mentioned
herein and/or options, warrants, rights or other interests with respect to any such financial instruments) [(‘Relevant
Financial Instruments”).]

This research report has been prepared independently and solely on the basis of publicly available information that
Danske Bank A/S considers to be reliable but Danske Bank A/S has not independently verified the contents hereof.
While reasonable care has been taken to ensure that its contents are not untrue or misleading, no representation or
warranty, express or implied, is made as to, and no reliance should be placed on, the fairness, accuracy,
completeness or reasonableness of the information, opinions and projections contained in this research report and
Danske Bank A/S, its affiliates and subsidiaries accept no liability whatsoever for any direct or consequential loss,
including without limitation any loss of profits, arising from reliance on this research report.

The opinions expressed herein are the opinions of the research analysts and reflect their opinion as of the date
hereof. These opinions are subject to change and Danske Bank A/S does not undertake to notify any recipient of
this research report of any such change nor of any other changes related to the information provided in this research
report.

This research report is not intended for, and may not be redistributed to, retail customers in the United Kingdom
(see separate disclaimer below) and retail customers in the European Economic Area as defined by Directive
2014/65/EU.

5| 2April2020

https://research.danskebank.com




Emerging Markets Monthly

This research report is protected by copyright and is intended solely for the designated addressee. It may not be
reproduced or distributed, in whole or in part, by any recipient for any purpose without Danske Bank A/S’s prior
written consent.

Disclaimer related to distribution in the United States

This research report was created by Danske Bank A/S and is distributed in the United States by Danske Markets
Inc., a U.S. registered broker-dealer and subsidiary of Danske Bank A/S, pursuant to SEC Rule 15a-6 and related
interpretations issued by the U.S. Securities and Exchange Commission. The research report is intended for
distribution in the United States solely to ‘U.S. institutional investors’ as defined in SEC Rule 15a-6. Danske
Markets Inc. accepts responsibility for this research report in connection with distribution in the United States solely
to ‘U.S. institutional investors’.

Danske Bank A/S is not subject to U.S. rules with regard to the preparation of research reports and the independence
of research analysts. In addition, the research analysts of Danske Bank A/S who have prepared this research report
are not registered or qualified as research analysts with the New York Stock Exchange or Financial Industry
Regulatory Authority but satisfy the applicable requirements of a non-U.S. jurisdiction.

Any U.S. investor recipient of this research report who wishes to purchase or sell any Relevant Financial Instrument
may do so only by contacting Danske Markets Inc. directly and should be aware that investing in non-U.S. financial
instruments may entail certain risks. Financial instruments of non-U.S. issuers may not be registered with the U.S.
Securities and Exchange Commission and may not be subject to the reporting and auditing standards of the U.S.
Securities and Exchange Commission.

Disclaimer related to distribution in the United Kingdom

In the United Kingdom, this document is for distribution only to (1) persons who have professional experience in
matters relating to investments falling within article 19(5) of the Financial Services and Markets Act 2000
(Financial Promotion) Order 2005 (the ‘Order’); (IT) high net worth entities falling within article 49(2)(a) to (d) of
the Order; or (111) persons who are an elective professional client or a per se professional client under Chapter 3 of
the FCA Conduct of Business Sourcebook (all such persons together being referred to as ‘Relevant Persons’). In
the United Kingdom, this document is directed only at Relevant Persons, and other persons should not act or rely
on this document or any of its contents.

Disclaimer related to distribution in the European Economic Area

This document is being distributed to and is directed only at persons in member states of the European Economic
Area (‘EEA’) who are ‘Qualified Investors’ within the meaning of Article 2(e) of the Prospectus Regulation
(Regulation (EU) 2017/1129) (‘Qualified Investors”). Any person in the EEA who receives this document will be
deemed to have represented and agreed that it is a Qualified Investor. Any such recipient will also be deemed to
have represented and agreed that it has not received this document on behalf of persons in the EEA other than
Qualified Investors or persons in the UK and member states (where equivalent legislation exists) for whom the
investor has authority to make decisions on a wholly discretionary basis. Danske Bank A/S will rely on the truth
and accuracy of the foregoing representations and agreements. Any person in the EEA who is not a Qualified
Investor should not act or rely on this document or any of its contents.
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