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Emerging Markets Briefer

Trade war and shrinking hquidity add pressure on EM

The fear of a global trade war, which started worrying financial markets in Q1 18,
has become an overwhelming risk factor for the global economy. Previously, we saw
two possible scenarios: (1) negotiations and a ‘grand bargain’ and (2) Donald Trump
striking back again and entering a trade war. Despite the loss-loss setup for both the US and
global economies on escalation of a trade war, scenario 2 has been playing out, putting aside
any relief in financial markets, as we highlight in US-China Trade — Trade war becomes a
reality as Trump pushes further, 19 June.

Currently, it looks to us very likely that a widespread trade war will hit global growth
and hurt the export-dependent emerging markets, notably in the Asian, Central and
Eastern European region, with the former remaining most exposed to the US both directly
and indirectly, while the latter would suffer through exports to German contractors. While
the downside risks to emerging markets have certainly increased, we are awaiting more clarity
on how the trade dispute will play out, notably around 6 July, before revising our forecast in a
substantial way. That said, looking into H2 18, growth differentials are still widening in favour
of the US economy, global liquidity is shrinking and trade tensions are escalating: these factors
are set to challenge emerging markets in short and medium term. The Fed’s fourth hike in
2018 seems to be priced in already, while 2019 remains open. Thus, the Fed’s growing
dovishness represents an upside risk for emerging markets.

The most recent OPEC decision to increase output is good for oil importing countries such
as India or Turkey (see Flash Comment International — OPEC agrees to hike output, 22
June). However, smaller-than-expected expansion of production would keep crude prices
stable, favouring Brazil, the Middle East and North Africa region and Russia.

Macro fundamentals continue to look good for many emerging markets. Central banks
in some emerging markets, such as Brazil and Russia, stopped their monetary easing cycle
to avoid further divergence from developed markets and keep inflation subdued, supporting
the attractiveness of local currencies. Staying negative on emerging markets in the short
and medium term with increased downside risks, we see recovery potential long term.

Danske Bank World Trade Openness Index: higher number indicates higher
vulnerability to trade wars. The index takes into account total foreign trade in % of
GDP, export share to the US in % of GDP, exports % of GDP.
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Emerging Markets Briefer

sl Poland: global trade jitters and Italy concerns hit PLN

Macro and political outlook

The Polish economy continues to grow strongly. In Q1, real GDP expanded by 5.2%
yly (or 1.6% qg/q sa), which is the fastest growth since 2011. Indicators in Q2 also point
to relatively strong growth in Q2, supported by private consumption (retail sales in real
terms expanded by 6.1% y/y in May) and investment (construction output increased by
21% yly in February). Due to the strong Q1, we have raised the 2018 real GDP growth
estimate to 4.5%. Nevertheless, we think the Polish economy may have seen a peak in
this business cycle and economic growth may slow in H2 and beyond, due partly to a
more challenging external environment hit by trade concerns, but also waning effects
on private consumption of the child benefit check. As a result, economic growth will
slow to 3.3% in 2019, in our view.

Monetary policy outlook

Inflation pressures in the Polish economy continue to be surprisingly subdued.
Typically fast economic growth and tight labour market prompting high wage growth
has been associated with a pickup in core inflation. However, core inflation grew by
only 0.5% yly in May and has now been on a declining trend since January. Meanwhile,
energy and food price inflation has picked up somewhat, meaning headline inflation
was 1.7%, still significantly below the central bank’s target of 2.5%. In light of the
relatively subdued inflation pressures, the National Bank of Poland (NBP) is in no hurry
to raise rates, with board members stating that rates could stay unchanged for the next
two years. Financial markets are pricing in one 25bp hike until end-2019, which we
think is fair, although there may be upside risk to inflation from the weaker PLN.

FX outlook

The zloty has been hit by the deterioration in global risk sentiment and trade war jitters,
but also a weakening euro given concerns about the Italian debt outlook. The weak
inflation prints and a more dovish NBP have not helped the PLN either. Given these
factors, we are more cautious on the outlook for the PLN, seeing the EUR/PLN treading
in a higher range of 4.30-4.35 near term. As a result, we have raised 3M forecasts for
EUR/PLN to 4.26, respectively (previously 4.18), assuming that the risk-off
environment will vane over time and support the PLN. We expect a modest decline in
the pair over time to 4.22 in 6M and 4.20 in 12M (previously 4.16 and 4.14).

Risk factors

The risk to our EUR/PLN forecast is slightly skewed to the upside given the possibility
of further escalation in the global trade war, continuation of risk-off environment and
tense relations with the EU. Downside risks include a surprise in Polish macroeconomic
indicators, notably inflation, which could be aided by the weaker zloty, while also an
improvement in global risk sentiment could boost the PLN more than we assume in our
forecast.

Inflation pressures continue to remain
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PLN

Credit rating:

S&P: BBB+ (stable])
Currency regime:

Free float (freely convertible)
Inflation target:

2.5% t1pp

Macro forecasts
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Interest rate forecast

National Bank of Poland [NBP|

Policy rate 150

Next meeting 11/07/2018
Next change +25bp 02,2019
Enc-2018 150

Source: Danske Bank

FX forecasts

EUR/PLN

Danske Forward
27-Jun 434
+3M 426 4.38
+6M 4.22 441
+12M 4.20 445

usb/PLN

Danske Forward
27-Jun 3.74
+3M 3.64 3.75
+6M 3.52 5,75
+12M 3.36 3.73

Source: Danske Bank
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Emerging Markets Briefer

— Hungary - trade war risk is substantial

Macro outlook

o Economic growth continues to be strong, posting 4.4% y/y in Q1 18 versus 4.4% yly in
Q4 17. This, in turn, was stronger than Q3 17. Industrial production growth is slowing HUF
slightly on weaker manufacturing expansion. However, the growth remains sustainable, Credit rating;
supported by growing food output. We continue to be less concerned about potential
overheating of the economy, as the output gap is still in the process of closing. In our
view, accelerating economic growth would increase concern about overheating should Currency regime:
the Hungarian central bank maintain its dovish stance throughout 2018.

S&P: BBB- (positive])

Free float (freely convertible)
e Hungary is one of the CEE economies most exposed to escalating trade war concerns.

The country’s domestic market is smaller than Poland’s, for instance, and dependence
on exports to Germany is high. Increasing tariffs by the US on German exports would 3% (medium term)
also hit Hungary’s growth.

Inflation target:

o The parliamentary election on 8 April 2018 was not a market mover. Prime Minister

. . . . . . . Macro forecasts
Viktor Orban and his political party Fidesz remained strong. In addition to trade war

2017 2018E 2019E 2020E

concerns, other factors affecting Hungary’s macro economy and the HUF are EUR Real GDP (% y/y) 40 39 33 27
oy aL CPI (% Dec/D 21 25 28 32
strength and political developments within the EU. Unembloanont (20 58 38 37 39
Current account (% of GDP) 3.2 3.0 29 2.2
Monetar‘y pOhCV outlook Source: Macrobond Financial, Danske Bank

e The Hungarian central bank (the MNB) kept rates unchanged at its June meeting and
seems to be on hold for now. In May, CPI inflation jumped to 2.8% y/y, approaching
the central bank’s 3.0% target. While the strong HUF is not a concern for the MNB
anymore, the central bank started to sound more hawkish as the inflation target could
be hit any time soon. We believe the risk of a rate hike by late 2018 is increasing.

FX Out'look Interest rate forecast
o The HUF has been hit mostly by the weaker EUR and rising global trade war tensions. - alLZEich) Cet] =N LEE]
. . . ou:yr'ate L
While local macro fundamental factors are still benign for the HUF, we have updated Y —— 24/07/2018
our EUR/HUF forecasts given our latest EUR/USD forecast. In the long term, we Next change +10bp 2019
expect the HUF to appreciate. End-2018 080
Source: Danske Bank
Risk factors
o A clear upside risk to our EUR/HUF forecast is further deterioration of global risk FX forecasts
sentiment and political turbulence within the EU.
EUR/HUF
Inflation climbs on weaker HUF, leading Sustainable current account surplus is Danske Forward
to hawkish tone from the MNB set to support HUF lTong term 27-Jun 327.0
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Bl Czech Republic - CNB restarts hiking cycle

Macro and political outlook

e The strong growth story of the Czech economy continued in Q1 18 with growth of 4.4%
yly. We think household consumption and investment spending will remain the most
important growth drivers in light of the upbeat consumer sentiment, rising wages and
growing capacity constraints. Headwinds to growth will increasingly stem from the
external side due to rising global trade tensions. We expect GDP growth to moderate to
3.3% in 2018, closer to potential, also on the back of tighter monetary conditions and
supply-side bottlenecks. The unemployment rate remains the lowest in the EU.
Following eight months of political vacuum, Prime Minister Andrej Babis has finally
secured a coalition deal with the Social Democrats. We do not expect significant policy
changes under the new government, which is expected to take office in July.

CzZK

Credit rating:
S&P: AA- (stable]
Currency regime:
Managed float

Inflation target:

2% +1pp
Monetary policy outlook
o In light of the recent CZK depreciation, the central bank delivered another 25bp policy
rate hike on 27 June. The timing of the Czech hiking cycle remains dependent on FX
movements, but as the exchange rate remains roughly 2% weaker than projected by the
CNB, we see increasing arguments as to why the CNB might favour an additional rate Y e
hike this year. For 2019, we currently expect two additional interest rate rises, which | 2017 | emie | e;mis |
means that the policy rate will remain below its long-run neutral level (estimated at GD“_F‘WI 46 33 31
¢.3.0% by the CNB). B0FdWlotor D A el By
CR B wy) 25 21 20
FX outlook DrumecorEamotion Beywy) . 40 32 3)
Fixag inveatmants 5% y/vi 59 75 34
e The CZK has weakened over the past quarter on the back of capital outflows and a Unerployment 55} a2 33 32
general deterioration in EM risk sentiment. Despite the CNB hike, EUR/CZK continues Currentrocount (3 0tGOR). 1) 10 e

to trade around 25.80 and we project the cross will continue to hover around current levels sotncediacrobonalainancialibanskelBank

in the short term. In the medium term, we expect the CZK to return to its moderate
strengthening path, as the Czech macroeconomic backdrop remains very favourable

L . . i . o ) Interest rate forecast
and the CNB is likely to deliver its next interest rate increase within the next six months. ——————
That said, the deprecation pace is expected to abate compared to 2017, as the Czech economy Czech National Bank [CNB]
Policy rate 1.00

shifts into a lower gear and the ECB is also gradually moving towards policy normalisation.

) ; Next meeting 02/08/2018
We raise our 1M forecast to 25.70 (25.50 previously) and 3M forecast to 25.50 (25.40 Next change +25bp  H2,2018
previously). Our medium-term forecasts are unchanged at 25.00 in 6M and 24.80 in 12M. End-2018 125

Source: Danske Bank

Risk factors

e Given the sizable amount of long CZK positions accumulated in the market prior to the

. N . . . FX forecasts
floor exit, EUR/CZK is still vulnerable to spikes higher. The risk to our EUR/CZK
forecast is skewed to the upside due to still wobbly EM risk sentiment and global trade EUR/CZK
war concerns building, which would also have repercussions for a small open economy Danske Forward
like the Czech Republic. 27-Jun 2587
+3M 25.50 26.00
Inflation rebound induces the CNB to CZK has been weaker than the CNB +6M 25.00 25.99
early restart of hiking cycle envisioned +12M 24.80 26.14
30-% - 30 275- — 75 UusbD/CzK
A VO A A W P 270~ -270 Danske Forward
15- - 15 265 - - 265 27-Jun 22.31
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B Russia: preparing for reforms

Macro outlook

The Russian economy grew 1.3% y/y in Q1 18 versus 0.9% y/y in Q4 17 as gradual
monetary easing helped private consumers see more relief and cold weather boosted
gas and electricity production. However, early 2018 growth has been more muted than
expected. Yet, we have seen a strong expansion in residential construction on a low
base effect. We keep our GDP growth estimates at 2.0% for 2018, 2.1% for 2019 and
2.2% yly in 2020.

The presidential election in March 2018 was a non-event for the markets as broadly

RUB

Credit rating:
S&P: BBB- [stable)
Currency regime:
Free float

Inflation target:

expected. Russia’s new government did not surprise with new names either. Yet,

o)
discussions on unpopular economic moves have intensified: the legislators got a bill on g
the pension reform. According to the bill, the pension age for women would be
increased by eight years from the current 55 years. For men, the shift would be five
years from 60 years. While the chances of the bill passing all hearings with the
legislators are very high, possible protests could soften the reform on President M ]
. . . acro rorecasts
Vladimir Putin’s order before he signs the document.
e  While we estimate that the looming pension reform would bring relief for Russia’s tight Ef,i?:;ﬁ,fuﬁ,y;ﬁm real (% y/y] ;i iﬂ i; ;2
labour market and internal finances, abolished pension payments would hit RusSian — Eréstaisice (gD sveraer 548 742 725 890
R . R . . Brent oil price (% y/y) 214 356 -2.4 -4.8
consumers, especially in Russian provinces, where monthly salaries are much lower YT T T
mports in average % y/V] ! . .| i
i 1t 1 illi i MosPrime 3 months rate (% 93 725 6.7 6.0
than in cities with more than one million habitants. Hoprime & months rate . B s
Unemployment (%) 5.2 5.1 5.0 5.0
Budget balance (% of GDP) -1.7 -0.1 0.2 0.5
Current account (% of GDP) 25 3.2 2.9 2.7

FX and monetary policy outlook
Source: CBR, Rosstat, Bloomberg, Macrobond

o InJune 2018, the CBR kept its key rate at 7.25%, signalling that the current cautious Financial, Danske Bank estimates
stance is set to continue. In the environment of high emerging market turbulence and a

looming VAT increase of 2pp to 20%, we consider the risks of an unchanged key rate

in 2018 very high. We expect only one 25bp cut in 2018. Interest rate forecast
o Given the upcoming combination of FX flows (World Cup inflows versus outflows on Dol Bankof Russia (CBR)
olicy rate 7.25

dividend payments), we keep our view on the USD/RUB unchanged in the short term, Next meeting 27/07/2018
enhancing the importance of geopolitical risks. In the long term, we see macro g'e;‘tecohfgge fggp Q4.2018
na- J

fundamentals supporting the RUB, keeping a geopolitical premium though, while we
expect the Russian currency to stay strongly undervalued on FX purchases by the
Ministry of Finance.

Source: CBR, Danske Bank

. FX forecasts
Risk factors
. - : . . EUR/RUB
o Further geopolitical escalation is a serious short- to medium-term risk for the RUB,
. . . . . . . Danske Forward
Russian stocks and government debt. Upside risks come from an increasing oil price 57-Jun 7294
and improving relations with the West. +3M 70.32 74.20
+BM 69.96 75.44
Economic growth components stay in Private consumption could accelerate +12M 69.63 78.00
green also on revised statistical data inH2 18 on VAT increase plans USD/RUB
35- - 35 Danske Forward
30 = & 27-Jun 6291
= = +3M 60.10 63.74
s loans to households >>{16,6%] +B6M 58.30 64.30
I << real wages, ®
zw N +12M 55.70 65.43

“<< unemployment rate

Source: Danske Bank

<< retail sales

Source: Macrobond Financial, Danske Bank Source: Macrobond Financial, Danske Bank
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Turkey - growth continues, while

overheating fears mount

Macro outlook

Turkey’s economic growth remained solid in Q1 18: GDP expanded 7.4% y/y versus
7.3% yly in Q4 17. Industrial production growth continues to slow, with the
manufacturing PMI index anticipating this and staying below 50.0. Turkey’s central
bank’s sharp monetary tightening is set to put an additional brake on economic
expansion in the long term.

We expect 2018 GDP to grow to 3.5% yly, as a high base effect keeps expansion figures
lower and the central bank is likely to remain hawkish in order to provide TRY stability.
We expect 2019 GDP growth to slow to 3.0% y/y and 2.8% y/y in 2020.

Given President Recep Tayyip Erdogan’s double victory in the snap election on 24
June, we expect his strong mandate to rule the country and the economy to allow more
fiscal austerity.

FX and monetary policy outlook

Turkey’s central bank (TCMB) provided a significant surprise at its June monetary
policy meeting by exceeding the market’s expectations on the rate decision. The TCMB
delivered a super bold 125bp hike in the benchmark rate, causing a substantial rally in
the TRY. The TCMB showed its great desire to restore credibility ahead of the snap
election.

Such a bold hike is a big shift in Turkey's central bank’s monetary policy approach. We
see falling volatility in the TRY in the medium term, as the TCMB is returning to a
conventional monetary policy framework. We remain cautious in the medium to long
term on pressure from a high oil price and widening current account deficit, which has
hit its deepest level since late 2013.

Risk factors

Downside risks to our TRY forecasts are still geopolitical, if the confrontation with the
US escalates, e.g. on the S-400 anti-aircraft weapon system deliveries by Russia. The
TCMB’s easing of political pressure and improving macro factors also present
downside risks to our TRY forecasts. Fed monetary tightening is the general emerging
market downside risk for the TRY.

Turkey’s GDP growth continues to be

Current account deficit set to continue

strong weighing on the TRY
50- -55.0
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TRY

Credit rating:
S&P: BB- (stable)
Currency regime:
Free float
Inflation target:

5.0% year-end 2018-20

Macro forecasts
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Interest rate forecasts
Policy rate 17.75
Next meeting 24/07/2018
Next change -100bp 2018
End-2018 17.75
Source: Danske Bank
FX forecasts
Danske Forward
27-Jun 5.33
+3M 521 5.59
+6M 5.22 5.85
+12M 5.63 641
Danske Forward
27-Jun 4.60
+3M 445 4.80
+6M 4.35 4.99
+12M 450 5.38

Source: Macrobond Financial, Danske Bank
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South Africa - Ramaphosa is off to a good start

Macro outlook

e The new South African government led by President Cyril Ramaphosa got a reality
check when the Q1 GDP numbers showed only meagre growth in the South African
economy. Real GDP growth was only 0.8% y/y against the market expectation of 1.9%
growth. Compared with the past quarter, real GDP declined by 0.5%. Agriculture,
mining and manufacturing were the main contributors to the slowdown, with the
electricity, construction and trade industries also recording negative growth. On the
expenditure side, the main factors behind the lower growth were a sharp drop in exports
but also investments. The decline in exports combined with higher oil prices also led to
a weakening of the current balance to 4.8% of GDP in Q1.

e The weak Q1 GDP numbers raise doubts about the rebound in the South Africa
economy, which was boosted by the appointment of the Ramaphosa government to
power. The outlook for the South African economy has been put in doubt further due
to global trade jitters and weakening EM sentiment. As a result of the weak Q1 GDP
numbers and more challenging external environment, we revise down our real GDP
forecasts to 1.2% in 2018 and to 2.2% in 2019 (previously 2.3% in 2018-19), which are
above Bloomberg consensus for both years.

Monetary policy outlook

e The South African Reserve Bank (SARB) kept its benchmark repo rate unchanged at
6.50% at the 24 May meeting, in line with our expectations. Inflation pressures continue
to remain under control despite higher oil prices. Both core and headline inflation were
4.4% in May, safely within the central bank’s 3-6% inflation band. However, the
combination of a weaker ZAR and higher oil prices will create upward inflation
pressures in the next months. We think that SARB will keeps its policy rate unchanged
throughout 2018 given the negative global EM environment and global trade concerns.

FX outlook

e The ZAR has been hit sharply by the combination of the weak economic growth and the
negative EM environment surrounding higher US yields and dollar as well as global trade
concerns. The rand is now hovering about its long-term value, providing limited upside
in the short term. Hence, we think the USD/ZAR will be driven by external factors, most
notably the EM sentiment and global trade discussions. Given the recent weakening, we
lift our 3M forecast for USD/ZAR to 13.20 (previously 11.50), remaining broadly stable
around 13.00 in 6M and 12M as trade concerns will continue to linger.

Inflation has fallen to the lower part of Despite its recent strength, the ZAR is
SARB's target range slightly undervalued
12- Central bank Leading repo-rate (%) -12 120 - REER Tong term average (lhs) ~ 17.5
- - REER (lhs)
10- -10 110- -15.0
8- CPl headline (% y/y) - 8 100 - -125 g
- - x
PN WA W W W Y N 5 $ 90- -1008
- - - [0}
4- -4 80 - - 750
2- o B 70 - - 50
g - - 9 60 - USD/ZAR spot (rhs) - 25
2008 2010 2012 2014 2016 2018 2000 2005 2010 2015
Source: Macrobond Financial Source: Macrobond Financial
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ZAR

Credit rating:

S&P: BB (stable)

Currency regime:

Free float (freely convertible)

Inflation target:

3-6%

Macro forecasts
[ [ eom7 | e;e | ecie | eceo | e |
GDP 3 yfy) 13 12 18 22 27
GDPdeflator [Fy/y) 55 g1 =1 B7 B7
CPI [y =1 52 50 52 53
Privete consumption [Jeyy] i 26 19 19 24
Fixed imestments [Foy/y] o4 31 21 13 24
Unemgloyment [38] 287 @284 272 275 278

Currenteccount [3eof GDP] -28 -23 -23 -24 -23

Source: Bloomberg, Danske Bank

Interest rate forecast
Policy rate 6.50
Next meeting 19/07/2018
Next change -25bp Q11,2019
End-2018 6.50

Source: Danske Bank

FX forecasts
Danske Forward
27-Jun 15.90
+3M 1544 16.35
+6M 15.60 16.68
+12M 16.25 17.33
Danske Forward
27-Jun 13.72
+3M 13.20 14.01
+6M 13.00 14.17
+12M 13.00 14.50

Source: Macrobond Financial, Danske Bank
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Brazil - growing on monetary easing

Macro outlook

e Brazil’s economic growth slowed to 1.2% y/y in Q1 18, from a 2.1% y/y expansion in
Q417. In early 2018, the economy received support from manufacturing, while BRL
agriculture slid the most. We keep our 2018 GDP growth forecast at 2.2% yly, seeing
downside risks from the recent significant lorry drivers’ strike, expecting GDP to expand
2.4% yly in 2019 and 2.6% y/y in 2020, as monetary easing provides room for investment S&P: BB- [stable)
growth.

Credit rating:

Currency regime:

e In addition to the developments in emerging market sentiment and its impact on BRL
flows, we expect all eyes to be on the presidential election in October 2018. The primary
concerns faced by a new president remain fiscal reform, unemployment and security. The
trade war issue is likely to dominate the external economic agenda. 4.5% +1.5ppin 2018

Free float (non-convertible)

Inflation target:

e The increase in Brazil’s public net debt as a percentage of GDP stopped in March at a 4.25% +1.5ppin 2019
14-year high of 52.3%, falling marginally in April. If the rise restarts, it could fuel more .

. . . . . 4.0% +1.5ppin 2020

uncertainty ahead of the presidential election, affecting the BRL.

Monetary policy outlook Macro forecasts

e Asexpected, Brazil’s central bank (the BCB) has turned semi-hawkish, keeping the key

rate unchanged as global turbulence in the emerging market universe hit the BRL. The T
d t oo 35 a0 as
BCB has tamed BRL’s volatility by providing an abundant FX swap line. We do not iy B SERI AW s
Uremdloyment ¢ 28 i20 132 os
expect the BCB to use key rate hikes to support the BRL before USD/BRL climbs over Cumentzcssuns e o SO o5 -io JE 15
the critical level of 4.00. Source Danske Bank
FX outlook

. i o Interest rate forecasts
e Sour global emerging market sentiment and trade war concerns have been driving the

BRL over the past month. Currently, additional pressure on the currency is coming from Central Bank of Brazil (BCB

domestic political issues. Long-term prospects for the BRL look brisker on an economic Palicy rate 650

d still attracti hil beli lecti tt iah Next meeting 01/08/2018
recovery and still attractive carry, while we believe pre-election woes are set to weig Next change 25bp 2019
further on the currency in 2018. End-2018 650

e We update our USD/BRL forecast levels to reflect the recent developments in emerging Source: Danske Bank

market sentiment. The most important negative risks have now shifted from the
idiosyncratic ones to global ones. Upside risks include a more dovish Fed and US
President Donald Trump’s retreat from his hawkish trade war rhetoric. The Brazilian

economy and a rapid approval of reforms by the government, stabilising the political EUR/BRL

FX forecasts

situation ahead of the presidential election, would also be BRL positive. Danske Forward
27-Jun 445
q q + b b
Central bank is set to stay on hold in Deteriorating current account weighs — = =
2018 as emerging market volatility BRL g g +6M 4.38 4.58
shakes BRL ok +12M 4.38 4.72
usb/BRL
14 - policy rate, SELIC - currentaccount balance, bn USD (lhs) -45
@= "'-|| ||||| |||||| |'""| | A% Danske Forward
2 - 27-Jun 3.84
57 -35g '
T -4- 3 3»03 +3M 3.75 3.87
650 8 o 0o +6M 3.65 3.89
al +12M 3.50 3.95
2.86 8 -20
. -10 : USD/BRL (rhis) 15 Source: Macrobond Financial, Danske Bank
"10711 12 13 14 15 16 17 18 'o8'o9'10'11'12' 13" 14" 15" 16"17
Source: Macrobond Financial, Danske Bank Source: Macrobond Financial, Danske Bank
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- China: downside risks from trade war

Macro outlook

After robust growth in 2016 and 2017, there are signs that activity is slowing in 2018. Our
baseline scenario is a soft landing this year pulled by weaker housing and a dampening of
export growth. Our growth forecast for 2018 is 6.6% following 6.9% in 2017.

However, the trade conflict with the US looks like it is morphing into an actual trade war,
which puts growth at risk, and the outlook for CNY.

After the US and China showed progress in trade negotiations mid-May, US President
Donald Trump changed course at the end of May and decided to continue with his plans to
slap tariffs on China. This has put us back on a track with escalation and a tit-for-tat pattern,
see US-China Trade - trade war becomes a reality as Trump pushes further, 19 June 2018.

Trump has signalled that the US has the strongest hand in the trade fight and has moved
back to a course of confrontation. While China has made concessions in a range of areas
(lower tariffs, opening further for investments, better protection of intellectual property
rights and a stop of technology transfer in joint ventures) it is unlikely to meet the US
demand to scrap the ‘Made in China 2025’ strategy. This strategy puts investment in
technology and innovation at the centre of growth in the years ahead and is seen as a
cornerstone in climbing the value chain and avoiding the so-called ‘Middle Income Trap’.

China has continued the deleveraging push and crackdown on the shadow banking system.
As a result corporate defaults have moved higher and credit growth is weak. It is causing
some short-term pain in some sectors but it is a necessary step for China to defuse the debt
bomb. We believe China will continue the deleveraging push in coming years but the trade
war could make it pull back a little bit to limit the hit to growth.

Monetary policy outlook

The People’s Bank of China (PBoC) has eased policy twice recently by lowering the
Reserve Requirement Ratio (RRR). It frees up liquidity and is targeted at small and micro
companies that have tended to have worse credit availability relative to the big state-owned
companies. We expect the PBoC to ease policy further to accommodate the downward
pressure on growth from the trade war with the US.

FX outlook

The CNY has weakened sharply recently due to the uncertainty about a trade war and a
sharp decline in equity markets. We have revised our CNY outlook and now look for further
weakening towards 6.7 in 12M. See FX Strategy: Downward revision to our CNY outlook,
26 June 2018.

CNY hit by trade war - more to come

Financial tightening set to slow activity

UsD/CNY - 7.1 -
% 6m chng Index
OverallUSDweakness - 7.0 -57
weighs on USD/CNY

/

Chinajoins SDR -6.9 China, PMI manufacturing (Caixin) (rhs) - o

=53

=51

-49

Change of
~ fixing method

USD strength pushes

\ USD/CNY higher

Bigwave of outflows+
sharp stock market sell-off

-64
-863

Tradewar - 62 ' . . =47
weakensCNY _ g 1 China, creditimpulse, -

. . o 9mlead (lhs) _45
A J O J A JOJAUJ O JAJO 00+ ' ' ' '
2015 2016 2017 2018 2010 2012 2014 2016 2018

Source: Macrobond Financial

Source: Macrobond Financial
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CNY

Credit rating:
S&P: A+ (stable)
Currency regime:

Managed exchange rate versus
basket of currencies

Inflation target:

3.0% for 2018
Macro forecasts
I =" infietion
Danske Consensus Danske  Consensus
2017 69 69 16 16
2018 56 65 22 22
2019 64 53 22 22
2020 62 61 22 24
Source: Bloomberg, Danske Bank
Interest rate forecast
People's Bank of China (PBOC)
Policy rate 4.35
Next meeting No regular meetings
Next change -25bp  Q1,2018
End-2018 4.35
Source: Danske Bank
FX forecasts
ELIR/CMY
Danske Forward
27-Jun 7EY
+3M 7.72 7.768
+EBM 7.88 785
+12M o.z8 8.04

USD /MY

Danska Forward[NDF]
g7-Jun 6.50

+3M 6.50 664
+BM .88 E.B8
+12M .70 671

Source: Bloomberg, Danske Bank
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India: robust growth continues

Macro outlook

e Growth. India’s GDP growth increased to 7.7% in Q1 18 from 7.0% in Q4 17. India’s
economy has benefited from the strong global economy, which has underpinned INR
exports, and the domestic economy has grown at a decent rate underpinned by reforms
by the Modi government and overall macroeconomic stability. Import growth has
generally proven a fairly good indicator of India’s business cycle. The development in S&P: BBB- (stable)
imported goods suggests that the pace of growth is easing a bit in early 2018 in line

Credit rating:

Currency regime:
with what we see in other emerging markets.
Free float
e The long-term growth potential is robust and we expect the economy to grow a solid
7.0% in 2018 supported by effects of recent reforms. Positive effects from the goods Inflation target:
and service tax (GST) reform have been praised by the IMF as has some liberalisation 4% +2pp
in the Foreign Direct Investment framework. However, on a micro level, one of India’s
big problems is still lots of bureaucracy and a high level of corruption.
Macro forecasts

e The main downside risk is that India could get caught in the crossfire of the US-China

trade war. Weaker Chinese growth would reduce Indian export demand and could also -m

hurt investments due to the uncertainty. India itself has put tariffs on US goods in

retaliation to Trump’s tariffs on steel and aluminium. 5017 63 6.3 23 23
. . . . . 2018 73 72 44 4.8
e Macroeconomic stability and balances. India has achieved a high degree of B p— e a5 2o
macroeconomic stability with inflation under control and a robust current account 2020 70 7.6 a5 a6
balance with a small deficit around 1% of GDP down from 5% of GDP five years ago. Source: Bloomberg, Danske Bank
The fiscal deficit is still too high, however, at around 6% of GDP. Moody’s upgraded
India’s sovereign debt rating in November 2017 for the first time since 2004 on
A . . . . . Interest rate forecast
optimism that Narendra Modi’s reforms will reduce the risk of a sharp increase in debt.
:
Monetary policy outlook Palicy rate 625
Next meeting 01/08/2018
e The Reserve Bank of India raised rates in June for the first time in four years, citing Next change +25bp H22018
End-2018 6.50

growing inflationary pressures from higher oil prices and financial turmoil putting
pressure on the currency. We expect another hike during H2 to stave off outflow
pressures due to the current emerging market pressures and the rise in oil prices.

Source: Danske Bank

FX outlook
o The INR has not escaped the broader EM FX sell-off and USD/INR has moved towards
the highest level seen in two years. We look for further upside in USD/INR, as EX forecasts

continued EM uncertainty is set to continue and the spill-over from China is set to weigh
on the currency.

EUR/INR

Danske Forward
27-Jun 7/8158)
USD/INR weaker recently, RBI hiked L e e PR +3M 80.73 80.97
momentum slowed a bitin H1 +6M 84.00 8254
70.0 - USD/INR (lhs) -85 80- %y/y Indiaimport growth %Y/Y - 80 i 1 EM 8875 8583
675- - - USD/INR
650- - B
62.5- Danske Forward
600~ oyl e 27-Jun 68.65
e o -70 +3M 69.00 69.35
525 - G5 +6M 70.00 70.14
o +12M 71.00 7164

-6.0
' ' ' ' ' '
2012 2013 2014 2015 2016 2017 2018

Source: Macrobond Financial, Danske Bank

' ' ' ' ' ' ' ' '
2002 2004 2006 2008 2010 2012 2014 2016 2018

Source: Macrobond Financial, Danske Bank Source: Macrobond Financial, Danske Bank
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Danske Bank hedging recommmendations: EMEA

Instrument
Currency Forecast
Income Expenses
We recommend hedging PLN income via We recommend hedging PLN expenses
knock-in forwards. via FX forwards. 4.50
4.40
4.30
420
PLN 410
Price indicators EUR/PLN — DBforecast
--------- Forward et Cons. forecast
Implied volatility | | . o0
. _ _ Jun/16 Mar/17 Nov/17 Jul/18 Mar/19
Riskreversal (PLN seller) M M &M 12M
Forwardrate (PLN sefler) [N - 1.
SR AN DB forecast 426 426 422 420
cheap neutral expensive
Forward 4.37 4.39 441 446
Cons. forecast 4.25 433 4.34 4.22
Instrument
Currency Forecast
Income Expenses
We recommend hedging RUB-income via We recommend hedging RUB expenses
knock-in forwards. via FX forwards.
75.0
70.0
65.0
RUB 60.0
Price indicators EUR/RUS e o SCes]
-------- Forward ——=+—— Cons. forecast
Implied volatility N 1 B
Jun/16 Mar/17 Nov/17 Jui/18 Mar/19
Riskreversal (RuBserler) [N 1 M M oM 12M
Forwardrate (RuB seiler) [N B . 7196 7032 69.96 6963
cheap neutral expensive
Forward 73.39 74.18 75.40 77.95
Cons. forecast 73.36 72.72 74.34 75.88
Instrument
Currency Forecast
Income Expenses
We recommend hedging HUF income via We recommend hedging HUF expenses
knock-in forwards. via FX forwards. 330
320
310
HUF 300
Price indicators EUR/HUF — DBforecast
--------- Forward et Cons. forecast
Implied volatility N 1 N 290
. _ _ Jun/16 Mar/17 Nov/17 Jul/18 Mar/19
Risk reversal (HUF seller) ™M M &M 1M
Forward rate (HUF sefter) | NN 1 .
DB forecast 315.00 325.00 320.00 315.00
cheap neutral expensive
Forward 328.86 329.28 329.77 33221

Cons. forecast 313.11 31557 316.76 315.00

Instrument
Currency Forecast
Income Expenses
We recommend hedging CZK income via We recommend hedging CZK expenses
knock-in forwards. via FX forwards. 270
265
260 N
255
CzZK Price indicators 250
. o : EUR/CZK ———— DB foreca
imphad elaiy - I o T e e
- . S
IRELsreeres] (AR e 1 Jun/16  Mar/17  Nov/17 Juyis Mar/19
Forward rate (CZK seller] _ _ 1M 3M B6M 12M
cheap neutral SPENSVE 1o forecast 2550 2550 2500 2480
Forward 26.00 26.06 26.06 26.24
Cons. forecast 2540 25.83 2551 25.14

Source: Danske Bank
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Danske Bank hedging recommendations: other emerging markets

Instrument
Currency Forecast
Income Expenses
We recommend hedging CNH income We recommend hedging CNH payables
via FX forwards. via a risk-reversal strategy. Longer term,
. . 8.25
we recommend hedging via FX forwards.
800 4 a
7.75
7.50
CNH
. L. 72 UR/CNH ———— DB forecast
Price indicators e Forward —— Cons. forecast
Implied volatility _ I _ ’ Jun/16 Mar/17 Nov/17 Jul/18 Mar/19
Risk reversal (CNH seller) _ I _ 1M 3M 6M i2z2M
Forward rate (CNH sefler) | NN TN o5 orecast 7.72 77 7.98 838
cheap neutral expensive Forward 7.70 7.76 7.85 8.02
Cons. forecast 761 7.58 773 7.96
Instrument
Currency Forecast
Income Expenses
Hedge ZAR income with knock-in We recommend hedging ZAR expenses
forwards. via FX forwards. 170
16.0
150
140
ZAR 130
Price indicators EUIyZAR —— DlSioneezER
-------- Forward ——+—— Cons. forecast
Implied volatility | 1 TN 20
) Jun/16 Mar/17 Nov/17 Jul/18 Mar/19
riskreversal (zARseller) | -1
im 3M 6M 12M
Forward rate (ZAR sefler] | NN - s
. DB forecast 13.75 1544 1560 16.25
cheap neutral expensive
Forward 16.14 16.35 16.67 17.33
Cons. forecast 14.89 15.10 15.56 1551
Instrument
Currency Forecast
Income Expenses
Hedge TRY income with FX forwards. We recommend hedging TRY expenses
. 3 7.00
with FX forwards. Alternatively, one may
consider using a risk-reversal strategy. B68
5.00
4.00
TRY L 3.00
Price indicators EUR/TRY ——— DBforecast
. o B w0000 vttt Forward ——s—— Cons. forecast
Implied volatility _ I _ 2.00
Riskreversal [TRY seller] _ _ Jun/16 Mar/17 Nov/17 Jul/18 Mar/19
Forward rate (TRv sefler) [ NN - . M M oM e
cheap ol expensive DB forecast 5.15 521 522 563
Forward 541 557 5.83 6.37
Cons. forecast 5.16 531 B3 5.76

Source: Danske Bank
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FX forecasts

Core - major

| ewRrR | usp | DKk | SEK |  NOK____|
]

Danske Forward Danske Forward Danske Forward Danske Forward Danske Forward

27-Jun 1.16 745.1 1035.0 9454
EUR +3M 1.17 1.17 744.5 744.7 1020.0 1042.5 930.0 950.8
+6M 1.20 1.18 744.5 744.3 1040.0 1042.3 930.0 954.5
+12M 1.25 1.20 744.3 743.6 1020.0 1042.3 920.0 962.3
27-Jun 1.16 642.6 892.7 8154
usD +3M 1.17 1.17 636.3 637.9 871.8 892.9 794.9 8143
+6M 1.20 1.18 6204 632.5 866.7 885.7 775.0 8112
+12M 1.25 1.20 5954 622.1 816.0 872.0 736.0 805.1
27-Jun 1281 1105 5.82 8.08 7.38
5 +3M 128.7 1279 1100 109.5 5.78 5.82 7818 8.15 7.23 7.44
+6M 1344 127.9 1120 108.7 5.54 5.82 7.74 8.15 6.92 7.46
+12M 140.0 127.9 1120 107.1 5.32 581 7.29 8.15 6.57 7.52

Source: Macrobond Financial, Danske Bank

Wider CEE

[ | ek [  u |  okk ] SsEK |  NOK |
[ ]

Danske Forward Danske Forward Danske Forward Danske Forward Danske Forward

27-Jun 4.34 3.74 171.7 238.5 217.9
PLN +3M 426 4.38 3.64 3.75 1748 169.9 2394 237.8 2183 216.9
+6M 4.22 441 3.52 3.75 1764 168.9 246.4 236.5 2204 216.6
+12M 4.20 445 3.36 3.73 177.2 167.0 242.9 234.1 219.0 216.1
27-Jun 327.0 282.1 2.28 3.16 2.89
HUE +3M 325.0 329.1 277.8 281.9 2.29 2.26 3.14 3.17 2.86 2.89
+6M 3200 329.5 266.7 280.0 2.33 2.26 325 3.16 291 2.90
+12M 3150 3319 252.0 2776 2.36 2.24 3.24 3.14 2.92 2.90
27-Jun 25.87 22.31 28.80 40.01 36.55
C7K +3M 25.50 26.00 21.79 22.27 29.20 28.64 40.00 40.09 36.47 36.56
+6M 25.00 25195 20.83 22.09 29.78 28.64 41.60 40.10 37.20 36.72
+12M 24.80 26.14 19.84 21.87 30.01 28.45 41.13 39.87 37.10 36.81

Source: Macrobond Financial, Danske Bank

CIs

1 ew | usD_ |  DKK |  SEK |  NOK_____|
.

Danske Forward Danske Forward Danske Forward Danske Forward Danske Forward

27-Jun 72.94 6291 1021 1419 12.96
U +3M 70.32 74.14 60.10 63.50 10.58 10.04 1451 14.06 13.23 12.82
+6M 69.96 75.38 58.30 64.06 10.64 9.87 14.87 13.83 13.29 12.66
+12M 69.63 77.91 55.70 65.18 10.69 9.54 1465 13.38 13.21 12.35

Source: Macrobond Financial, Danske Bank

| ew [  usp | Dk ]  SeKk |  NOK |

Danske Forward Danske Forward Danske Forward Danske Forward Danske Forward

MEA
I
I
27-Jun 5.33 4.60 139.7 1940 1772
TRY +3M 521 557 445 4.77 1430 133.8 195.9 187.3 178.6 170.8
+6M 5.22 5.83 4.35 4.96 142.6 127.6 1992 178.7 178.2 163.7
+12M 5.63 6.37 4.50 5.33 132.3 116.8 181.3 163.7 163.6 151.1
27-Jun 15.90 13.72 46.9 65.1 594
ZAR +3M 15.44 16.35 13.20 1401 48.2 45.5 66.0 63.8 60.2 58.1

+6M 15.60 16.68 13.00 14.17 a7.7 44.6 66.7 62.5 596 57.2
+12M 16.25 17.33 13.00 14.50 45.8 42.9 62.8 60.1 56.6 555

Source: Macrobond Financial, Danske Bank
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Latin America

1 e [ ___uo | okk ] SeK [ ___NOK____|
- Danske Forward Danske Forward Danske Forward Danske Forward Danske Forward
27-Jun 4.45 3.84 167.4 232.5 2124
BRL +3M 4.39 4.52 .75 3.87 169.7 164.9 232.5 230.9 2120 2106
+6M 4.38 4.58 3.65 3.89 170.0 162.6 237.4 227.6 212.3 208.5
+12M 4.38 4.72 B0 EE5 170.1 157.4 233.1 2206 2103 203.7

Source: Macrobond Financial, Danske Bank

Emerging markets Asia

[ ewr |  us ]  obkk | sk | NOK |
- Danske Forward Danske Forward Danske Forward Danske Forward Danske Forward
27-Jun 7.65 6.60 974 1353 1236
ey +3M 7.72 7.79 6.60 6.68 964 95.6 132.1 1338 1204 1220
+6M 7.98 7.89 6.65 6.70 933 944 130.3 132.2 116.5 121.1
+12M 8.38 8.06 6.70 6.75 88.9 92.2 121.8 129.3 1099 1193
27-Jun 79.59 68.65 9.36 13.00 11.88
INR +3M 80.73 80.97 69.00 69.35 9.22 9.20 12.63 12.88 11.52 11.74
+6M 84.00 82.54 70.00 70.14 8.86 8.02 12.38 1263 11.07 11.56
+12M 88.75 85.63 71.00 71.64 8.39 8.68 11.49 12.17 1037 1124

Source: Macrobond Financial, Danske Bank
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Forecasts vs forwards

3M - base currency EUR 3M - base currency USD
8.0 + 8.0 +
6.0 4 6.0 A
40 A 4.0 A
2.0 - 2.0 -
%0.0 | % 00 -
-2.0 4 -2.0 4
-4.0 4 -4.0 4
-6.0 - -6.0 -
7 F 2 3 2 £ 2 z § 3§ 2 8 2 £ 2 2 §
< Py © = z S < 28 ~ < 2 & £ =z 5 g2 3 X
Source: Macrobond Financial, Danske Bank Source: Macrobond Financial, Danske Bank
B6M - base currency EUR 6M - base currency USD
12.0 4 14.0 +
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=2 1 100 -
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Monetary policy calendar

Calendar

0

wiercee | [ [ ! [ 1l [ |
-15bp May, 2016 +10bp 2019 24/07/2018
TRY 17.75 +125bp Jun, 2018 -100bp 2019 24/07/2018 17.75
cis

7.25 27/07/2018

6.50 19/07/2018

01/08/2018

No regular meetings

Source: Danske Bank
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research analysts. In addition, the research analysts of Danske Bank who have prepared this research report are not
registered or qualified as research analysts with the NYSE or FINRA 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.

Report completed: 29 June 2018, 07:30 CEST
Report first disseminated: 29 June 2018, 12:45 CEST
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