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1. Key elements of backgrounfbr EM currencies

Our dobal scenarios describecommodity prices
moving back upwards over the coming months and US
administration deliveingits fiscal boostthus creating

a period of accelerating activity in mature economies
and favorable external circumstances for emerging
markets (EM)Indeed,international trade continues to
accelerate, in volume terms, overall monetary policies
in most EMremain loose and the effects of the rapid
201516 decline in interest rates are in now in full
swing.

In parallel, EM are not currentlyxkibiting worrying
signs of overall exchange rate overvaluation, a critical
difference with 201113: they are therefore (on
average) much less sensitive to the modest
forthcoming rise in US interest rates, and capital flows
are not expected to revert submtially over the next
quarters. Associated with the trade acceleration and
our assumption of stabilizing / increasing commaodity
prices, this translates into a reversal in the overall EM
balance of payments. IMF projectiossggest thathe
major decline sen since 2013 has reverted in 2016
pushing the balance of payment close to zero this year
and in 2018.

TAC ECONOMICS Foreign Exchange Balance
average on 10 key EM countries
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Our positive cyclical viewis supported by both
coincidentand forwardlooking indicators that have

remained positively oriented over the past months.
Though certainly not impressive by historical EM
standards, aggregate industrial production has
accelerated (irregularly) since the troughs of early
2016 and thedtest (more negative) readings are not
enough yet to break the trend.

The firming growth scenario is associated with more
uncertainties regarding inflationthough pressures are
limited over the shorterm by the softness in
commodity prices and strongexxchange rates. This
was accompanied by declining bond yields (in EM local
currencies) suggesting no immediate pressure on
monetary policy makers. The research on inflation
LRAyda G2 | aGNIyaarldrAzy
more problematic though tighteing is not yet
required.

Our 2year forward looking Risk ratings have however
deteriorated from end2015 to early 2017, hence
pointing  towards  pogressively  rising  risk
materialization next year. Including renewed
pressures on EM currencies. A key staintj factor
remains however our underlying assumption of a
broadly weaker US dollar against most currencies (and
our models suggest so for the EUR/USD, though not
above current levebxcept during short periods.e.
with a neutral range ibetween 1.10 ad 1.15 for
most of the next quarters.

EUR/USD: Projections for 2017/2018
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2. Detailed Currency Outlook

Summary table

Exchange Rate Forecasts for December 2018
(month average against Euro)

Brazilian Real (BRL)
Chinese Yuan (CN

Indian Rupee (INR)
Indonesian Rupiah (IDR)
Korean Won (KRW)
Mexican Peso (MXN)
Polish Zloty (PLN)
Russian Bble (RUB)
South African Rand (ZAR)

Turkish Lira (TRY)

BRL CNY
usD 3.39 6.57
EUR 3.76 7.29
BRL 1.94
CNY 0.52
INR 0.05 0.09
IDR 0.00 0.00
KRW 0.00 0.01
MXN 0.17 0.34
PLN 0.88 1.70
RUB 0.06 0.11
ZAR 0.22 0.42

TRY 0.94 1.82

Spot rate
July24, 2017

3.65

7.86

75.0

15516

1299

206

4.24

69.9

151

4.14

Mixture model

mode

3.76

7.29

79.5

15 063

1256

21.7

4.29

67.0

17.3

4.0

CrossRates Forecasts for December 2018
(month average)

INR

71.6

79.5

21.1

10.9

0.01

0.06

3.66

18.5

1.19

4.60

19.9

IDR

13570

15 063

4 006

2 066

189.5

12.0

694.1

3511

224.8

870.7

3 766

KRW

1132

1256

334.0

172.3

15.8

0.08

57.9

292.8

18.7

72.6

314.0

MXN

19.5

21.7

5.77

2.98

0.27

0.00

0.02

5.06

0.32

1.25

5.43

PLN

3.86

4.29

1.14

0.59

0.05

0.00

0.00

0.20

0.06

0.25

1.07

75% confidence interva

3.3-4.4

6.6-8.1

76.2-82.8

12 778-17 458

1092-1424

20.1-23.5

4-45

58.7-76.6

15.9-18.6

3.4-4.8

RUB ZAR TRY

60.4 15.6 3.60

67.0 17.3 4.00

17.8 4.60 1.06

9.19 2.37 0.55

0.84 0.22 0.05

0.00 0.00 0.00

0.05 0.01 0.00

3.09 0.80 0.18

15.6 4.03 0.93

0.26 0.06

3.87 0.23

16.8 4.33
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Brazilian Real BRL

We expect the currency to slightly depreciate given tt
ongoing rise in US real bond yields, which threatens
undermine EM FX in general, it has begun to head in t
US's favor in recent months, which is negative for t
BRL However, the Brazilian Real would remain close
BRL3.40 against the USD, equivalent to BRIZ6 against
the Eura

Econometric Projections

BancoCentral do Brasil continues to ease its monetze
policy this year, though with a more moderate path (ci
of 375pts since Dec. 2016 to 10.25% in May 2017), in
with falling inflation (+3.6% y/y in May 2017 after +4.:
in April) Hence, thecurrencyhas registereddownward
pressure since miVlay (7.4% to 3.3 USD/BRL}he
ongoing rise in US real bond yields, which threaten:
undermine EM FX in generahould be globallpegative
for the BRL.

RiskMonitor Analysis

The Economic & Financial Risk ratihgs declined
recently (to 49.3C), notably owing to a large rebound
the real economic pressuren the Cyclical Balance.

relation with the overvaluation of the Brazilian Re
(BRL), the Watch List Indication confirms the signific
depreciation / voldility aheaddue to US Fed's rate hikir
cycle Amore aggressive tightening could lead to a su
in the dolar relative to EM FX generalijjowever on the
Foreign Exchange Balance, the reappreciation of the
until Feb. 2017 has led to the progressideterioration
of the exchange rate competitivenesshe currency
registers a relative overvaluation of about +15% aga
its main competitors in 2017Q1. Meanwhilethe

potential forrecovery in commaodity prices has acted
tailwind to the Real The reent rally in iron ore anc
soybean prices providing a boost to Brazil's terms
trade (USDy.ebn trade surplus in May followed b
USD7.2bn surplus in Juneshould be supportive of the
BRL. though this can lead to deterioration of the

TAC ECONOMICS Projections
(Mixed econometric and RiskMonitor approach)

Spot Dec. June Dec.
July24 2017 2018 2018
EUR/BR 3.65 3.78 3.74 3.76
Brazilian Real
Short-term econometric projections
45 -
= USD/BRL
= == USD/BRL (p)
e £UR/BRL
4.0 - = = EUR/BRL (p)
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Source : TAC ECONOMICS

Economic & Financial Risk Rating - Brazil 49.3-C
from O (lowest risk) to 100 (highest risk)

Growth
ability to register economic growth
without external imbalance

100

Debt
weight of external debt
and stability of external
financing capital

Banking System
salidity / vulnerability
of the banking system

Cyclical
growth and monetary
prospects

Liquidity
short-term assets and
liabilities in foreign
currencies

Foreign Exchange
foreign exchange valuation and

[] 3-year average =
quality of official reserves

latest
Olates Source: TAC ECONOMICS

Probability density

Brazilian Real (/ EUR)
Confidence intervals 18 months ahead - December 2018

exchange rate compeéivenessn the near term. 75% 80% 85% 90% 95% 99%
High 4.44 4.51 4.60 4.72 4.91 5.36
. . Low 3.33 3.27 3.20 3.12 2.99 2.74
Consensus Projections Mean: 3.93 Mode: 3.76 Std dev: 0.50
end-of-period value against Euro 25 7 e Mixture Modal
= = Econometric & Monte Carlo Simulation
Mean Divergence Max Min o | =7 RiskMonitor Model
July 2017 3.60 9.1% 3.74 3.42 15 |
Sept. 2017 3.60 12.5% 3.76 3.31
1.0
June 2018 3.70 13.7% 3.93 3.42
Dec. 2018 3.88 0.5
Source: Consensus Ir 0.0
*The divegence index does not include the divergence on EUR/ 2.0 6.0
TAC ECONOMICS
www.taceconomics.com 6




Quarterly Curr ency Outlook z EM MarketQuant Research

2017 Q3

Chinese YuanCNY

Our tools signal a WattList Indication on the Chines:
exchange rate; with a period of highvulnerability
starting in 201WQ3. However, he expected cyclica
stabilization for 2017 in China and the likel
depreciation of the US Dollar would lead to theasing
of pressures on theruan.

The combination of approaches expects the Yuan
appreciate against the Euro, then to stabilizdose to
EUR/CNY.3.

Econometric Projections

The econometric model takes into account changes in
implicit basket partially announced by the Chine
authorities over the past years (with major currenci
selected by our models being EUR, USD, JPY and KiI

The expected depreciation of the US Dolrd the
Japanese Yen, and appreciation of the Euro would lee
a break in the trend depreciation of théuanobserved
since 2015. The Chinese currer®@sindeed stabilized
against theJSDollar during 2017Q2 and is now expect
to slightly appreciate to USD/CMY/, equivalent to
EUR/CNY.3.

RiskMonitor Analysis

The Economic & Financial Risk rating hagrawved in
2017Q2 (to 40.6C), thanks to the improvement on th
Cyclical Balance. However, the progressive recover
our leading index of domestic demand is consistent v
a relative stabilization of cyclical growth over the shc
term, accompanied by riited inflationary pressures
Meanwhile, the country remains in théomestic credit
risk area o the Banking System Balance (exoes:
domestic leverage and in the unsustainable
overvaluationarea on the Foreign Exchange Balance,
to a deterioration in forex reserves quality This
vulnerability is confirmed by th&/atch List Indication or
Exchange RatéVe believethat Chinawill aim to keep
the currency in a fairly tight grip to avoid a too big rise
USD/CNY to cause a protectionist response fromiBe
which ould possibly further deterioratéhe forex reseve

TAC ECONOMICS Projections
(Mixed econometric and RiskMonitor approach)

Spot Dec. June Dec.
July24 2017 2018 2018
EUR/CN' 7.86 7.34 7.31 7.29
Chinese Yuan
Short-term econometric projection
8.0
7.8
7.6
7.4 \ P e
7.2
7.0
6.8
\ - e —
6.6 = =
——USD/CNY
6.4 ——EUR/CNY
6.2 = =USD/CNY (p)
= =EUR/CNY (p)
6.0 ! Il 1
2015 2016 2017 2018

Source : TAC ECONOMICS

Economic & Financial Risk Rating - China 40.6-C
from 0 (lowest risk) to 100 (highest risk)

Growth
ability to register economic growth
without external imbalance
100

' 75 Debt
Banking System weight of external debt
solidity / vulnerability %0 and stability of external
of the banking system financing capital
Cyclical

Liquidity
short-term assets and
liabilities in foreign
currencies

growth and monetary
prospects

Foreign Exchange
foreign exchange valuation and
quality of official reserves

[J]3-year average
Olatest

Source: TAC ECONOMICS

Probability density
Chinese Yuan (/ EUR)
Confidence intervals 18 months ahead - December 2018

A 75% B80% 85% 50% 95% 99%
quality. High 8.1 8.2 8.3 8.5 8.8 9.5
Low 6.6 6.5 6.4 6.3 6.1 5.6
consensus Projections Mean: 7.4 Mode: 7.3 Std dev 0.7
end-of-period value against Euro 16 - Mixture Model
; ; — — Econometric & Monte Carlo Simulation
Mean Divergence Max Min 1.4 4 - -~ RiskMonitor Model
July 2017 7.58 39% 768 738 27
1.0 -
Sept. 2017 7.63 4.1% 7.74 7.43 08
June 2018 7.81 16.0% 8.55 7.30 0.6 4
Dec. 208 7.84 0.4 -
Source: Consensus Ir 0.2 4
*The divergence index does not include the divergenc ~ 00 T Tt~ T e
EUR/USD 4 6 8 10 12 14
TAC ECONOMICS
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Indian Rupee INR

The Indian Rupee has beerery resilient among major TAC ECONOMICS Projections

EM currenciesover the past quarters, but this has (Mixed econometric and RiskMonitor approach)
eroded its competitivenessand mechanically increasec
its vulnerability. However, stabilizinginflation, steady
monetary policy ad improving economic performance

Spot Dec. June Dec.
July24 2017 2018 2018

remain supportive factors, resulting ina modest  EUR/INF 75.0 76.5 76.1 79.5
depreciation of the currency, just below USD/INR 70
Sllghtly above EUR/INR 75 in 2018. Indian Rupee
Short-term econometric projection

Econometric Projections 80 =
After a significant appreciation in 2017Q1 (+5% aga /,
USD), the Indian Rupee hastabilizedrecently (around ;5 ;N7
64.5 USD/INR in Majune). Bouts of mild depreciatic /
could be triggered by shifts in global investor r /
appetite and the return of inflationary pressuse We 70 -
think excessive strength of the Indian rg€INR) i 4 ’
unfavorable as the currency is too far from it .7 -
fundamentals. 65 ——USD/INR

= EUR/INR
RiskMonitor Analysis Z e
The Egonomic & Financial Risk rat'ing Iesn relatively 502515 2016 2017 2018
stable in the last 3 quarter&t 39.8Bin 2017Q2) On the Source: TAC ECONOMICS
Cyclical Balance, the demonetization of hig
denomination currency notes (86% of cash) hac Economic & Z‘;‘:ﬂ[’egj'sg';';;)ﬂ;‘iﬁL’S‘s'a 39.8-8
significant impact on the money supply dynamics,
evidenced by the massive but temporary fall in t iy o g i rowth
monetary pressurewhile the solid rebound of theeal without external imbalance
economic pressureaugurs an improvement in th - Debt
momentum of domestic demand in the coming quarte e < . weighofeeral debt

On the Foreign Exchange Balance, thehange rate of the banking system _ financing capital
competitivenesshas slightly improved in 2017Q1,
20KSNE SYSNHAYy3 YIN)ySdGac

Cyclical

. . . . Liquidi
at a higher pace than the Indian Rupee in linghw srowth and monetary hort e st and
. . . . prospects A . :
improving economic outlook and revived global r fiebilites n foreign
appetite. Despite of a modest overvaluation (abc . ,Foreihsn Exchlans_e ]
oreign exchange valuation an
+10%), the Centl'a| Bank (RBI) haS been C0mf0rtab E?—yearaverage qugalilyufofiicialreserves
. .. test
managing forex reserves (USD 355bn) timit e Source: TAC ECONOMICS
depreciation risks in case of high financial vatgtas this Probability density
suggests that rising foreign reserves reflect a slower [ Indian Rupee (/ EUR)
of appreciation in the INR Confidence intervals 18 months ahead - December 2018
75% B80% 85% 50% 95% 99%

Consensus PrOjeCtionS High 82.8 83.2 g83.8 84.6 86.2 93.3

. . . Low 76.2 75.8 75.2 74.4 72.8 60.1
end-of-period value against Euro Mean: 79.5 Mode: 79.5 Std dev 4.2

: . 0.25 - '
Mean Divergence  Max Min ==Mixture Model o
= = Econometric & Monte Carlo Simulation
0.20 -~~~ RiskMonitor Model

July 2017 71.2 3.3% 72.4 70.1 '
Sept. 2017 715 5.4% 73.8 70.0 (15
June 2018 729 9.5% 77.2 70.3

0.10
Dec. 2018 74.2

Source: Consensus Ir ~ 0-05

*The divergence index does not include the divergence
EUR/USD. 0.00

TACECONOMICS
www.taceconomics.com 8
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Indonesian Rupiah IDR

Econometric and RiskMonitor models show diverge
projections for the Rupiah up to 2018nd.

Overall, the substantial overvaluation of IDR shou
weigh on the currency and trigger a modes
depreciationtoward EUR/IDRL5000 in 2018.

Econometric Projections

Indonesian Rupiah has traded within a relatively narr
band against the USD since the start of the year as |
Indonesia (BI) has been actively intervening in the fore
exchange market to prevent ppreciation of the
currency. Limited inflationary pressigestabilization of
oil prices and low volatility (limited pasisrough effects)
should support the Rupiah over the next few quarters

RiskMonitor Analysis

The Economic & Financial Risk rating hdgeel down at
a rather positive level (39:B in 2017Q). Moreover,
declining risk ratings over longer horizons (notably on
exchange rate risk) suggest that shtatm operational
vulnerabilities are concentrated on corporates hea\
indebted in foreig currency. On the Foreign Exchan
Balance, theexchange rate competitivenesss further
deteriorated in 2017Q1 (overvaluation of more thi
+20% against main competitors); associated w
insufficient forex reserves qualitythe latest position
indicates a risk of depreciation in the medium tern
However, BL (députy governor Sugengonfirmed in

early-May that the central bank has been limitiRgypiah

strength in a bid to preserve its export competitivene
and also evident from the fact that foreign mses
climbed to a multiyear high of USD22bn at the end of
May. With US real bond vyields likely to face contint
downward pressure from declining lodgrm rate

expectations, upside pressure on tiiepiah is likely to
continue over the coming months;ub we expect the
central bank to maintain a tight grip on the currency a
thus hold a neutral or depreciating view.

Consensus Projections

end-of-period value against Euro

Mean Divergence Max Min
July 2017 14 733 2.6% 14968 14585
Sept. 2017 14779 3.6% 14970 14436
June 2018 14 989 10.3% 15994 14 449
Dec. 2018 15 120

Source: Consensus Ir

*The divergence index does not include the divergenc
EUR/USD

TAC ECONOMICS Projections
(Mixed econometric and RiskMonitor approach)

Spot Dec. June Dec.
July24 2017 2018 2018
EUR/IDF 15516 14994 14652 15062
Indonesian Rupiah
Short-term econometric projection
16500 1 ——USD/IDR
16 000 - = EUR/IDR
= =USD/IDR (p)
15500 - — =EUR/IDR (p)
-
N
15000 - / \ _ £
14500 b
14000 -
13500 - “\
~ -
13000 - e i
12500
12 000 —t——t—————t————
2015 2016 2017 2018

Source : TAC ECONOMICS

Economic & Financial Risk Rating - Indonesia 39.3-B
from 0 (lowest risk) to 100 (highest risk)

Growth
ability to register economic growth
without external imbalance
100

75 Debt

weight of external debt

and stability of external
financing capital

Banking System
solidity / vulnerability
of the banking system

Cyclical )
growth and monetary
prospects

Liquidity
short-term assets and
liabilities in foreign
currencies

Foreign Exchange
foreign exchange valuation and
quality of official reserves

[]3-year average
Olatest

Source: TAC ECONOMICS

Probability density
Indonesian Rupiah (/ EUR)

Confidence intervals 18 months ahead - December 2018

75% 80% 85% 80% 95% 99%
High 17 458 17 749 18 093 18 575 19 355 21115
Low 12 778 12 520 12222 11 816 11185 9873
Mean: 15322 Meode: 15 063 Std dev 2 101
0.00 | emmmm Mlixture Model
= = Econometric & Monte Carlo Simulation
0.00 4 === RiskMonitor Moghgl|
0.00 +
0.00 +
0.00
0.00 +
0.00 T —
7500 12500 17500 22500
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Korean Won KRW

The Korean Won has modestly reappreciated agail
the USD over the past months, a result of favorak
trade and growth readings, though it remaine:
vulnerable to woriies related to China or North Koree
As long as the global cycle does not interrufouth
Y2NBIF Qa LISNF2N¥YIFyOSasz i
strong against the USD, and almost stable against 1
9dz2NE FNRY S| NbjéctiondZURBBRW &
1,256 4 the end of 2018).

Econometric Projections

With a stable inflation outlook (below 2% annually a
steady economic growth), theolkean\Wonis expected to
remain firm with a target at KR\W,090 against the US
at the end of 2018. As financial volatilityassignificant
factor in the model, any widespread financi
deterioration or (by proxy) a major escalation
geopolitical threats could create temporary bouts
weaknesses

RiskMonitor Analysis

SouthY 2 NJEto@bénic & Financial Risk rateantinued
to improve (41.2-C in 2017Q), as a result of bette
Cyclical and Foreign Exchange Balances. For the lat
G§SOKYyAOI & NI o | faraigh 3 exchariyé
competitivenessA Y RSE Kl & NBTFf S
continuous improvement in trade performancemnd

brought the index back to neutralh& Cyclical Balanc
highlights accelerating domestic momentumthe short
term, thanks to the confidence boost peBtesidential
election and despite higher geopolitical threatsough

vulnerabilitiesremainin longerterm related to spillover
effect of a potential reversaln the global cycle (UB
China)Risk measures therefore suggest very limited ri
of sustained depreciation, a possible sht@tm

appreciation though lowforex reserves qualitymplies
potential volatility of the currency.

Consensus Projections
end-of-period value against Euro

Mean Divergence Max Min
July 2017 1249 49% 1278 1217
Sept. 2017 1254 79% 1300 1201
June 2018 1271 13.9% 1335 1158
Dec. 2018 1280

Source: Consensus Ir

*The divergence index does not include the divergenc
EUR/USD.

TAC ECONOMICS Projections
(Mixed econometric and RiskMonitor approach)

Spot Dec. June Dec.
July24 2017 2018 2018
EUR/KRV 1299 1259 1243 1 256
Korean Won
Short-term econometric projection
1400
= USD/KRW
1350 —— EUR/KRW
= =USD/KRW (p)
1300 = =EUR/KRW (p)
1250 - e
1200
1150
-~_7N
1100 -
1050
1000 T . '
2015 2016 2017 2018

Banking System
solidity / vulnerability
of the banking system

growth and monetary

[J]3-year average
Olatest

Source : TAC ECONOMICS

Economic & Financial Risk Rating - Korea 41.2-C
from 0 (lowest risk) to 100 (highest risk)

Growth
ability to register economic growth
without external imbalance
100

Debt
weight of external debt
and stability of external
financing capital

75

50

Cyclical Liquidity
short-term assets and
liabilities in foreign
currencies

prospects

Foreign Exchange
foreign exchange valuation and
quality of official reserves

Source: TAC ECONOMICS

Probability density
Korean Won (/ EUR)
- December 2018

Confidence intervals 18 months ahead

75% 80% 85% 0% 95% 99%

High 1423.6 1444.6 1470.4 1507.5 1563.8 1699.4
Low  1092.0 1073.7 1052.3 1023.2 982.2 890.6

Mean: 1273.7 Mode: 1256.5 Std dev 152.7
0.01 | e Mixture Model

= = Econometric & Monte Carlo Simulation
0.01 4 — - RiskMonitor Model
0.01 A
0.00 A
0.00
0.00 A
0.00 -
0.00 T——t—T

500 1000 1500 2000
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Mexican Pese MXN

After an epsode of large oershooting (around US
Presidential election) and complete correctiveversal
during 2017Q1,the Mexican Pesds now expected to
register a modest depreciation towards USD/MXD9.0
in 2018 (EUR/MXN 21.7 at the end of 2018)

Our Econometric and RiskMonitor projections are
diverging again, with RiskMonitor putting more weigh
on the (large) remainingcompetitive undervaluation of
the currency while the equation suggests that a les
benign international environment and mediocre
domestic perfamances would feed depreciatior
pressures.

Econometric Projections

The Mexican Pesois highly sensitive to growtl
performances Ay ¥t | GA2Y FyR &S
financial volatility and oil prices. After the overshooti
episode around the US Pidential election and
subsequent reversal, theurrencyequation shows that
mediocre growth and unimpressive price readings

going to weigh down on the exchange rate, in a cont
of higher financial volatility and only modestly higher
prices.Theeconometric modekontinues to anticipate ¢
mediumterm level for the PesaroundUSD/MXN 19.0.

RiskMonitor Analysis

a S E A @éubiic & Financial Risk rating has b
stable at afavorablelevel (33.2Bin 2017Q2, reflecting
however two opposing movements a modest
improvement on the Foreign Exchange Balal
compensated by a symmetric deterioration for t
Liquidity Balance. Both suggest thabrdx reserves
movements are critical and not yet fully supportive, wh
the competitive advantage shown by the Mat current
levels remains massive. Thiiggestsa longerterm
support for the exchange rate.

Consensus Projections
end-of-period value against Euro

Mean Divergence Max Min
July 2017 20.8 6.6% 215 20.1
Sept. 2017 20.9 9.8% 21.9 19.8
June 2018 21.3 10.8% 22.6 20.3
Dec. 2018 21.3

Source: Consensus Ir
*The divergence index does not include the divergence on EUR

EUR/MXN

24

22

20

18

16

TAC ECONOMICS Projections
(Mixed econometric and RiskMonitor approach)

Spot Dec. June Dec.
July24 2017 2018 2018
206 211 21.4 21.7

Mexican Peso
Short-term econometric projection
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