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1. Key background elements for EM currencies
Our Quarterly Currency Outlook is driven by the
following global scenario on Emerging Markets and
Developing Economies:

Commodity prices: Brent prices to reach a peak
before 2021-end
-

Slow progression in global oil supply due to strict
OPEC+ discipline associated with stronger demand
due to improving global economic momentum will
continue to drive further global oil prices, to a peak
of almost 80 USD per barrel ($/bl) in September
2021. Expectations of normalization of global
activity along with the combination of OPEC+
easing of production quotas and the resurgence of
US shale oil swing production will lead to a gradual
reduction in Brent prices until mid-2022 before
stabilizing around 60 $/bl.

-

Prices of most base metals (except aluminum)
recorded a mild softening after the bullish run in
2021Q1. This was triggered by correction of
elevated demand pressures in China and recent
market expectations of likely tapering
announcement by the US Fed. Prices will remain
significantly higher than in 2020 (almost by 30%),
and the dynamics will remain high for the rest of
the year (above 20% y/y).

Pandemic still at large with highly differentiated
economic recovery profile. Stringency of restrictions
has a determining role on the cyclical performances;
thus, the heterogenous range of confinement
measures impact economic conditions and outlook.
Overall, the weighted average GDP growth for 10 Key
EM should bounce back from -0.8% y/y in 2020 to
+6.5% in 2021 and about +5.0% in 2022.
Fast rise in private and public debt, permanent loss of
income, and likely reduction of GDP growth potential
will heighten debt unsustainability. In turn, this will
trigger loss of attractiveness for global investors, drop
in capital inflows, higher costs of borrowings, and
corporate and/or sovereign payment defaults in the
short- to medium-term.
Rising inflationary pressures (at +3.5% y/y in May
2021 for 10 Key EM) pushed by a combination of
increase in global energy and commodity prices, and
higher food prices due to supply-side constraints are
expected to remain significant until year-end as
output gaps remain important, before gradually
tapering in 2022; consequently, EM monetary policies
will harden their hawkish stance in the coming
months/quarters.

EUR/USD

Political and social risks, as well as corporate and
sovereign risks to start materializing. High economic
costs and poor pandemic management will
exacerbate dissatisfaction towards political class with
the likely emergence of populist/illiberal leaders
and/or large protest movements and occasional
violent confrontations with authorities. Gradual
exhaustion of policy support, notably to limit further
degradation of public finances, and more challenging
access to finance will translate in a significant wave of
credit ratings downgrades, corporate bankruptcies,
and sovereign debt restructuring.
Currency risks appears to be relatively limited for
large EMs over the coming quarters, notwithstanding
bouts of significant financial tensions (Fed’s policy
normalization, local pandemic resurgences). On
average, a mild depreciation is expected before yearend because of weaker than-expected growth
momentum, though compensated by larger effects of
EM monetary tightening.

Since the latest Quarterly Currency Outlook (April
2021), our scenario of the EUR/USD remains almost
unchanged. The expected relative stabilization around
1.20 in 2021H1 (in the range 1.19-1.22) has been
confirmed and the very recent USD appreciation
towards 1.18 is consistent with our scenario of a
downward step of the EUR/USD from 1.20 towards
around 1.15 in 2021H2.
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2. Detailed Currency Outlook
Summary tables
Exchange Rate Forecasts for December 2022
(month average against Euro)
Spot rate
July 30, 2021

Mixture model
mode

75% confidence interval

Brazilian Real (BRL)

6.07

5.80

4.7 – 7.2

Chinese Yuan (CNY)

7.68

7.76

5.8 – 8.9

Indian Rupee (INR)

88.4

85.2

81.5 - 89.0

17,184

16,352

14,397 – 18,400

1,369

1,253

1,170 – 1,337

Mexican Peso (MXN)

23.6

22.8

18.9 - 28.6

Polish Zloty (PLN)

4.56

4.50

4.3 - 4.7

Russian Ruble (RUB)

86.7

87.0

79.1 - 96.2

South African Rand (ZAR)

17.3

18.2

16.7 - 19.7

Turkish Lira (TRY)

10.0

11.2

10.4 - 12.1

Indonesian Rupiah (IDR)
Korean Won (KRW)

Cross-Rates Forecasts for December 2022
(month average)
BRL

CNY

INR

IDR

KRW

MXN

PLN

RUB

ZAR

TRY

USD

5.21

6.85

75.3

14,447

1,107

20.5

4.05

76.9

16.1

9.9

EUR

5.80

7.76

85.2

16,352

1,252.7

22.8

4.50

87.0

18.2

11.2

1.34

14.7

2,820

216.0

3.94

0.78

15.0

3.14

1.94

11.0

2,108

161.5

2.94

0.58

11.21

2.35

1.45

191.9

14.7

0.27

0.05

1.02

0.21

0.13

0.08

0.00

0.00

0.01

0.00

0.00

0.02

0.00

0.07

0.01

0.01

0.20

3.81

0.80

0.49

19.3

4.04

2.50

0.21

0.13

BRL
CNY

0.75

INR

0.07

0.09

IDR

0.00

0.00

0.01

KRW

0.00

0.01

0.07

13.1

MXN

0.25

0.34

3.73

715.7

54.8

PLN

1.29

1.72

18.9

3,631

278.2

5.07

RUB

0.07

0.09

0.98

188.0

14.4

0.26

0.05

ZAR

0.32

0.43

4.68

898.5

68.8

1.26

0.25

4.78

TRY

0.52

0.69

7.6

1,455

111.5

2.03

0.40

7.7

0.62
1.62
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Brazilian Real - BRL
Over the past months, the Brazilian Real has continued
its succession of appreciation and depreciation phases
according to positive and negative developments, both
domestically and internationally (surge in economic
growth expectations, improving commodity prices,
growing inflationary pressure, global risk aversion,
evolution of the pandemic…).

TAC ECONOMICS Projections
(Mixed econometric and RiskMonitor approach)

EUR/BRL

Spot
Jul. 30

Dec.
2021

Jun.
2022

Dec.
2022

6.07

6.13

6.07

6.01

In the future, as most of favorable macroeconomic
determinants have already been factored in current
levels, a reappreciation below USD/BRL 5.0 is very
unlikely. The BRL is still expected to evolve in an average
range of USD/BRL 5.2-5.6 (EUR/BRL 5.8-6.2), associated
with high volatility during 2021 and 2022.
Econometric Projections
The econometric model is mostly driven by inflation and
interest rate differentials between Brazil and the US.
Inflation soared to a 5 year high in June 2021 (+8.4% y/y).
Despite an expected softening in 2021H2 and next year,
it will remain above the central bank’s target (3.5%
±1.25pp for 2021). The Central Bank of Brazil (BCB)
increased the Selic rate on June 16 (to 4.25%), a third
consecutive 75bps hike since March 2021 for an
aggregate 225bp tightening so far in 2021. As inflation
expectations continue to exceed the official target,
further rate increases are expected in the coming months
(Selic rate close to 6% at the end of the year) to bring the
inflation close to the BCB’s target.
Increasing interest rate differential will nuance high
inflation differential. According to our quantitative
models, this suggests the pursuit of very volatile BRL with
an average level around USD/BRL 5.5 (EUR/BRL 6.2).
RiskMonitor Analysis
The recent improvement in Economic & Financial Risk
rating (50-C in 2021Q1) was aided by the recovery in our
leading indicator for domestic demand portending
vigorous economic activity in the coming quarters.
Moreover, the BRL is competitive according to our
Foreign Exchange Balance (about 25% undervaluation).
This is in line with econometric results as illustrated by
the convergence of probability densities (convergent
Econometric & Monte Carlo Simulations, RiskMonitor
model and thus Mixture model)
Consensus Projections
end-of-period value against Euro*

Mean Divergence
Aug. 2021
Oct. 2021
Jul. 2022
Dec. 2022

6.11
6.12
6.29
6.32

8%
22%
33%

Max

Min

6.3
7.0
7.5

5.8
5.6
5.5

Source: Consensus Inc.
*The divergence index does not include the divergence on EUR/USD.
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Chinese Yuan - CNY
The USD/CNY exchange rate hovered as expected
around 6.50 during the past three months, under the
complex influence of large external surpluses and
substantial capital inflows pushing towards appreciation
on one side, the US cyclical acceleration and persistent
geopolitical tensions fueling depreciation on the other
side. Overall, USD/CNY stayed in a narrow range of 6.656.57 since March 2021 and was at 6.47 on July 22nd.

TAC ECONOMICS Projections
(Mixed econometric and RiskMonitor approach)

EUR/CNY

Spot
Jul. 30

Dec.
2021

Jun.
2022

Dec.
2022

7.68

7.80

7.60

7.76

The outlook is dominated (1) by the same combination of
conflicting factors that were at work during 2021Q2, (2)
the rapidly evolving cyclical phases and their implications
for monetary policies in, China and the US. The very sharp
acceleration in both activity and inflation in the US has
led to a market’s reassessment of the Fed’s future policy,
while simultaneously, China’s entry in an adjustment
phase suggests a monetary stabilization ahead or even a
modest easing. This points towards a persistent
oscillation around USD/CNY 6.50 with a likely drift
towards 6.70 when getting closer to or into 2022.
Econometric Projections
Our econometric model on USD/CNY is based on interest
rate differentials with the US, as well growth indicators,
EUR/USD exchange rate and two outputs from our
RiskMonitor tools (Currency competitiveness index,
Exchange Rate Risk Rating). The overall / China economic
scenarios injected in the model imply a modest
depreciation trend starting in 2021Q3/Q4 and pushing
the exchange rate to 6.62 in December 2022. The
depreciation partly mirrors a broader reappreciation
move for the USD, and the EUR/CNY remains much more
stable, slightly above 7.50.
RiskMonitor Analysis
We still have an Early Warning Signal (WatchList) on the
Exchange Rate, implying a persistent vulnerability to a
sudden correction. We interpret the Signal as
highlighting underlying financial vulnerabilities coupled
with broader (political) tensions and the plausible
emergence of systemic tensions in Chinese banking and
financial sectors. Though RiskMonitor’s outputs may not
fully capture recent structural trends in China’s external
trade, we use them as a worst-case scenario, which
would then entail a CNY depreciation of up to 20%.
Consensus Projections
end-of-period value against Euro*

Mean Divergence
Aug. 2021
Oct. 2021
Jul. 2022
Dec. 2022

7.73
7.75
7.81
7.80

5%
8%
11%

Max

Min

8.0
8.1
8.3

7.5
7.5
7.4

Source: Consensus Inc.
*The divergence index does not include the divergence on EUR/USD.
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Indian Rupee - INR
The Indian Rupee has been highly volatile in 2021 so far.
In 2021Q1, the currency mildly appreciated due to
waning of Covid-19 infections and regained global
investors’ confidence. Subsequently, in 2021Q2, massive
second wave of the pandemic, its expected negative
impact on growth performances, and steadily rising
global oil prices pushed very irregularly the currency to
USD/INR 74.6 in July (INR almost lost 5% against USD in
April, then regained 4% in May 2021).

TAC ECONOMICS Projections
(Mixed econometric and RiskMonitor approach)

EUR/INR

Spot
Jul. 30

Dec.
2021

Jun.
2022

Dec.
2022

88.4

86.8

84.2

85.2

In line with to the Central Bank (RBI) policies: continuous
utilization of large forex reserves (USD 565bn in June) to
intervene on forex markets and smooth boots of
volatility, very likely extension of accommodative policy
stance; the currency is expected to be maintained
around USD/INR 75 in the months ahead.
Econometric Projections
Our currency outlook has been revised moderately
upwards over the next six quarters because of
expectations of higher US inflation. Consequently, lower
inflation spread between US and India, and India’s faster
degradation in external accounts in the coming months
will maintain the USD/INR at a very high level for the rest
of 2021. Later, the effect of EUR/USD reappreciation
from 2021Q4 will imply a mild reappreciation of the
EUR/INR (towards 85).
RiskMonitor Analysis
Economic & Financial Risk ratings reveal higher exchange
rate due to the persistent overvaluation of the currency
(about 20% against main competitors) keeping a serious
risk of sudden adjustments in case of episode of global
financial volatility. In addition, the monetary stance of
the RBI remains accommodative (hence the marginally
excessive monetary pressure on the Cyclical Balance)
despite overshooting of inflation (+6.3% y/y in May and
June 2021). Yet, interest rates shall remain stable for a
couple of quarters due to RBI’s higher concerns on
downward risks for economic growth, even though
initiation of monetary tightening would provide support
to the currency in the medium-term.
Consensus Projections
end-of-period value against Euro*

Mean Divergence
Aug. 2021
Oct. 2021
Jul. 2022
Dec. 2022

88.8
89.2
90.5
90.7

4%
6%
9%

Max

Min

90.2
92.1
95.7

86.3
86.5
87.2

Source: Consensus Inc.
*The divergence index does not include the divergence on EUR/USD.
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Indonesian Rupiah - IDR
Registering a strong volatility since the beginning of 2021,
the Indonesian Rupiah depreciated by almost 3% against
USD in the second half of June (to USD/IDR 14,500) amid
a resurgence of Covid-19 infections. In July, Bank
Indonesia (BI)’s stabilization measures maintained the
Rupiah under control despite rising global financial
uncertainties triggering capital outflows.

TAC ECONOMICS Projections
(Mixed econometric and RiskMonitor approach)

EUR/IDR

Spot
Jul. 30

Dec.
2021

Jun.
2022

Dec.
2022

17,184

16,054

16,358

16,352

Going forward, an increase in global risk aversion and
related US Dollar appreciation will maintain downward
pressures on the IDR. In addition, low for longer policy
rates on account of contained inflationary pressures will
not be able to bring financial respite on the currency. But
the BI holds sufficient forex reserves (USD 135bn in May
2021) to intervene on forex markets and smooth boots of
excessive financial volatility. Overall, the currency will
remain in USD/IDR 14,000-14,500 range.
Econometric Projections
For the rest of 2021, our econometric models indicate a
greater impact of global oil prices on the currency than of
inflation differential between Indonesia and the US.
Indeed, upward revision in our US inflation outlook
implies that the inflation gap will be very low in the
coming 2-3 quarters, hence elevated Brent prices should
strengthen the IDR over the next 3-to-6 months. In 2022,
expanding inflation gap and reversal in global oil prices
will likely erode IDR’s attractiveness.
RiskMonitor Analysis
The Eco. & Fin. Risk ratings improved significantly in
2021Q1 (to 47.4-C) reflecting both the return to a neutral
currency valuation and the favorable reversal in
momentum of domestic demand.
Indeed, improvement in external performances and
structural narrowing of current account deficit led to the
statistical rebasing of the exchange rate competitiveness
to a neutral level in 2021Q1 (on the Foreign Exchange
Balance); meanwhile rise in foreign exchange reserves
(USD 133bn in June 2021) strengthens BI’s buffers in case
of financial volatility.
Consensus Projections
end-of-period value against Euro*

Mean Divergence
Aug. 2021
Oct. 2021
Jul. 2022
Dec. 2022

17,249
17,339
17,430
17,188

5%
6%
17%

Max

Min

17,608
17,853
18,801

16,832
16,814
15,787

Source: Consensus Inc.
*The divergence index does not include the divergence on
EUR/USD.
TAC ECONOMICS
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Korean Won - KRW
The Korean Won (KRW) fluctuated in the range of
USD/KRW 1,110-1,152 between March and July 2021,
alternatively influenced by movement of US Treasury
yields, increase in global oil prices, and improvement in
domestic economic performances.
Our models indicate that, after a modest appreciation
in 2021H2 supported by favorable economic
performance, the Korean Won is expected to stabilize
around USD/KRW 1,100 on the back of narrowing
inflation differential with the US, notwithstanding short
spikes of financial volatility.

TAC ECONOMICS Projections
(Mixed econometric and RiskMonitor approach)

EUR/KRW

Spot
Jul. 30

Dec.
2021

Jun.
2022

Dec.
2022

1,369

1,272

1,245

1,253

Econometric Projections
The Korean Won will be supported by a robust economic
performance and to a lesser extent by the narrowing
inflation differential with the US. Softening of inflationary
pressures has already begun (+2.4% y/y in June from
+2.6% in May) and is expected to reduce further,
although irregularly, over the next year. Hence, our
econometric models suggest that after a witnessing a
short spike where the currency loses steam in 2021Q3
due to increasing Brent prices (75$/bl in 2021), the KRW
should register upward pressure as the oil prices adjust
(increase in OPEC+ and US shale productions). Therefore,
the Korean Won will witness marginal volatility and
remain in a close range around USD/KRW 1,100 over the
next 18 months.
RiskMonitor Analysis
Economic & Financial Risk rating improved for a fourth
consecutive quarter in 2021Q1 (41-6-C) on the back of
highly favorable position (although with a nascent
downturn) of our leading indicator for domestic demand
(on the Cyclical Balance) portending vigorous economic
activity in the coming quarters. In addition, the currency
continues to be neutrally valued (in relation to its main
competitors), while the foreign reserve quality recorded
a mild deterioration (on the Foreign Exchange Balance),
portending larger risk of volatility in the short-term.
Consensus Projections
end-of-period value against Euro*

Mean Divergence
Aug. 2021
Oct. 2021
Jul. 2022
Dec. 2022

1,338
1,331
1,330
1,325

4%
6%
13%

Max

Min

1,360
1,381
1,413

1,312
1,297
1,235

Source: Consensus Inc.
*The divergence index does not include the divergence on
EUR/USD.
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Mexican Peso - MXN
From a low of USD/MXN 21.5 on March 9, the Mexican
Peso (MXN) first reappreciated by about +8% over a
month before roughly stabilizing since mid-April around
USD/MXN 20, thanks to balanced external factors
(deterioration in current account offset by larger
remittances, equity, and portfolio inflows). In addition,
surprised monetary tightening by the Central Bank in
June 2021 supported the recent stabilization of the
currency performance.

TAC ECONOMICS Projections
(Mixed econometric and RiskMonitor approach)

EUR/MXN

Spot
Jul. 30

Dec.
2021

Jun.
2022

Dec.
2022

23.6

22.9

23.4

22.8

On top of globally volatile conditions for EM currencies,
the Peso should depreciate irregularly between 2021end and 2022-end. Overall, our models anticipate an
almost-10% depreciation with the Peso falling to
USD/MXN 21.5 in Dec. 2022.
Econometric Projections
Our quantitative models indicate that the recent
stabilization of the Mexican Peso will be short-lived in
2021. The currency will register some volatility in the
coming months related to the expected surge in USMexico inflation gap from early 2022. This gap will
expand further in the year, which along with
expectations of monetary tightening in the US, and
reduction in global oil prices will weigh on the Peso
outlook until 2022Q4. Therefore, the currency will later
raise gradually towards USD/MXN 21.5 by 2022-end.
RiskMonitor Analysis
The Economic and Financial Risk rating stabilized further
in 2021Q1 (at 35.6-B); the consolidation of our leading
index of domestic demand momentum is now associated
with a worsening forex reserves quality, denoting high
share of speculative capital inflows in recent dynamics of
forex reserves accumulation.
In parallel, the Mexican Peso remains highly competitive
in comparison to its main competitors and sufficient
forex reserves (USD 193bn in May covering 6 months of
imports) should provide sufficient buffer to manage
episodes of currency volatility.
Consensus Projections
end-of-period value against Euro*

Mean Divergence
Aug. 2021
Oct. 2021
Jul. 2022
Dec. 2022

23.9
24.1
24.6
25.1

7%
8%
15%

Max

Min

24.7
25.0
26.1

22.9
23.1
22.4

Source: Consensus Inc.
*The divergence index does not include the divergence on
EUR/USD.
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Polish Zloty - PLN
The modest fluctuations in the Polish Zloty (PLN) since
the beginning of the year (confined in the range of
EUR/PLN 4.4-4.6) and the recent though mild weakening
(-2% against EUR in June) closely reflect the EUR’s
movement against the USD (faster improvement of US
economic performances, Fed monetary policy
directives).

TAC ECONOMICS Projections
(Mixed econometric and RiskMonitor approach)

EUR/PLN

Spot
Jul. 30

Dec.
2021

Jun.
2022

Dec.
2022

4.56

4.54

4.50

4.50

For the next 18 months, our models predict a stable
PLN, supported by narrowing inflation differential with
the Euro Zone and expectations of improved economic
performances. Hence, until 2022Q4, the Zloty is
expected to remain around EUR/PLN 4.5.
Econometric Projections
As one of the better performing EM currencies, our
econometric models predict a stable Polish Zloty (PLN)
until 2022Q4. Aiding the currency is the likely strong
economic rebound, narrowing inflation differential
between Poland and Euro Zone. Despite temporary
overshooting of the target range, inflation has already
slowed down (+4.4% y/y in June from + 4.8% in May)
while the monetary policy remains accommodative
(reference rate at 0.10% kept unchanged on July 8, 2021).
Meanwhile, the marginal strengthening of EUR against
the USD in 2021H2 in likely to cause a marginal volatility
of PLN. Overall, the currency is expected to remain
around EUR/PLN 4.5 (with mild fluctuations) for the next
18 months.
RiskMonitor Analysis
The Economic & Financial Risk rating remained relatively
stable in 2021Q1 (44.0-C) where the improvement on our
leading indicator for domestic demand (on the Cyclical
Balance) is neutralized by the deterioration in the forex
reserves quality (forex reserves accumulation fueled by
speculative capital flows on the Foreign Exchange
Balance). Meanwhile, the currency retains its slight
competitive edge in comparison to its main competitors
and the strong forex reserves (USD 148bn in May,
covering seven months of imports) will help to inhibit any
short-term currency volatility.
Consensus Projections
end-of-period value against Euro

Mean Divergence
Aug. 2021
Oct. 2021
Jul. 2022
Dec. 2022

4.51
4.47
4.42
4.38

1%
5%
11%

Max

Min

4.5
4.6
4.7

4.5
4.3
4.2

Source: Consensus Inc.

TAC ECONOMICS
www.taceconomics.com

12

Quarterly Currency Outlook – EM MarketQuant Research

2021Q3

Russian Ruble - RUB
After a strong performance between April and June 2021
(+6% against USD), the Russian Ruble’s then witnessed
significant bouts of volatility (expansion in trade and
large dividend payments until Aug. 2021).
Our models suggest that this volatility will be duly
corrected, and the Ruble will appreciate until 2021Q3
(closer to USD/RUB 70) supported by increasing global oil
prices (75$/bl in 2021), and favorable inflation
differential between the US and Russia. However, for the
following 12 months (until 2022Q4), the currency will
gradually depreciate with the reduction in Brent prices
and widening inflation differential with the US. Hence the
Ruble is expected to weaken between 2021Q4-2022Q4
in the range of USD/RUB 75-80.

TAC ECONOMICS Projections
(Mixed econometric and RiskMonitor approach)

EUR/RUB

Spot
Jul. 30

Dec.
2021

Jun.
2022

Dec.
2022

86.7

82.6

86.1

87.0

Econometric Projections
As per our econometric models, the Russian Ruble is
expected to appreciate until 2021Q3 (USD/RUB 70) due
to the combination of favorable global oil prices (about
75$/bl in 2021), narrowing of inflation differential with
the US, and Central Bank in Russia’s further increase in
policy rate (100bps increase in July to +6.5%) to tame the
spiraling inflation (+6.5% y/y in June). However, in the
following 12 months, the currency will witness
downward pressures (and some volatility) due to (a) the
expectations of gradual reduction in Brent prices
(lowering of OPEC+ production quotas and rising US shale
production along with normalization of demand); and (b)
likely widening of inflation differential between the US
and Russia. Hence, the Ruble will remain in the range of
USD/RUB 75-78 (EUR/RUB 85-90) for the period 2021Q42022Q4.
RiskMonitor Analysis
The Eco. & Fin. Risk rating stabilized at a very favorable
level in 2020Q1 (32.6-B) as the improvement in the
momentum on our leading indicator for domestic
demand (on the Cyclical Balance) was offset by the
negative reversal in the forex reserves quality (on the
Foreign Exchange Balance). Meanwhile, although at a low
level, higher short-term Risk rating (34.2) reflects the
current challenging domestic economic situation.
Consensus Projections
end-of-period value against Euro*

Mean Divergence
Aug. 2021
Oct. 2021
Jul. 2022
Dec. 2022

86.9
86.5
85.8
86.1

5%
9%
15%

Max

Min

88.8
90.1
91.9

84.0
82.1
78.7

Source: Consensus Inc.
*The divergence index does not include the divergence on EUR/USD.
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South African Rand - ZAR
The South African Rand (ZAR) witnessed a significant
reversal since mid-June, depreciating by 6% against the
USD (to USD/ZAR 14.3) due to weakening international
sentiment related to deteriorating economic and
pandemic situation domestically and with larger than
expected inflationary pressures.

TAC ECONOMICS Projections
(Mixed econometric and RiskMonitor approach)

EUR/ZAR

Spot
Jul. 30

Dec.
2021

Jun.
2022

Dec.
2022
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Our models predict a continuous downward pressure on
the currency for the next 15 months. The favorable
global oil prices in 2021 will fail to strengthen the
currency considering the poor Covid-19 management
and in addition, the widening inflation differential with
the US will heighten the pressure on ZAR – expected to
reach USD/ZAR 15.5 by 2022H2.
Econometric Projections
Our econometric models demonstrate a consistent
weaking of the Rand for the next 15 months. The
advantage of the improvement in the brent prices in
2021 (75$/bl) on the currency will be neutralized by the
fragile sanitary conditions (a third wave of Covid-19
infections since June) impacting economic activity and
hence limiting a strong rebound. In addition, the
expected widening inflation gap with the US in 2022H2
will add further pressure on the currency. Despite the
current inflationary pressures, (+4.9% y/y in June), the
central bank has retained the policy rate (3.50% since
Aug. 2020) to support economic activity. All of which will
diminish capital inflows into the economy. Hence ZAR is
expected to weaken (around -8% against the USD) from
2021Q4 -2022Q4 and will approximately be at USD/ZAR
15.5.
RiskMonitor Analysis
The Economic & Financial Risk rating continued to
marginally improve in 2021Q1 (44.4-C) with modest
improvement in our leading indicator for domestic
demand (on the Cyclical Balance). Meanwhile the current
challenging economic conditions are reflected in our
more elevated short-term Risk ratings
Consensus Projections
end-of-period value against Euro*

Mean Divergence
Aug. 2021
Oct. 2021
Jul. 2022
Dec. 2022

17.0
16.9
17.7
17.9

11%
17%
30%

Max

Min

17.9
18.8
19.9

16.1
15.9
14.6

Source: Consensus Inc.
*The divergence index does not include the divergence on EUR/USD.
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Turkish Lira - TRY
The Turkish Lira remains weak since it started losing
stream in February 2021 (-19% against the USD till date)
given the poor investors’ confidence due to the
perception of erosion in CBRT’s independence and
political signals of monetary easing during the times of
heightened inflation.

TAC ECONOMICS Projections
(Mixed econometric and RiskMonitor approach)
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A continued weakening of the Turkish Lira is predicted
by our models for the next 15 months given the erosion
of the CBRT’s credibility and likely widening of inflation
differential with the US, which will overwhelm a strong
economic recovery. Hence, the Lira between 2021Q32022Q4, will lose value (close to -16% against the USD)
and will be at USD/TRY 10.04 (and EUR/TRY 11.2) at the
end of 2022.
Econometric Projections
A key challenge for the stability for the Turkish Lira that
eludes the models is the unpredictability of the CBRT due
to persistent political interference. However, the new
governorship has restrained from any unexpected moves
to further ruffle the markets and has retained the policy
rate (at 19% in July 14) to reign in the inflationary
pressures (+17.5% in June).
Our econometric models, although each considering
various parameters, point unanimously towards a weak
Lira, varying only in timeline of the downward pressure.
In the next 15 months, currency will be
disproportionately influenced by the expected widening
of inflation differential with the US and the CBRT’s
reluctance to increase the policy rate, or on the contrary,
decrease the rate. This is likely to overshadow the
support to TRY from a strong economic activity. Hence
between 2021Q3-2022Q4, TRY will lose value (close to 16% against the USD) and will be at USD/TRY 10.04 at the
end of 2022.
RiskMonitor Analysis
Economic & Financial Risk ratings continued its mild
deterioration (53.6-C in 2021Q1) as the higher share of
speculative capital flows deteriorated the forex reserves
quality (on the Foreign Exchange Balance) and the
escalation of the leading of index domestic demand (on
the Cyclical Balance) denotes overheating the economy
Consensus Projections
end-of-period value against Euro*

Mean Divergence
Aug. 2021
Oct. 2021
Jul. 2022
Dec. 2022

10.4
10.6
11.3
11.7

9%
9%
24%

Max

Min

10.8
11.1
12.7

9.8
10.1
10.0

Source: Consensus Inc.
*The divergence index does not include the divergence on
EUR/USD.
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3. Methodology
This document and the analysis on currency projections are
based on the combination of two different sets of
quantitative tools, associated with in-depth qualitative
review and process of “challenging the models”.
A first set of quantitative tools uses traditional econometric
equations relating nominal exchange rates (against the USD
or EUR depending on the monetary / fx regime adopted by
local authorities or de facto) with underlying
macroeconomic variables usually considered as having a
large impact on EM currencies: this includes notably growth
differential (with mature economies) and outlook, inflation
and interest rates (including levels, changes and gaps with
US), sensitivity to overall risk appetite / aversion, and
commodity or oil prices. Estimations are calibrated on a long
period (at least early 2000s) in order to capture as best as
possible trends and underlying forces. The robust estimate
is afterwards associated with Monte Carlo simulations based
on observed ranges for explanatory variables and
incorporating covariances across variables.

relations between economic variables and degree of specific
imbalances, and between such imbalances and degree and
nature of risk, and is based on datamining techniques that
do not require scenario construction on explanatory
variable. RiskMonitor outputs including an Exchange Rate
Risk Rating, the level of which is associated with a nongaussian distribution of probability for the exchange rate.
RiskMonitor also provides Early Warning Signals for
unexpected / systemic shocks, including on the currency
value.
The econometric equations and RiskMonitor outputs are
providing two different sets of probability distribution at the
18-month ahead horizon. The overall quantitative result and
currency projection is based on a mixed model combining
the two sets of probabilities with equal weighting.
Finally, the quantitative results are commented, and
sometime nuanced, by the more qualitative / policy driven
analysis on currency development and outlook.

The second set of quantitative measures is based on outputs
from TAC ECONOMICS’ proprietary tool for country-risk
assessment RiskMonitor. This tool is based on non-linear
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Your contacts at TAC ECONOMICS

Technical questions / hotline
TAC ECONOMICS team is available for any economic, financial, technical questions and requests at the following e-mail address:
hotline@taceconomics.com

Customer relation
For any question relative to your subscription, please contact us by e-mail at taceconomics@taceconomics.com

Tel +33 (0)299 39 31 40
Web: http://www.taceconomics.com
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