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Executive summary

« The majority of Asian currencies have recorded notable gains against the US dollar this
year, despite ongoing Fed tightening. Following the steep increase in US rates in early
autumn, which reminded investors of the taper tantrum in 2013, the Asian FX returned
to appreciation mode. This will likely continue in 2018, albeit at a much slower pace, as
the currencies are now closer to their fundamental values. We also expect appreciation
of the USD in the first part of the year, also slowing the pace of the gains.

« USD/CNY has stabilised in a range 6.60-6.65, and we expect it to continue range-
trading for H1 2018 and then a gradual appreciation of the CNY towards 6.50
USD/CNY at end-20109.

» The biggest events in Asia next year will be centred in China, Thailand and Malaysia.
China’s Party Congress, which took place in October, did not result in any immediate
change to the country’s economic policy stance. The more concrete policy measures
are rather expected from the National Party Congress in early March and the central
economic working conference in December. General elections will be held in the other
two countries. You can read more about the 2018 calendar here.

* Our relatively bearish pick: PHP.
« Our relatively bullish picks: INR and MYR.
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https://e-markets.nordea.com/#!/article/41763/emerging-markets-the-2018-calendar

Asia: Good economic momentum, acceleration in Indian inflation

« Economic momentum continues at robust
levels with the Asian, export-focused
economies reaping the benefits of the
current, synchronised global expansion.

» |nflation remains under control and at
relatively low levels in most countries.

* Inflation accelerated to 4.9% yly in India,
mostly driven by a rise in fuel and food
prices. Due to accelerating inflation, we
now expect the RBI to stay on hold until
end-2018.

» Looking into 2018, markets expect to see
further rate hikes in South Korea as well
as central banks in Taiwan, Singapore
and Malaysia, embarking on a tightening
cycle as well.
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Asian FX: MYR shining bright
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EM Asia FX performance vs USD, YTD
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» Asian FX continued to wipe out the losses
recorded in early autumn, when the EM
currencies experienced a general sell-off.

« The VND and the IDR weakened against
the USD, while the MYR has clearly
outperformed all other currencies.
Despite the 10% strengthening recorded
YTD, we expect the MYR to continue
appreciating against the USD, as it is still
significantly overvalued related to
fundamentals.
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» We continue to expect stronger USD in
the coming months, which is likely to limit
the potential appreciation of the Asian
currencies, but we still expect them to
perform well.
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growth-acceleration-and continued foreign
interest in Indian assets. Nordea




China: Growth is slowing down, but only gradually

» The Chinese economy is gradually
slowing down. The Party Congress did
not signal a shift towards a policy
tightening or major reform policies. Thus,
we expect growth to slow down, but only
slightly to around 6% in 2018, as the
housing sector cools down and credit
growth slows.

 Although the PBoC announced a
marginal increase in rates on central bank
operations on 14 December, we do not
expect any rate hikes in the benchmark
lending rates next year. That is mainly
due to the government’s willingness to
keep corporates’ interest rate costs under
control. In the long run, higher rates in the
US and eventually also in the Euro area
may increase the downward pressure on
the CNY and could imply higher rates (or
a return to tighter capital controls), also in
China.
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CNY: Renminbi continues to follow the basket

* CNY has continued to follow the CFETS 2% UsDbn Hot money flows into and out of China uspbn| %
basket with a small margin in recent 1001 - 100
weeks 0 \ NN A A A /\/\ A 0

| RV Ll g
-100 - +-100

* The spread between the CNY and the
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. = Banks' FX purchases

months, and net capital flows have 3001 Pt money infiow [ -300
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for most of 2017. 14 15 v

e The calm situation has allowed the 115 index (31/12/2014=100), down is wegker 115
authorities to continue loosening the 110/ 110
implementation of capital restrictions. s o
This is confirmed by the grass-root level
evidence. 1007 100

951 B o Wuiy e A g € R
« We expect the CNY/USD to be stabilised Sy
around 6.65 to at least mid-2018. Nl W e -
85 -|Green: strong UgSD, weak bilateral; Red: weak USD, weak basket Ll 85
‘JFMAMJJASOND‘JFMAMJJASOND
16 17

Source: Nordea Markets and Macrobond

Nordea



HKD: Trading at parity

* The HKD hovers around the parity value 790 s b/HKD HKD spot and forward pips | 500
of USD/HKD 7.80 while the 12-month 785 - 300
forward points remain within the lower 780 ] 122
area of the band. 275 | --300

+-500

* Following the December Fed hike, the T — o
HKMA also delivered a 25bp hike, . Diff between 12M US Libor and HK Hibor
thereby mirroring the Fed’s move. Even °0 >
though the move did increase the 12- 041 ‘ 04
month HIBOR rate, the difference PRMANS AN R AN Ao
between US Libor and HK HIBOR 2001, R

% %

remains at the previous, high level.
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around the middle of the peg band in the 1501 | =
coming months. 125 ] 1 125
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India: Accelerating growth in 2018

* India’s Q3 GDP growth came in at 6.3% Mg Policy rates and repo rate corridor %-points | +°
yly, up from 5.7% y/y in Q2. The higher 101 —Repo Rate —Reverse Repo Rate s Repo rate coridor, rhs 3
growth rate was primarily driven by higher ¢ 30
fixed investments and less drag from net 81

F2.5

exports due to lower gold imports. Afallin 71 20
government spending counteracted the 61 15
Increases to a lesser extent. 51 10
4 +0.5
» The accelerating growth is in line with our .| .
view that the Indian economy will perform 01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17
better in 2018 than this year, as the 175 e e e s
. . % points Contributions to GDP growth % points
cooling of the economy is only temporary 150- (New expenditure approach) - 150
due to shocks from e.g. the bl o
demonetarization. 751 75
. . 5.0 5.0
* Inflation has clearly picked up from the 25 Y
low levels during the summer and came 2: 2‘;
in at 4.9% yly, which is in the upper area o o
of the tolerance band. We expect the RBI 75| =RealGDP,%y/y =Netexports  =Investments - 75
= Stat. discrepancy = Public spending = Private consumption L -10.0

to stay on hold in 2018. 4100
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INR: Strength due to robust growth and capital inflows

* While the INR weakened during the
autumn, it seems to have stabilised
around 64-64.50 USD/INR at the
beginning of December, which is in line
with the stabilisation of net foreign
inflows.

We continue to expect that the INR will
strengthen as the growth momentum of
the economy improves and reforms
continue. Our short-term target is
USD/INR 63 by mid-2018 and 62 by end-
20109.

In the medium to long term, growth will
likely benefit from the bank
recapitalisation programme, which will
help increase credit growth, and from
reforms to improve conditions for
businesses.
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IDR: Stable outlook

The IDR has been rather stable recently
and traded between 13.500-13.600 since
the beginning of October.

As central banks in advanced economies
tighten their monetary policies, the IDR
may come under pressure, which may in
turn lead the Bl to raise interest rates.

However, if growth continues to be
around or above 5%, then the current
high inflow of FDI should be sustained,
which will take off some of the pressure.
As such, we expect the IDR to be rather
stable over the coming months, unless
the domestic macroeconomic
environment worsens notably.
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KRW: Further rate hikes may strengthen the KRW

South Korea monetary policy % |

» The BoK raised its policy rate by 25bp to
1.50% at the November meeting, and
further rate hikes are expected in 2018 as 4|
the economy continues to grow at a
robust pace.

Inflation target 2016-18

« The KRW has recently strengthen against

| =CPlyly

the US dollar, and we expect the won to "~ policy rate B
continue to do so as the policy rate is ol 04'”:;"’”;:'96;:3”:8 T
hiked further and as the current account
balance is expected to improve again in 1275 | — 1075
2018. 1250 L1250

12254
» The BoK does not expect the strength of ij:
the KRW to affect exports negatively to a |

1150

+1225
1200
+1175
+ 1150
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great extent, even though further 1125 | 1125
strengthening may have an adverse 11001 1100

. 1075 +1075
negative effect on low-value added 1050 1050
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pl’Od ucts. 1025 A Consensus forecast[- 1025
1000 - Implied forward | 1000
» North Korea continues to constitute the e A
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MYR: Rate hike in January and further strengthening in sight

4.75
USDMYR USD/bbl

« The Malaysian economy continues its
high growth momentum in Q3 with growth | i price rent, rns ,"V
of 6.2% yly. The robust growth is ol \J*‘L
expected to continue in 2018.The growth
momentum has recently made the BNM
turn more hawkish as growth is more
broad-based, and the BNM is expected to N UJ'\,,,J,JNM"
hike its policy rate in January with 25bp z: '
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* However, uncertainty about next year’s
election may affect the rate decision in
January. The current prime minister Najib
Razak has gained popularity recently
after a rough couple of years and is
expected to stay in power after the
election that must be held before August. ] —Real GDP = Gross capital formation

= Net exports = Private consumption
-10 = Public consumption

« The MYR still has potential to appreciate

06 07 08 09 10 11 12 13 14 15 16 17

on the back of the good growth

robond

13 momentum, current account surplus and
overall good fiscal balance.
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PHP: Higher imports likely to weaken the PHP further

. T : 0 : 52 |52
The Phllllpplne economy grew 6.5_9 Yoylyin USD/PHP o
Q3, beating consensus expectations of 50 { 50
6.5% yly. The current growth momentum o e
is likely to be supported by a new tax a7 a7
reform whose increase in tax revenue will ~ */ o
be used to finance new infrastructure. 4 a4
Generally, the Philippine economy is = o
performing well and Fitch recently raised 2 a1
the|r SOVGI’eIgn l‘atlng tO BBB 407‘ Imp‘lied forw?rd Fonsensu‘s forecas‘t—USD/f’HP | | L 40
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« In November inflation dropped to 3.3%, 25 s

. . . . % of GDP Current account % of GDP

which was the first drop in five months. 100 100
However, with the expansionary effect of P
the tax reform and the current momentum s L 25
of the economy, price pressures are 001 i r 00
. . -2.5 r -25
expected to increase, which may lead to ol -
a rate hike in H2 2018. 751 - 75
-10.0 4 r-10.0

e The PHP is expected to depreciate as 125 1 — Current account balance = Primary income L 125
. . . -15.0 4 Secondary income Goods & services L 150
infrastructure investments increase the T

need for imports, further increasing the
current account deficit. Nordea



SGD: The MAS might hike in April

1.50 r1.50
UsD/SGD

« The Singaporean economy is expected to
continue its growth of around 3% yl/y in
2018, where especially exports of tech
products will benefit the country in the
coming year, as global trade is set to
continue to improve.
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households, limiting the potential for
higher private consumption.

1%y MAS core inflation %yly|

= MAS core inflation
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hikes and to a lesser extent rising core 3
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» The SGD will appreciate slightly against
the USD in the coming months.
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THB: Moderating current account limits scope for further
strengthening

16

The Q3 GDP numbers of 4.3% y/y beat
the consensus expectation of 3.8% yly.
The growth rate for the full year is
expected at 3.9% yly, which is a large
improvement relative to last year.

The BoT kept rates unchanged at its
latest meeting and is expected to keep
them unchanged during next year, as
they find it sufficient to support economic
growth and bring back inflation.

The general election is expected to be
held in November 2018, but there is
uncertainty about whether the military rule
will stick to this plan. Currently, no political
activity is allowed.

While the THB has performed well in
2017, the potential for further
strengthening is limited as the current

%, reversed

+ 0.6
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TWD: New central bank governor in 2018

Q3 GDP growth came in at 3.1% yly,
which was primarily driven by exports and
private consumption. The positive and
robust growth is expected to continue in
Q4 and well into 2018.

The central bank is expected to keep
rates steady until a new Governor has
settled, but then the markets expect two
rates hike in H2 2018. A rate hike will be
needed due to robust growth and the
expected tightening in the advance
economies.

Markets expect a small appreciation of
the TWD against the USD, but many
guestions whether the central bank will
allow it as it hurts exporters. Some drops
in TWD in the past weeks raise the
guestion about whether the central bank
has intervened.
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VND: Stable rates and stable currency

22900 - 104
VND per USD Indexi103

102

« The Vietnamese economy is one of the
fastest growing in Asia, which is expected

. . N 22700 - ”.\‘/mﬁ :101

to continue in 2018. Growth is likely to be oo oo
mostly driven by investment due to large o
FDI inflows. = - 9%
22400 - 95

22800

94

 The main risk is centred around the 22300 | e e - 93
financial sector, where there is an 22200 o
increasing number of non-performing As 0N D ) F M A M Lpoa s o
loans in the banking sector and high
public and private debt levels. 01, . | 30

» The VND has been stable during 2017, 251 [
and the central bank intends to keep it so 20 I
for the rest of the year, arguing that
foreign reserves of USD 45bn is a buffer " e
large enough to stabilise the money 10, 10
market. 57 .

. ‘Lv/‘m
* Interest rates are likely to be kept on hold o | = Refinancing rate D'scount rate =Inflation rate " |

05 06 07 08 09 10 11 12 13 14 15
Source: Nordea Markets and Macrobond

for the time being, while the long-term

potential-of the VND remains-intact.
Nordea



Nordea

MARKETS

Update on Asia and selected Asian countries
Financial forecasts

Contacts & Disclaimer

20
23



Financial forecasts — FX rates

Exchange mtes vs EUR Exchange mtes vs USD

151217 3M 300618 311218 311219 151217 3M 300618 311218 311219
EUR/MUUSD 118 113 117 120 126 - 000 000 000 000 000
EUR/JPY 13240 126 56 134 55 140 40 15120 USD /JPY 112 26 112 00 11500 11700 12000
EUR/DKK 744 744 745 745 745 USD /DKK 631 658 636 621 591
EUR/SEK 998 950 925 915 900 USD /SEK 846 841 791 763 714
EURNOK 981 910 890 850 850 USD/NOK 832 805 761 708 675
EUR/GBP 088 091 090 088 085 GBP/USD 133 124 130 136 148
EUR/CHF 117 116 117 118 120 USD/CHF 099 103 100 098 095
EUR/PLN 422 430 415 410 400 USD /PLN 357 381 355 342 317
EUR/RUB 6936 6724 7020 70 80 75 60 USD/RUB 5881 5950 6000 5900 6000
EUR/ACNY 779 751 778 792 819 USD/CNY 661 665 665 660 650
EUR/NR 7582 72 32 7371 75 60 7812 USD/NR 6429 6400 6300 6300 6200
EUR/BRL 391 3.3 336 384 391 USD /BRL 332 330 330 320 310
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Financial forecasts — rates

M onetary polcy rates,$ 3-m onth mtes,$%
151217 3M 30518 311218 311219 151217 3M 30618 311218 311219
Us 125 150 175 225 300 Us 139 160 185 235 310
Japan -010 010 010 010 010 Eurm area 033 035 035 035 005
Euro area -040 -040 -040 -040 015 Denm ark 031 -030 -030 -030 005
Denm ark 0565 055 0565 065 -040 Sw eden 058 -050 -040 -015 035
Sw eden -050 -050 -050 025 025 Now ay 075 085 085 085 110
Nomw ay 050 050 050 050 075 UK 052 055 055 055 055
UK 050 050 050 050 050 Poland 173 170 170 200 225
Sw itzerland 075 075 075 075 050 Russia 838 815 770 720 670
Poland 150 150 150 200 250
= e 825 800 750 700 650 10 yeargovemm entbenchm ark yelds,%
China 435 435 435 435 485 151217 3M 30618 311218 311219
hdia 600 5175 550 550 575 Us 233 250 290 325 355
Brazil 750 700 700 700 750 Eum area 034 045 050 080 115
Denm ark 043 055 0170 090 130
Sw eden 078 080 125 140 200
Nomw ay 1561 165 180 205 250
UK 125 135 150 165 190
Poland 345 325 350 350 350

21 Nordea
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