11 December 2017
Special Report: EMFX Outleck 2018: Growth-led Revaluation

iZ4R is one of the cheapest currencies in the world on

ithe agaregate of our three valusation metrics

iGouth Africa’s trade balance has moved to a record-
high surpius, compressing the current account deficit
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Which EM currencies wili iag?

The main risks to EM FX are USD strength (and FX-
I g inuce P in LIS ratas) and a morse
dramatic slowdown in Chinz. In terms of timing,
although dovish current pricing could trigger some
bouts of rates repricing earlier in the year, we expeact
inflation and policy risks to build in the latter part of the
year and especially in 2019 when output gaps will be
much narrower. Bear in mind that QE unwinding will
be very gradual with net core CB purchases until 2019.
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iy Chira, our economists expect growth to slow in the
first half of 2018 due to property and financial sector
tightening (which is already underway). However,
despite an expected slowdown from current elevated
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levels, growth is forecasted to remain above 6% in H1;
morecver, it is expected to then rebound back towards
6.5% later in the year on renewed policy loosening. As
such it is unlikely to derail EM FX appreciation,

A orepeat of © pred WiE Ses

the HEy e bhouts of reprnioiyl 88 comparabie o hose
af 2017, EM real rates have improved this year and
they will likely continue to improve in 2018, Compared
to 2013, for example, real rates are higher, external
imbalances reduced and FX reserves are greater,
Further, real rates could rise next year for a number of
EMs= as there is less room for accommodation in 2018.
Asia is where tightening begins, but across most EM
the sasing cycles are coming to a close,

eSS very unlikely

iHigher real rates ve, 2013, especially for high-vieiders
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so, deapite recent inflows, positioning remainzs a lot
Hgiier when compared with pre-GFC and pre-tantrum
levels (chart). Local markets (and equities, in particular)
have yet to refill as EM grows.

?EM fiows: Oniy a partial refill post-tantrum
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When we narrow the focus on domestic developments,
valuations or external vulnerabilities we believe that
COP, A, and ILE will lag. LatAm is naturally most
exposed to a China slowdown (less so MXN in this
case).
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