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Important Disclosures
This document contains the views and opinions of our Global

Economic Research and Strategy Team (Claire Dissaux and

Meena Bassily)) as 15 April 2019 and does not necessarily

represent the views and opinions of Millennium or any of its

Portfolio Managers.

This document has been prepared by Millennium Global

Investments Limited ("Millennium") solely for the purposes of

providing background information on certain investment strategies

offered by Millennium (“Strategies”). Millennium is authorised and

regulated by the Financial Conduct Authority and registered as an

investment adviser with the Securities and Exchange Commission.

Registration with the SEC does not imply a certain level of skill or

training.

The Financial Conduct Authority can be contacted by

telephone on +44 207 066 1000 or in writing to: Financial

Conduct Authority, 25 The North Colonnade, London E14 5HS,

United Kingdom.

This information contained in this document is intended for

Professional Clients (or Elective Professional Clients) only.

Millennium Global does not target retail clients and our

services are not suitable for, nor will they be made available to

retail clients.

In the United Kingdom, this document is only available to persons

who are: (i) investment professionals within the meaning of Article

19 of the Financial Services and Markets Act 2000 (Financial

Promotion) Order 2005 ("FP Order") or Article 14 of the Financial

Services and Markets Act 2000 (Promotion of Collective Investment

Schemes)(Exemptions) Order 2001 ("CIS Order"); (ii) high net worth

companies and certain other entities falling within Article 49 of the

FP Order or Article 22 of the CIS Order; or (iii) any other persons to

whom such communication may lawfully be made, including in

accordance with the relevant provisions of the FCA Conduct of

Business rules. This document is not intended for distribution in the

United States or for the account of US persons (as defined in

Regulation S under the US Securities Act of 1933, as amended (the

“Securities Act”)) except to persons who are “qualified purchasers”

(as defined in the US Investment Company Act of 1940, as

amended (the “Company Act”)) and “accredited investors” (as

defined in Rule 501(a) under the Securities Act). It must not be

acted, or relied, upon by any other persons.

The information contained in this document is strictly confidential

and is only for the use of the person to who it is sent and/or who

attends any associated presentation. Distribution of this document

or the information herein to any person, other than the person to

whom this document was originally delivered and such person's

advisors, is unauthorised. Any reproduction or publication of this

document, in whole or in part, or the disclosure of any of its

contents, without the prior consent of Millennium in each such

instance is prohibited.

Distribution of this document may be restricted in certain

jurisdictions. This document is not intended for distribution to, or use

by any person or entity in any jurisdiction or country where such

distribution or use would be contrary to local law or regulation, and it

is the responsibility of any person or persons in possession of this

document to inform themselves of, and to observe, all applicable

laws and regulations of any relevant jurisdiction.

There can be no assurance that professionals currently employed

by Millennium will continue to be employed by Millennium or that the

past performance or success of any such professional is indicative

of such professional’s future performance or success. This

document is not, and should not be regarded as investment advice

or as a recommendation regarding any particular investment or

Strategy, or market(s) in which to invest.

Nothing in this document should be construed as an offer,

solicitation, invitation, marketing of services or products,

advertisement, inducement, or representation of any kind, or as an

opinion on the merits or otherwise, of any particular investment,

investment strategy or market in which to invest. Any examples of

Strategies or trade ideas are intended for illustrative and/or

educational purposes only, and are not indicative of the historical or

future Strategy or performance or the chances of success of any

particular Strategy. You should consult your investment, tax, legal,

accounting or other advisors about the matters discussed herein.

Millennium, its affiliates and clients may, as at the date of

publication, have a long or short position in the investments

covered in this document. We intend to continue trading in the

relevant investments and may at any time be long, short or

neutral these securities (or any other securities of the same

issuer) or any related securities, regardless of the position or

views expressed in this document.

The views and opinions in this document are not guaranteed nor

intended to be complete, and material aspects of the descriptions

contained herein may change at any time. Millennium and its

employees have no obligation to provide recipients hereof with

updates or changes to the information contained in this document.

While every care has been taken in the compilation of this

document and every attempt has been made to present up-to-date

and accurate information, we cannot guarantee that inaccuracies

will not occur. Neither Millennium, its portfolio managers nor any of

its employees will be held responsible for any error or omission

and/or any claim, loss, damage or inconvenience caused as a result

of reliance on information contained in this document.

Past performance of any Strategy shown herein is not a guide, and

should not be construed as a guarantee of future performance as

the value of any Strategy or investments may fall as well as rise,

and an investor may lose all or a substantial amount of their

investment.

Certain portions of the information contained in this document may

constitute forward-looking statements, views or research opinions.

Due to various uncertainties and actual events, the actual

performance of the economy may differ materially from those

reflected or contemplated in such forward-looking statements, views

or opinions. As a result, investors should not rely on forward looking

statements, views or opinions in making any investment decisions.

Any models contained in this document have been provided for

discussion purposes only. There can be no assurance that any

investment opportunities described in such models will become

available to any Strategy or to Millennium. Likewise, it should not be

assumed that any investments described by these models would be

profitable if implemented. It should not be assumed that any trade

or illustration contained in this document would be implemented by

Millennium or that it would be profitable if implemented.
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Key Currency Views
• We look for global growth to bottom, which should

lead to a re-pricing of interest rate markets

looking for elevated odds of recession. Such a re-

pricing would likely go alongside macro

differentiation across developed economies and

currencies in our view. The Fed being firmly on

hold and the shift in its reaction function to a focus

on increasing inflation expectations reduce

recession risks in the near term but combined

with fiscal policy raise hard landing risks over the

medium term. Hence a rebound in US growth in

Q2 should lead to interest rate cut expectations

being pared back in 2019 but less so for 2020 in

our view.

• In contrast, a number of developed market central

banks in Europe (e.g. Norway, Sweden, UK, Euro

area) in theory have more work to do than the

Fed to return to neutral rates if growth were to

recover. We believe growth will be solid enough in

Norway to justify another rate increase in Q2,

likely to benefit NOK, but that a moderation in

growth in Sweden increases the chances of the

next rate hike being delayed while it will take a

rebound in hard data in the Euro area to revive

rate hike expectations for 2020-21. Signs of

growth rebalancing towards investment and non-

energy exports in Canada could challenge market

pricing of the BoC in turn benefiting CAD.

Potential for rate support for AUD to be rebuilt

in our scenario for terms-of-trade gains to filter

through the domestic economy

• The case for repricing BoE’s interest rate path to

tightening is weak in our base case of a long

extension to Article 50 and domestic political

uncertainties that will likely keep growth below

trend. Relative cyclical dynamics combined with

the long term cost of exiting the single market

point to significant downside risks for GBP vs.

EUR, at a time when it no longer discounts a

Brexit premium in our view.

• Despite the dovish Fed pivot, we see only small

downside risks to the USD. We look for

EUR/USD to remain range-bound with risks to the

upside and USD/JPY to be sideways. Higher US

inflation expectations are still seen as positive for

sustainable growth, hence the link with real rate

differentials has been broken for EUR/USD and

USD/JPY. USD has benefited instead from its

high carry in G10 and stronger relative cyclical

momentum. While the former remains in place,

we believe cyclical dynamics are largely priced by

the USD. A rebound in growth in the rest of the

world, in particular China/EM and stabilisation in

the Euro area, is likely to reduce tailwinds for the

USD. The downside risks from the USD that stem

from structural factors, including wide twin deficits

and policy risks, are unlikely however to fully

materialise until its carry advantage is somewhat

eroded.

• We see a selective case for EM carry amid a

bottoming in global growth and dovish central

banks. Among high yielders a constructive

growth/inflation mix and attractive carry-to-

volatility ratios point to RUB and INR as buy

opportunities provided sanction risk (Russia) and

election risk (India) continue to fade. We also

favour MXN and ZAR for cheap valuations and

sensitivity to global growth expectations.

• We look for a roughly stable CNY amid a

resilient property sector and ahead of a trade deal

with the US. We have shifted from bearish to

neutral on KRW vs. USD, on the basis of

increased fiscal stimulus in Korea and early signs

of a bottoming in the semi-conductor cycle. While

cyclical factors should be less of a headwind for

KRW, structural factors remain mixed, with the

current account surplus fully recycled by capital

outflows but valuation still cheap. We look for

SGD to reverse its outperformance vs. regional

peers as external headwinds have spilled over to

the domestic economy and the SGD basket is in

the expensive part of the band.
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USD Outlook
• While significant negative wealth effects were

recorded for households in Q4 2018, the

resilience of the labour market and the rebound in

consumer confidence point to a still solid income

growth, in turn supporting a rebound in private

consumption in Q2 in our view. The inflation

outlook remains subdued in 2019, partly due to

imported disinflation amid risks of low Chinese

PPI inflation and a strong USD.

• The Fed will likely remain on hold for the rest of

2019: there is no appetite from the Fed to resume

tightening unless growth accelerates well above

trend and inflation expectations are rising; the

recent easing in financial conditions which has

been triggered by Fed’s dovish shift could

reverse abruptly at this late stage of the credit

cycle. It is unlikely in our view that the Fed

resumes tightening in 2020 when a fiscal cliff

happens, elections are scheduled and the Fed

formally adopts a new framework after reviewing

in June 2019.

• The chances of a soft landing of the US economy

have receded in our view. The Fed’s new focus

on the symmetric inflation target also boosts

growth in the near term at the expense of either

sharp monetary tightening or unsustainable credit

imbalances over the medium term, eventually

causing recession.

• The correlation between US bond yields and

equities has remained positive. Until this

correlation sharply drops towards negative levels

the market sees little risk of high and rising

inflation that would hit growth. In turn, with global

growth stabilising this should remain a risk-

positive environment while low US real interest

rates and a flat yield curve are likely to remain a

drag for the USD over the coming months.

• Over the medium term, the USD index looks

vulnerable to a correction in view of expensive

valuation vs. major currencies, widening twin

deficits and an end to the business cycle. The

catalysts are likely to be a correction in US

equity/credit markets as increased risk taking

collides with slower growth momentum or

renewed policy risks in the US.

A rebound in consumer confidence suggests recent weakness 

in consumer spending will be partly reversed

Sources: Macrobond, Data as of January 2019

.

.

Source: Macrobond. Data as of January 2019.

.

.US relative cyclical dynamics already priced by the USD index 

Sources: Macrobond, Data as of April 2019

.

.

External sources of reflation removed as the USD has 

strengthened and China’s imported inflation slows 
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EUR Outlook
• We think growth may improve in Q2 given green

shoots in Asia, supportive labour market conditions

and better domestic demand. However, uncertainty

is high given weak signals from PMI surveys, a

slowdown in German manufacturing, and risk of a

prolonged downturn in Italy. If Q1 growth comes out

at around 0.2% QoQ, as we expect, then a rebound

will be needed to reach ECB’s 1.1% forecast.

• The ECB is debating the merit of a tiered rate system

to support banks by exempting part of their deposits

from a negative deposit rate. In our view this would

only be introduced if Euro area inflation expectations

became unanchored, and the ECB deemed it

necessary to extend their current guidance for no

rate hike to well beyond 2019, or, to cut interest rates

further. Our base case is such measures will not be

needed; supercore inflation is in an upward trend

and wages are rising. Additionally, the new TLTRO

lending conditions may be less attractive than the

last, with the maturity of loans halved to two years.

Fiscal policy may also be more important for the

growth outlook given limited space for monetary

easing. A fiscal multiplier of ~0.8x for the Euro area,

as estimated by the OECD, suggests the fiscal

impulse to add around 0.3pp to Euro area GDP

growth.

• In Italy, a deeper downturn and its implication on

fiscal policy and debt sustainability are key risks. It is

highly likely the 2019 budget target of 2.04% of GDP

will be significantly missed as growth is disappointing

their assumption, increasing the risk of confrontation

between Italy and the EC in their budget discussion

in April.

• In the European Parliament election populist parties

are expected to increase their seat share to near

30%. This does not threaten the mainstream parties’

ability to pass legislation and elect their preferred EU

president. The risk is whether populists win more

than 30%, or, whether they form alliances with one

another.

• We think EURUSD will remain range bound as a low

outright yield differential offsets a cheap valuation

and favourable balance of payments. We do see

small upside risk to the range given an already

dovish pricing of monetary policy and a potential

bottoming of growth.

Change in nominal yield differentials has been in favour of 

EURUSD

Sources: * Goldman Sachs indicator. Macrobond. Data as of December 2018.

German and Italian growth remains challenged and below trend

*Average of 2y, 5y and 10y rate. Source: Macrobond. Data as of March 2019

Source:, Macrobond. Data as of February 2019

Market measures of inflation expectations have fallen too far
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• Even with slow growth, the economy has been

growing above (sliding) potential so that the labour

market has been tight and wage inflation well

above productivity growth, which has kept the BoE

on a (weak) tightening bias. However even in the

case of a non disruptive Brexit scenario in the

near term, we do not look for any imminent hike

by the BoE (likely to stay unchanged in the next 6

months in our view) given downside risks to

growth.

• Brexit uncertainties have been a severe drag for

investment, which has underperformed over

recent quarters compared to other major

economies. Meanwhile, consumption has been

resilient despite low savings rate, partly thanks to

strong employment growth and accelerating wage

inflation. Some resolution of Brexit issues should

support investment in the near term but business

surveys point to slower job creation ahead, closer

in line with the pace of GDP growth.

• In addition to a weaker job market, the negative

wealth impact from the deterioration in housing

market, with the RICS survey pointing to a sharp

fall in housing prices, is likely to dampen

consumption.

• We believe that GBP no longer incorporates much

of a Brexit premium despite the remaining

uncertainties. GBP now scores too expensive vs.

EUR based on a mix of interest rate differentials.

Similarly, relative cyclical dynamics suggest GBP

has scope to weaken vs. EUR. We see the BoE

remaining on hold in Q2 and Q3 2019 as growth

remains below trend and Brexit uncertainty

remains.

• From a structural point of view, BoP support for

GBP is likely to fall as the UK exits the EU. A fall

of inward FDI to the UK in the wake of Brexit,

which could reach 30% according to some

studies, and continued portfolio outflows would

lead to a deterioration in the basic balance that

would be consistent with GBP around 12%

weaker on a yearly basis (or EUR/GBP around

parity) on our measure. This impact has yet to

materialise as net FDI flows have remained

positive over recent quarters.

An unusual disconnection between employment and investment

Source: Macrobond. Data as of October 2018

.

GBP Outlook

GBP TWI likely to be around 12% weaker on a yearly basis if FDI 

inward flows are reduced sharply after Brexit

Sources: Macrobond. MGI (forecasts) Data as of March 2019

Source: Macrobond. Data as of September 2018

.

Very low household savings rate may need to rise as housing

market risks collapsing according to RICS survey
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CAD Outlook

CAD: BoC survey suggests that fixed investment should rebound 

from the collapse in Q4 2019

Sources: Macrobond. Data as of December 2018.

JPY: A fall in US-Japan real rate differentials, USD/JPY 

disconnected

Sources: Macrobond. Data as of March 2019

Source: Macrobond. Data as of October 2018

.

• GDP growth is likely to slip below trend in H1 2019

and a resumption by BoC of policy normalisation

likely requires a pick-up to potential. The negative

wealth effect from lower housing prices could be

large; the household savings rate is near record low

and household debt service is at a cycle high of 13%

of income. But labour market slack has been

eliminated so that wage inflation should pick up in

our view.

• BoC can look through a soft patch in growth as long

as it comes alongside rebalancing. Stronger non-oil

exports and investment are key to growth

rebalancing as weaker housing investment and

consumption are expected. We suspect that the soft

patch in business investment may persist into Q2,

which is likely to delay BoC to raise interest rates to

Q4 2019 in our view.

• CAD strikes as about 10% cheap vs. USD based on

PPP while shorter-term valuation metrics based on

interest rate differentials, oil prices and relative

cyclical dynamics also point to attractive valuation.

For CAD to appreciate towards fair value, a bounce

back in domestic data is needed, that would likely

fuel a re-pricing of BoC interest rate path.

• We look for a contraction of GDP in Q1 2019 in view

of industrial production, investment indicators and

export data, but we expect a rebound in activity in

Q2 2019 as exports recover including to China.

Risks of recession are more likely to grow in 2020

as the impact from the consumption tax hike fully

plays out.

• Further de-escalation of the US/China trade war is

key to our scenario. Given the large weight of CNY

in JPY’s trade-weighted index, stability of USD/CNY

as part of the negotiations for a trade deal during Q2

2019 is also important.

• Risk to our base case: a 25% increase in US tariffs

on Japanese car imports, which is estimated to

reduce Japan’s GDP by around 0.2%.

• Despite the lack of support from nominal or real rate

differentials with the US and JPY’s very cheap

valuation vs. USD on our metrics, USD/JPY is likely

to grind higher alongside global equities in our view.

JPY Outlook Japan leading indicators closer to recession levels 
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The terms of trade boost has yet to filter through to higher 

incomes for consumers

Source: Macrobond. Data as of April 2019

Some rate support building for AUD vs. USD

Source: Macrobond. Data as of April 2019

AUD Outlook
• The divergence between slowing GDP growth and

still strong job creation have fuelled concerns that

the spillover from the housing sector correction

could have a lasting negative impact on

consumption, driving GDP growth below trend and

eventually require RBA to cut interest rates. We do

not share this view and see the RBA firmly on hold

over the coming quarter for 2 main reasons:

• The wealth effect is likely to remain missing. The

fall in housing prices is unlikely to lead to a sharp

rebuilding of household savings as it is

concentrated in key cities and the outlook for

household income has brightened, reflecting fiscal

stimulus and gradual wage inflation.

• Gradual wage inflation remains on track as labour

market slack has eroded. In addition, the pre-

election budget focused on personal income tax

cuts and infrastructure spending. We therefore

look for households’ disposable income growth to

firm as rising terms of trade and income growth

reconnect thanks in particular to the more

supportive fiscal stance. Hence households should

be able to gradually rebuild savings over the

medium term without cutting back on consumption

in the near term.

• AUD/USD is no longer expensive to interest rate

differentials. On the contrary, some interest rate

support should build up for AUD/USD in our view

as we see Australian interest rate markets as too

dovishly priced.

• AUD has been trading cheap vs. our short-term

fair value estimates, mostly because of its falling

correlation with iron ore prices. While higher iron

ore prices have so far mainly reflected lower

supply, we believe the rebound in Chinese

investment over the coming quarters should re-

establish the positive spillover from iron ore prices

to AUD.

• In addition, the BoP position has strengthened

thanks to large foreign direct investment, leading

to a basic balance surplus, which should provide a

sustained support to AUD/USD.

Source: Macrobond. Data as of October 2018

The negative wealth effect from housing prices has little impact 

on household savings behaviour as the labour market is resilient
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SEK Outlook
• We expect GDP growth to slow over H1 2019, as

the strong contribution from net exports in H2

2018 fades and housing investment weakens.

Business surveys point to a slowdown, including in

the manufacturing sector, which had shown

surprising resilience in view of the regional trends.

The output gap is expected to remain positive,

though is expected to decline by half this year. As

housing prices have shown renewed declines, this

moderation in growth decreases the need for

policy normalisation in our view.

• Core inflation forecasts by the Riksbank look

optimistic. As inflation expectations in surveys

have recently dipped, reinforcing the risk of

inflation disappointments, we believe the Riksbank

will stay on the side lines in Q2 and Q3 2019

despite current guidance for a hike in Q3 2019.

• Despite a cheap valuation vs. EUR on our metrics,

we look for continued underperformance of SEK

over the coming months. With 60% chance of a

full 25bp rate hike by end-2019 still priced in at the

time of writing, we believe the market could

reprice lower the interest rate path of the Riksbank

as financial stability concerns fade, growth

downside risks rise and inflation undershoots its

target.

Swedish industrial outlook has deteriorated sharply

Source: Macrobond. Data as of January 2019..

Sweden: Core inflation forecasts by the Riksbank look ambitious

Source: Macrobond. Data as of February 2019.

Norway: EUR/NOK has room to decline based on interest rate 

differentials 

NOK Outlook

Source: Macrobond. Data as of April 4th 2019.

• Above-trend growth, accelerating wages, higher-

than-target core inflation and the central bank’s

mandate on financial stability all point to the

Norges Bank’s differentiated policy stance, with

the potential for another rate hike as soon as

June 2019, which is not priced by interest rate

markets. Combined with a cheap NOK valuation

vs. EUR based on short-term metrics (e.g.

including rate differentials, oil prices, global risk

appetite), we see room for further NOK trade-

weighted appreciation over the coming months.

• Business surveys continue to point to a strong

labour market and resilient growth while the

recent rebound in housing prices should keep

Norges Bank on alert given the elevated

household debt burden.
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CNY Outlook

• Past monetary and liquidity easing starts to filter

through credit dynamics. Our yearly credit

impulse measure has improved to -3% of GDP

from a low of -8% at the end of 2018 and we

expect it to turn positive by mid-year as policy

transmission improves. In particular there is

anecdotal evidence of easier financing conditions

for SMEs.

• Domestic demand as proxied by investment and

retail sales has improved overall in Jan-Feb 2019

while external demand softened further. We

expect the surge in local bond government

issuance at the beginning of 2019 to translate into

rising infrastructure investment.

• The fiscal stimulus, which is biased towards tax

cuts rather than expenditure increases as in past

packages, will come fully into force in Apr-May,

with an estimated 1.5% of GDP widening in

augmented budget deficit for the year which

could translate into a 1% boost to GDP growth.

• Our view on CNY vs. USD has turned neutral

over the quarter from bearish in Q1 2019, for the

following reasons: (1) the Fed’s dovish shift and

the bigger reliance of the Chinese authorities on

fiscal stimulus rather than liquidity measures or

rate cuts should underpin CNY vs. USD over the

near term; (2) portfolio inflows to China have

risen, reflecting inclusion into equity and bond

indices (although foreign debt inflows are mostly

hedged); (3) continued trade negotiations with the

US, with an agreement likely to include a

“currency clause”.

• Over the medium term we continue to see BoP

deterioration, with a shift from a current account

surplus to a small deficit, and expensive CNY

valuation to result in CNY trade-weighted

depreciation amid a further liberalisation of the

FX regime.

• Risks to our view: US-China trade tensions

escalating and prompting Chinese authorities to

abandon the priority of broad currency stability,

China property sector downturn prompting capital

outflows and broader monetary/credit easing.

China cumulative YTD investment % YoY- important to see a pick 

up in infrastructure investment and bottom in manufacturing 

investment

Source: Macrobond. Data as of February 2019

Despite a narrower current account buffer portfolio inflows support 

BoP strength and CNY TWI

Source: Macrobond. Data as of February 2019

Source: Macrobond. Data as of December 2018

The broad credit impulse has turned less negative and should 

improve further in view of the past monetary and credit easing 
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Asia Outlook
KRW: Current account surplus fully recycled by net portfolio 

outflows and FDI

INR: GS India Current Activity Indicator at 6.8% YoY in March

Sources: Macrobond. Data as of March 2019.

SGD: Our measure shows a renewed increase in labour 

market slack

Sources: Macrobond.  Data as of  October 2018

Source: Macrobond. Data as of December 2018

• KRW: The semiconductor cycle shows signs of

bottoming according to Citi Asia semiconductor

leading indicator which has picked up, so that

Korean exports of semiconductors could bottom in

H2 2019. With China/US trade tensions receding,

the external environment should be more favourable

for Korea in Q2/Q3 2019 than in Q4/Q1 2019.

Meanwhile, fiscal policy has become increasingly

supportive of growth, with an upcoming

supplementary budget. The basic BoP position is

neutral for KRW as net portfolio outflows and net

FDI outflows offset the current account surplus.

With a still cheap valuation on a trade-weighted

basis on our metrics, a neutral BoP trend and

tentative signs of a cyclical rebound, the outlook for

KRW is likely to be range-bound in our view.

• INR: Activity has remained resilient; the impact of

the crisis of non-bank financial institutions on credit

to the economy has been limited. Investment should

benefit as uncertainties surrounding the elections

fade. The overall BoP position has strengthened,

with robust export growth and lower oil prices

curbing the current account deficit to around 2% of

GDP. INR valuation is less expensive on a trade-

weighted basis. With inflation well below the target

of 4% the RBI has initiated an easing cycle. While

core inflation is still elevated it has declined below

the 6% upper end of the inflation target. We look for

another rate cut in Q3 2019 as real interest rates

remain above historical averages. INR should

benefit on a trade-weighed basis in our view

provided political and fiscal stability is maintained

after elections.

• SGD: An easing in trade tensions (US/China)

should support the outlook for exports. More

specifically a bottoming in the electronic cycle

should help. But spillovers from external headwinds

to the domestic economy have already materialised.

Private consumption slowed in Q4 2018, labour

market slack has increased and the fiscal impulse is

only neutral in 2019 in our view. After outperforming

KRW and TWD in Q1 2019, SGD is likely to reflect

downward risks to the domestic outlook and the

likely prolonged pause by MAS, all the more so as

SGD basket has been trading in the stronger end of

the band.
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CEEMEA Outlook
RUB may benefit from a cheap valuation and rising terms of 

trade

TRY: Currency account rebalancing may slow as the TRY has 

appreciated in real terms 

Source:. Macrobond. Data as of January 2019

PLN: Domestic driven growth to remain supported with fiscal 

easing

Sources: Macrobond.  Data as of  October 2018

Source: Macrobond. Data as of February 2019. REER: Real Effective Exchange Rate

• RUB: RUB should be supported by economic

fundamentals and a cheap valuation relative to the

oil price. Russia’s external buffers are strong with

this year’s current account surplus likely to stay

above 5% of GDP and the FinMin targeting a 1.8%

of GDP fiscal surplus. FX reserves have risen to

USD 483bn (106% of external debt). Growth

dynamics are less supportive with GDP tracking

near 1.4% YoY for Q1. The CBR has hinted at the

possibility of rate cuts, and we see scope for around

two 25 bp rate cuts in the 2H. We think RUB will be

resilient to an easing cycle, particularly as an easing

cycle may support OFZs, which has seen a decline

in foreign ownership since early 2018. Furthermore

the Mueller report gave no new reason for the US to

increase sanctions against Russia.

• TRY: The collapse of liquidity in offshore overnight

funding in the last week of March may have lasting

impact on Turkey’s ability to attract capital inflow

needed to finance its current account deficit. In

addition, the deficit may widen as persistently high

inflation has appreciated the real effective exchange

rate to early-2018 levels and eroded the

competiveness gains that drove prior rebalancing.

Local confidence in the TRY has also declined with

residents having increased their FX-deposits as a

proportion of total deposits from 45% in 2018 to near

53% in February, in spite of a tax increase on such

holdings. Geopolitical risk also remains high given

President Erdogan’s insistence on purchasing

Russian S-400 air defence missile systems in July,

and against US warnings. We see downside risk for

TRY.

• PLN: Polish growth has been robust, weathering the

weakness in Europe, and, should remain above

trend (~3.5%) through Q2. Consumption will receive

renewed support from a pre-election fiscal package

that should help the Law and Justice party (PiS)

retain their majority in parliamentary elections.

Outperforming domestic growth, a cheap valuation

as measured by the real effective exchange rate,

and strong productivity as measured by Poland’s

rising share of global exports all make PLN attractive

within the CEE region and vs. the EUR. The main

challenge for PLN is a persistent negative real rate.
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CEEMEA Outlook ZAR: More positively correlated to equities than other EM high-

yielders

CZK: Czech industrial activity data starting to lose momentum

Sources: Macrobond. Data as of December 2018

MXN: Record high consumer confidence underpins domestic 

demand

Sources: Macrobond.  Data as of  February 2019

• ZAR: ZAR remains highly dependent on the external

environment with its correlation to global equities the

highest among high-yielders at 50%. This is a

function of the persistent widening of South Africa’s

current account deficit (3.5% of GDP in 2018), which

is heavily reliant on financing via portfolio inflows, that

weakened through Q1. Domestic leading indicators,

business confidence and mining output point to weak

growth momentum into Q2. We expect planned

power-cuts from Eskom to continue through April. A

better outlook is dependent on Chinese demand or an

increase in South Africa’s terms of trade, which has

been in a sideways range for over 12m.

• CZK: Economic activity may lose further momentum

in Q2 as both new domestic and export orders in

industrial production are negative YoY, while the

manufacturing PMI signals further contraction. The

domestic economy has also slowed with growth in

wages and retail sales showing signs of peaking, and

consumer confidence down to 2016 levels. Activity

indicators point to near 2% annual growth, below the

CNB’s expectation. We see risk that the CNB’s pause

is extended through Q2 vs. market pricing of a 50%

chance of a hike. CZK still yields over 2% above the

EUR, the balance of payment position is strong, and

productivity growth positive, which should prevent

significant CZK weakness. However, on a cyclical

basis the currency looks somewhat less attractive for

Q2.

Latin America Outlook
• MXN: The outlook for growth has improved

somewhat. Household spending is supported by

strong wage increases and record high consumer

confidence with AMLO administration seen as

fighting corruption. Mexico’s monetary policy stance

is one of the tightest in EM, reflecting the need since

2018 for Banxico to offset increased political and

sovereign risks, the impact from Fed tightening and

NAFTA risks. In our view, monetary easing could

start potentially as soon as June 2019. High real

interest rates amid falling inflation should support

MXN. We expect the sovereign to continue to

support Pemex, possibly at the cost of a sovereign

downgrade. While US Congress may fail to pass the

new trade agreement with Mexico (USMCA), this

should not be in focus before H2 2019 in our view.

Sources: Macrobond. Data as of April 2019.


