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October 2018: Casualties of war
Following another sell-off, emerging market currencies have stabilised over the 
past few weeks, but with the trade war escalating, EM FX is not out of the 
woods yet. The fear now is that the US-China sparring has morphed into the 
kind of slugfest from which either party could find it difficult to retreat. The trade 
war between the world's two largest economies could disrupt the global value 
chain and spell a slowdown in world trade. Elevated uncertainty from the trade 
war adds to the already dangerous cocktail of balance sheet reductions from the 
Fed, domestic political clouds and other US sanctions. The result is a murky 
outlook for EM FX. A fresh round of EM sell-offs, induced by the trade war, 
would likely hit the Asian currencies the hardest, especially the KRW, TWD and 
SGD, as they are small and open economies with high reliance on Chinese 
demand. 

CNY: Breaking seven
As a new tactic, the PBoC is keeping its currency intervention gunpowder dry for 
the battles ahead; this will likely buoy the USD/CNY, even to the psychologically 
important level of 7.0. 

RUB: Not ready to surrender
The pressure on the RUB has substantially eased but sanctions risks still can’t be 
dismissed all together. Optimism is fragile and can quickly be shattered by 
hostile rhetoric. But strong fundamentals ensure that new pressure episodes are 
likely to be short-lived.

PLN: Trade war showing its face in exports
The zloty's primary driver remains the overall market sentiment. Longer out, 
politics and uncertainty about global trade are risk factors pointing to a 
moderate slowdown in growth. 

In focus – BRL: Get ready for the "Tropical Trump"
The fate of the BRL is dependent on the outcome of the presidential election on 
28 October, as Brazil needs reforms to stabilise public finances. However, market 
favourite Bolsonaro is only 'a lesser evil', making the BRL vulnerable in the long 
run irrespective of the outcome.  

FX hedging considerations, the EM Traffic Light and financial forecasts are also 
covered in this publication.
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EM FX STABILISATION SINCE OUR LAST EM VIEW, % THE SINO-US TRADE WAR IS A SOURCE OF RISK FOR EM FX
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Casualties of war
Despite a pause in the sell-offs, EM FX is still not out of the woods. The trade war between the 
US and China raises uncertainty, strengthens the USD and could spell a slowdown in global 
trade. It paints a bleak outlook for EM FX.

The Sino-US trade war is still 
making EM FX look vulnerable

EM FX has in general been well-behaved since our last issue of EM View. However, risk 
remains on the downside. The prospect of a protracted trade war between the US and 
China paints a bleak outlook for EM FX. Small and open economies that specialise in 
advanced manufacturing, such as South Korea, Taiwan and Singapore, are in a 
particularly vulnerable position. 

A full-blown trade war that is 
more intense than expected

The trade war has escalated to a point that was unimaginable at the beginning of this 
year. The US has slapped tariffs on USD 250bn of Chinese goods, about half of its total 
imports from China. In response, China has raised duties on USD 110bn of US products, 
about 70% of its total imports from the US. 

A long way to go before 
common ground is reached

A swift settlement in the near term is not on the cards, even though Trump and Xi will 
likely meet at the G20 summit in November. Both of them have an interest in appearing 
strong and not yielding to pressure. 

Moreover, it will likely take lengthy negotiations to find common ground. The US insists 
that China must compete fairly and enforce intellectual property rights laws. However, 
China perceives this as an unacceptable attempt to slow its technological development.

The trade war puts all EM FX 
at risk, regardless of 
fundamentals

EM FX is already prone to a sell-off owing to the Fed's monetary tightening. In this 
respect, EM countries with the weakest fundamentals have suffered the most. With the 
trade war in the background, not even EM countries with solid fundamentals are safe 
from the sell-off. 

Uncertainty surrounding the trade war intensifies investor demand for safer dollar 
assets beyond that already triggered by the Fed's balance sheet reductions. The result 
is a stronger USD and weakening pressure on EM FX in general. 

RISK SENTIMENT REMAINS NEGATIVE FOR EM EM SUFFERS MORE FROM A GLOBAL TRADE SLOWDOWN

EM countries' export 
dependence makes them 
vulnerable to a possible global 
trade slowdown

Furthermore, a full-blown trade war between the world's two largest economies, which 
together account for a quarter of global imports, could spell a slowdown in global 
trade. That would hurt EM countries, as they are more export-dependent as a group 
than developed markets; in terms of FX, the CZK, HUF, MXN, SGD and VND are 
particularly vulnerable given their openness. 

Countries with an especially 
high dependence on Chinese 
demand will likely suffer from 
the trade war

In addition to general export reliance, countries with an exceptionally high dependence 
on Chinese demand are vulnerable to the second-round effects of the trade war.

Chinese exports have decelerated and will likely start shrinking early next year against 
the backdrop of declining external orders. This is expected to slow GDP growth further 
and suppress manufacturing activity. 
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China's position as "the world's factory" means that it imports intermediate goods for 
assembly and re-export. About 30% of Chinese exports contain imported components. 

Shrinking exports in China will likely reduce its imports of intermediate goods and hurt 
economies such as South Korea and Taiwan, which are top suppliers to Chinese 
exports. The latest available data from the OECD TiVA database is 2011. However, the 
data is likely still applicable, as the global value chain has not seen significant changes. 

Concern about export losses explains why the KRW and TWD have lost 4-5% against 
the USD year-to-date despite having large current account surpluses. Given that 
intermediate goods account for more than half of Asian countries' exports on average, 
Asian currencies face a larger risk than currencies in other regions. 

MORE HEADWINDS FOR CHINESE EXPORTS NEXT YEAR SHRINKING EXPORTS HURT SOUTH KOREA AND TAIWAN

% %Top input providers for Chinese exports, 2011
(Chinese exports contain parts and components from these countries)
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Agriculture producers could 
gain by exporting more to 
China, but manufacturers will 
see fierce Chinese competition

In the short term, some countries might be able to gain from the trade war. Agriculture 
producers will likely see their exports to China soar as the food products previously 
imported from the US have now become more expensive. This is particularly true for 
soybeans, which China is now buying from Brazil instead of the US. 

Other countries might not be equally fortunate. The political push for higher domestic 
content in its manufacturing will likely reduce China's demand for foreign-made 
advanced manufactured components. This tendency could hurt high-end 
manufacturers, such as South Korea, Taiwan and Singapore.  

The America First strategy 
means the US is not an easy 
trading partner

On the other hand, the US will likely not be an easy trading partner. Countries with 
comparatively lower labour costs hope to replace Chinese exports to the US, such as 
Mexico, Thailand and Vietnam. But Trump's American First strategy could make them 
the next potential target for US sanctions. 

We have become more 
cautious in our forecasts

We revise our EM FX forecasts to reflect more cautiousness in 2019. Uncertainty about 
how the trade war will play out will likely cast a shadow on EM FX, as will the Fed's 
balance sheet reductions, domestic politics and other US sanctions. For most 
currencies, we still forecast gradual appreciation given our expectation that the USD 
will not maintain its current strength.  

By Amy Yuan Zhuang

HONG KONG IS HIGHLY SENSITIVE TO CHINESE DEMAND BRAZIL WILL SELL MORE SOYBEANS TO CHINA
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CNY: Breaking seven
As a new tactic, the PBoC is keeping its currency intervention gunpowder dry for the battles 
ahead; this will likely buoy the USD/CNY, even to the psychologically important level of 7.0. 

Yuan sell-off returned in 
October

The Golden Week holiday in October was anything but golden for the Chinese 
currency. A sudden deterioration of risk sentiment pushed the yuan above 6.90 against 
the dollar, a level not seen since 2016 with the exception of a blip in August this year.

The PBoC's commitment to 
defend the yuan is in question

The PBoC's post-holiday response of setting a higher USD/CNY fixing rate has further 
rattled the market's confidence in the central bank's commitment to defend the yuan. 

We still do not buy into the idea that China will devalue the currency to retaliate 
against the US, owing to reluctance to provoke the US and fear of capital flight. 

A new strategy to prepare for 
increased selling pressure 
ahead

However, a prolonged trade war with the US has become consensus in Beijing. The 
prospect of persistent currency pressure in the long term has motivated the PBoC to 
adopt a new strategy: reducing intervention to keep its policy gunpowder dry for the 
battles ahead.

The USD/CNY could reach 7.0 
in three months

The new tactic implies that the USD/CNY will continue rising, possibly to 7.0 in three 
months, when macro momentum sours further. Chinese exports will likely suffer a loss 
in 2019, when the latest tranche of US tariffs sees a rate increase to 25%. 

We see little risk for the USD/CNY to break 7.0 before year-end. Relative stability is 
preferred ahead of a possible meeting between Xi and Trump in late November.

Further upside for the USD/
CNY limited by fear of capital 
flight

The PBoC will likely maintain its top priority of preventing large-scale capital flight, 
which has worked well so far owing to strict capital controls. However, expectations of 
depreciation are rising, reflected by less willingness to hold the currency. For this 
reason, the PBoC is unlikely to tolerate the USD/CNY rising too much above 7.0.

By Amy Yuan Zhuang

RISK FACTORS







The PBoC stops defending the 
yuan
Growth slowdown from the US 
trade war becoming more 
pronounced than expected
Credit growth rises again

EM TRAFFIC LIGHT





Risk level: 16% (green, +1 pp 
from previous month)
Credit risk is excessive

HIGHER FIXING UNNERVES THE MARKET RISING EXPECTATIONS OF DEPRECIATION

FINANCIAL FORECASTS – CHINA

The negative sentiment towards the yuan will likely continue 
next year, as the market is embracing the fact of a protracted 
trade war. The PBoC is preparing for the worst-case scenario 
and will likely become more cautious with currency 
intervention to preserve options for the long haul. Thus, we 
believe the USD/CNY could reach 7.0 in three months, but 
further upside should be limited by the fear of capital flight. 
The path of the USD/CNY still points to a gradual 
strengthening of the yuan, consistent with our USD forecast. 

USD/CNY FORECAST
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RUB: Not ready to surrender
The CBR's decision to suspend FX purchases has borne fruit and the RUB is back to more 
fundamentally justified levels. However, the risks are not over yet even though the reaction to 
them will likely be short-lived.

Almost too optimistic Market sentiment towards Russia has improved considerably since our previous EM 
View issue. The RUB has gained more than 2%, not least because of the CBR decision 
to suspend FX purchases until the end of the year. Still another positive factor is a 
sudden shift to a milder perception of sanctions risk. The deadlines of OFAC licences 
authorising continued maintenance operations with Rusal were extended until 12 
December. The DASKAA sanctions bill has not moved an inch in the US Congress, and a 
timeline of future steps does not exist. 

However, we remain cautious as sanctions risks are still present and deterioration could 
be fast. The second stage of Skripal-related sanctions is expected to come into effect 
on 27 November, potentially making markets more nervous as the date approaches. If 
these sanctions come into effect in a mild form and DASKAA remains stalled in 
Congress, the RUB could easily appreciate to 61-62 vs the USD by year-end.

Shored up by strong balance of 
payments

August-September showed that sanctions-related periods of pressure on the RUB are 
likely to be short-lived as long as oil remains at comfortable levels. In Q3, Russia 
enjoyed a very high current account surplus (USD 26bn) and is on its way to breaking 
the record set in 2008 (USD 104bn for the whole year). The decision to suspend regular 
FX purchases (done in accordance with the budget rule) has reduced the demand for 
hard currency by around USD 25bn over September-December. This is an ample 
amount to meet potential capital outflows caused by tougher sanctions.

Vulnerable to oil price 
correction

Oil prices have been marching upward since mid-August, supported by market worries 
about a potential shortage of oil in case US sanctions against Iran are followed in a 
concerted way by other countries. The market, guided by geopolitics, has been 
stubbornly disregarding lower oil demand forecasts and downward revisions of the 
global growth outlook. These factors may well come to the fore if third parties are not 
fully compliant with US sanctions against Iran.

By Tatiana Evdokimova

RISK FACTORS





Oil price correction
Tougher sanctions
New wave of EM pressure

EM TRAFFIC LIGHT

 Risk level: 16% (green, 
unchanged from previous 
month)

CARRY-TO-RISK IMPROVES IN OCTOBER NO FX PURCHASES + HUGE C/A SURPLUS

FINANCIAL FORECASTS ― RUSSIA

We became more positive on the RUB as, without CBR FX 
purchases, the currency is better able to withstand capital 
outflows caused by tougher sanctions. Our view on 2019 is 
guided by the assumptions of a slightly weaker USD and 
potential return of foreign investors into Russian assets as the 
sanctions framework becomes clearer. These supportive 
factors are partly counterbalanced by expected lower oil 
prices and resumed FX purchases.

USD/RUB FORECAST

5



Market Research25 October 2018

PLN: Trade war showing its face in exports 
The zloty's primary driver remains the overall market sentiment. Longer out, politics and 
uncertainty about global trade are risk factors pointing to a moderate slowdown in growth. 

EUR/PLN has stabilised Since the last edition of our EM View, the EUR/PLN has been trading within relatively 
narrow intervals, as the general EM sentiment – which has been the single most 
important driver of the zloty for several months - has stabilised somewhat. 

Weaker-than-expected results 
for PiS in local elections...

Another stabilising factor for the EUR/PLN has been the weaker than expected local 
election results for the ruling, non-market-friendly Law & Justice (PiS) party. Although 
PiS came out as the winner in more provinces than in 2014, the result with 32% of total 
votes was lower than what pre-election polls had indicated and lower than the 38% 
that PiS won in the 2015 general election. Consequently, the likelihood of PiS losing its 
majority in next year's general election has increased.

...could increase incentive to 
boost public spending

On the flip side, the weak result for PiS may give the government an incentive to boost 
public spending. In effect, this could result in a negative assessment of Poland's credit 
rating in the future. Thus, S&P's recent rating upgrade was partly based on Poland's 
strict fiscal approach and in general better macro fundamentals in recent years.

We expect growth has 
topped

Robust growth is another important part of the equation in terms of Poland's current 
rating outlook. Hence, Poland has seen itself in a "Goldilocks scenario" in the last 
couple of years with high growth, low inflation and increasing real wages. However, we 
believe growth has now peaked and that inflation will gradually pick up.

Poland dependent on global 
trade momentum – tariffs on 
Germany is the biggest threat

One reason why we (and the NBP) expect growth to slow is the ongoing trade dispute 
between the US and China. Although trade linkages between Poland and US/China are 
relatively limited, a small, open economy like Poland is still dependent on overall strong 
global trade and investments. Thus, we believe uncertainty surrounding the trade war 
is already visible in the latest low PMIs for new export orders (lowest since 2014), 
which in turn have been weighing on recent manufacturing activity. In this sense, we 
think the biggest threat in the coming years is if the US decides to impose tariffs on 
Poland's biggest trading partner, Germany, and in particular the automotive sector, 
given Poland's significant role in the German supply chain.

By Morten Lund

RISK FACTORS





Weak EM sentiment 
Politics
Low core inflation/dovish NBP

EM TRAFFIC LIGHT

 Risk level: 17% (green, +2 pp 
from previous month)

TRADE WAR SHOWING UP IN NEW ORDERS GOLDILOCKS SCENARIO: BOOST TO WAGES 

FINANCIAL FORECASTS – POLAND 

Due to a combination of lukewarm market sentiment, a 
dovish central bank and rising political uncertainty, we still 
expect EUR/PLN to keep testing levels up to 4.40 in the short 
term. In 2019, we expect a mild PLN appreciation as market 
tensions cool off and the NBP gets closer to a rate hike. 
However, slowing growth limits EUR/PLN downside.

EUR/PLN FORECAST 
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BRL: Get ready for the "Tropical Trump"
The fate of the BRL is dependent on the outcome of the presidential election on 28 October, as 
Brazil needs reforms to stabilise public finances. However, market favourite Bolsonaro is only 'a 
lesser evil', making the BRL vulnerable in the long run irrespective of the outcome. 

The choice between Bolsonaro 
and Haddad will have a 
significant impact on the BRL

On 28 October, Brazilians will once again go to the polls, as they will decide whether 
national conservative Jair Bolsonaro (PSL) or arch-socialist Fernando Haddad (PT) will 
become the next president – a choice that could have a significant impact on both the 
Brazilian economy and the BRL going forward.  

Brazil needs reforms to deal 
with unsustainable debt levels

Thus, Brazil is in great need of reforms, most notably in the pension system, that can 
secure the long-term sustainability of public finances. Running a deficit on the primary 
balance since the commodity prices meltdown in 2014-15, Brazil's government debt has 
ballooned to around 85% of GDP. Accordingly, markets favour the candidate who is 
most willing to gain control over the debt burden with a conservative fiscal policy. In 
the eyes of the markets, this is Bolsonaro, as Haddad is against the pension reform.  

Bolsonaro leads comfortably –
the markets are happy 

As Bolsonaro delivered a strong first-round result, securing 46% of the votes (Haddad 
won 29%), and looks like a winner according to polls, the BRL has rallied recently. 
Should Haddad, on the other hand, stage a dramatic comeback, we would expect USD/
BRL to bounce back to the highest levels seen this year at around 4.15-4.25. 

Bolsonaro is only a lesser evil 
from a market perspective

Although a Bolsonaro win would be the most market-friendly outcome in the run-off 
with Haddad, he is far from a good candidate in the eyes of the markets. Thus, 
Bolsonaro's populist views and harsh rhetoric against minorities are red flags, 
reminding markets of other populist EM presidents such as Turkey's Erdogan.

Limited upside for the BRL in 
the coming years

Hence, we do not expect the political risk premium to disappear regardless of which 
candidate is elected. Combined with vulnerable public finances, a down-sloping oil 
futures curve (representing our oil forecast) and tightening financial conditions in the 
US, this means we expect USD/BRL to stay at relatively high levels from a historical 
perspective in the coming years. 

By Morten Lund

RISK FACTORS





Politics
Public finances
Decreasing commodity prices

EM TRAFFIC LIGHT

 Risk level: 22% (yellow, +4 pp 
from previous month)

BOLSONARO LOOKS LIKE A CERTAIN WINNER CURRENT DEBT PATH IS UNSUSTAINABLE

FINANCIAL FORECASTS – BRAZIL 

A Bolsonaro win is already being priced in by the markets, 
limiting USD/BRL downside in the short term. The mix of 
continued political uncertainty, weak public finances, an 
expected decline in oil prices and tightening financial 
conditions in the US are factors that lead us to believe that 
the BRL will remain weak in the coming years and above the 
USD/BRL consensus. 

USD/BRL 
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Hedging considerations
CNY (vs EUR) COST OF CARRY VS RISK LEVEL 

Income
Middle to high hedge ratio in the short term, using mainly 
FX forwards. High hedge ratio in the long term – high 
share of zero-cost option strategies, eg participating 
forwards.

Expenses
Low hedge ratio in the short term, using a mix of FX 
forwards and zero-cost strategies. High hedge ratio in the 
long term, using FX forwards and benefiting from high 
forward premiums.

NORDEA ESTIMATES 

Implied ATM vol (6M) 25D RR (6M) Forward (6m)

7.09 0.31 8.16
Source: Bloomberg

RUB (vs EUR) COST OF CARRY VS RISK LEVEL  

Income
Middle hedge ratio in the short term, using mainly FX 
forwards. Middle to high hedge ratio in the long term, 
using a mix of FX forwards and zero-cost option 
strategies, eg forward extra.

Expenses
Middle hedge ratio in the short term, using a mix of 
forwards and zero-cost option strategies, eg risk reversals, 
benefiting from cheap RUB calls and expensive RUB puts. 
High hedge ratio in the long term, using FX forwards and 
benefiting from high forward premiums.

NORDEA ESTIMATES 

Implied ATM vol (6M) 25D RR (6M) Forward (6m)
13.64 4.06 77.66

Source: Bloomberg

PLN (vs EUR) COST OF CARRY VS RISK LEVEL 

Income
High hedge ratio in the short term, using FX forwards. 
Low to middle hedge ratio in the long term – high share 
of zero-cost option strategies, eg participating forwards.

Expenses
Middle hedge ratio in the short term, using FX forwards. 
High hedge ratio in the long term, using FX forwards 
mainly. Consider using zero-cost risk reversal option 
strategies – benefiting from RR biased towards EUR calls.

NORDEA ESTIMATES 

Implied ATM vol (6M) 25D RR (6M) Forward (6m)

5.43 1.41 4.34
Source: Bloomberg
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EM Traffic Light

EM TRAFFIC LIGHT

ISO Country Risk level Credits ST external debt Inflation GDP Capital flows Rating FX overvaluation Commodities Contagion
CLP Chile 30% 0.182754 0.034298 -0.086783 -0.133813 -0.053711 0.044171 0.229794 0.107418 0.331375

TRY Turkey 27% 0.502563 0.034298 0.337862 0.000749 -0.104131 0.180891 -0.807907 0.021940 0.331375

ILS Israel 27% 0.205623 -0.021868 0.337862 -0.016691 -0.103023 -0.069411 0.095055 0.071484 -0.001684

TWD Taiwan 25% 0.180282 0.034298 0.259982 -0.041493 -0.101644 0.000000 0.086042 0.000000 -0.001684

SAR Saudi Arabia 25% -0.212709 0.032575 0.337862 -0.029632 0.141703 0.147172 0.197176 -0.227363 -0.001684

HUF Hungary 25% 0.502563 0.034298 0.337862 -0.055250 -0.231249 -0.010523 -0.221213 0.015406 -0.001684

CZK Czech Republic 24% 0.268224 0.019392 0.289193 0.051229 -0.399473 0.000000 0.082690 0.014916 -0.001684

BRL Brazil 22% 0.086027 -0.037229 -0.236050 -0.100821 -0.216800 0.180891 0.508971 0.038071 -0.001684

KRW South Korea 22% 0.132159 0.034298 -0.005787 0.008756 -0.080474 -0.016752 0.041225 0.100611 -0.001684

ZAR South Africa 21% -0.041563 -0.019934 -0.149252 0.017357 -0.190772 0.180891 0.327264 0.041913 -0.001684

MXN Mexico 20% 0.129426 0.030623 0.140621 0.039416 -0.039759 0.000000 -0.159963 -0.013058 -0.001684

BGN Bulgaria 20% 0.502563 0.034298 0.337862 0.024820 -0.250198 -0.238993 -0.314083 0.015357 -0.001684

KES Kenya 20% -0.075824 -0.045320 -0.236050 -0.039421 -0.090874 0.000000 0.529643 0.059219 -0.001684

HRK Croatia 19% 0.502563 -0.054048 0.337862 0.006539 -0.302405 -0.298909 -0.158590 0.008287 -0.001684

SGD Singapore 18% 0.173022 0.034298 0.211160 -0.042193 -0.360782 0.000000 -0.113474 0.058562 -0.001684

RSD Serbia 17% 0.230915 -0.054048 0.170928 -0.100781 -0.121603 -0.298909 0.068856 0.038371 -0.001684

PLN Poland 17% 0.153713 -0.049236 0.337862 -0.044578 -0.292176 0.012490 -0.255023 0.029375 -0.001684

PHP Philippines 17% 0.305057 -0.001285 0.337862 0.010801 -0.090368 0.000000 -0.733649 0.052744 -0.001684

COP Colombia 16% -0.065129 0.033371 -0.236050 0.018927 -0.063003 -0.006564 0.432269 -0.243525 -0.001684

CNY China 16% 0.276125 0.034298 0.149490 0.004135 -0.021727 0.050481 -0.722364 0.069331 -0.001684

RUB Russia 16% 0.406807 -0.033526 -0.236050 -0.058584 -0.157298 -0.230752 0.419311 -0.290354 -0.001684

THB Thailand 15% -0.212709 -0.006880 0.264020 -0.040571 -0.283638 0.000000 -0.012558 0.089171 -0.001684

RON Romania 14% 0.087434 -0.036314 0.337862 0.054624 -0.153493 0.000000 -0.596779 0.007225 -0.001684

HKD Hong Kong 14% 0.502563 0.034298 0.070225 -0.018532 -0.852517 0.024440 -0.092750 0.016499 -0.001684

MYR Malaysia 14% -0.212709 0.034298 -0.236050 0.153980 -0.141265 0.000000 0.020199 0.023630 -0.001684

PEN Peru 13% 0.178914 -0.037404 -0.236050 -0.087057 -0.288350 0.000000 -0.078300 0.128333 -0.001684

INR India 11% 0.097311 -0.048756 -0.195161 -0.040084 -0.101613 0.058956 -0.469684 0.103898 -0.001684

ARS Argentina 11% 0.098337 -0.054048 0.337862 0.153980 -0.399217 -0.298909 -0.807907 0.005209 0.331375

IDR Indonesia 9% -0.085270 -0.054048 -0.236050 -0.008872 -0.181801 -0.164823 -0.125106 0.056083 -0.001684

UAH Ukraine 9% -0.212709 -0.054048 -0.236050 -0.093244 -0.371613 0.000000 0.571798 -0.405971 -0.001684

KZT Kazakhstan 7% -0.046769 -0.033607 -0.236050 -0.070320 -0.237452 0.157526 -0.423731 -0.170314 -0.001684

NGN Nigeria 5% -0.060810 0.034298 -0.236050 -0.060402 -0.245331 0.180891 -0.782439 -0.195285 -0.001684

EGP Egypt 3% 0.032763 -0.054048 -0.236050 -0.055872 -0.545159 -0.298909 -0.807907 -0.010829 -0.001684

EM general 13% 0.1 0.0 0.1 0.0 -0.2 0.0 -0.1 0.0 0.0

Note: The risk level is the probability of extreme currency pressure in at least one of the next six months, where extreme is a 2 standard deviation weakening (2.5% event). Credits(+, change) : The change in the ratio of money supply (M2) to GDP. 
Short-term external debt(+, change) : The ratio of short-term foreign claims on domestic banks over FX reserves. Inflation (+, change) : Change in CPI inflation . GDP (-, change): Change in real GDP growth. Capital flows(-, level and +, 
change): The level of and change in the ratio of net foreign assets to GDP. Rating(+, change): The change in the sovereign rating from S&P. FX overvaluation(+, level): The strengthening of FX spot not explained by relative CPI inflation and relative 
productivity growth. Commodities (-, change): The change in the commodities terms of trade, ie the change in export prices less the change in import prices. Contagion (+, level): the number of currencies under pressure plus a recent history of 
pressure on the currency in question.

Source: Nordea estimates and Macrobond

Latest EM Traffic Light:




EM Traffic Light:  September 2018 (2 Oct)
New signals: BGN, MXN, KRW, BRL and CZK. All from green to yellow.
Biggest changes: The biggest changes involve the TRY (+6 pp) and the UAH (-6 % pp)

Methodology note:
 EM Traffic Light – methodology note

Track record:
 EM Traffic Light – Track record - September 2018

OVERALL RISK LEVEL TRAFFIC LIGHT VS COST OF CARRY
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Emerging market performance
YTD EM FX PERFORMANCE YTD EQUITIES PERFORMANCE

MSCI performance% year-to-date

YTD FX PERFORMANCE, CARRY ADJUSTED

EM10 FX performance
(higher = appreciation)

Note: EM10 is BRL, CNY, CZK, HUF, INR, MXN, PLN, RUB, TRY, ZAR. Equal weight

SWAPS

YTD FX PERFORMANCE VS CURRENT ACCOUNT CDS SPREADS
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Forecast overview
FX FORECASTS AGAINST EUR FX FORECASTS AGAINST USD

POLICY RATE FORECASTS, %

Brazil We adjust our short-term USD/BRL forecast downward, as the BRL has rallied on the 
back of Bolsonaro's strong lead in the polls. Long term, we keep our slightly negative 
view on the BRL. 

China The PBoC has likely become less aggressive in currency intervention. That leaves room 
for more upside for USD/CNY, which will likely reach 7.0 in early 2019. 

Czech Republic Based on the hawkish minutes from the CNB's latest meeting, we now expect another 
rate hike before year-end. We lift our EUR/CZK forecast for 2020, reflecting a more 
conservative long-term view in general on CEE. 

Hungary We lift our EUR/HUF forecast for 2020, reflecting a more conservative long-term view 
in general on CEE. 

India We revise our USD/INR expectations upwards across the forecast horizon. The INR 
outlook is clouded by its vulnerability to the global risk-off sentiment, elevated oil 
prices and political uncertainty ahead of the general election in April 2019. We expect 
inflation to undershoot the RBI's target in the coming months, supporting the argument 
for no rate changes until Q1 next year.  

Mexico No changes.

South Africa Despite inflation being below 6% now and throughout the central bank's forecast 
horizon, three out of seven members voted for a rate hike at the September meeting. 
This indicates a new reaction function for the SARB. We therefore expect a rate hike in 
either November or January. Accordingly, we adjust USD/ZAR slightly downwards for 
the short term. However, we keep our long-term negative bias on the ZAR.     

Poland We lift our EUR/PLN forecast for 2020, reflecting a more conservative long-term view 
in general on CEE. 

Russia We became more positive on the RUB given a robust balance of payments. We still 
expect some weakness at the end of the year due to more sanctions deadlines but 
reappreciation in 2019 as foreign investors turn more positive on Russia again. 

Turkey The political risk premium stemming from the diplomatic tensions with the US has 
faded after the release of American priest, Andrew Brunson. As a consequence, we 
adjust our EUR/TRY forecast downward across the horizon. 
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Recent research and profile descriptions

Recent Emerging Markets Research 









China: Lowest GDP growth in a decade (19 October)
Russia 2024: Similar targets, new deadlines (10 October)
Brazil election: Get ready for the “tropical Trump“ (8 October)
INR: Sharp drop after RBI no-hike (5 October)
China monthly: Looking beyond the trade war (4 October)
Brazil election: A hope for a lesser evil 4 October)
China: PMI got a bite from trade war (1 October)
TRYing to restore confidence (13 September)

Previous Emerging Markets Views



Emerging Markets View September 2018: House of Cards (20 September)
Markets View August 2018: Thunderstruck (23 August)

Latest EM Traffic Light 
 EM Traffic Light September 2018 (2 October)

Latest Financial Forecast Update 
Majors forecast update: The end of the USD cycle is approaching (24 October)

Latest Economic Outlook 
Nordea Economic Outlook: The wage engine (5 September)

Authors

Anders Svendsen
Chief Analyst, Majors and Emerging Markets
Phone: +45 55 47 15 27
Mobile: +45 61 22 45 49
E-mail: anders.svendsen@nordea.com

Amy Yuan Zhuang
Chief Analyst, Asia
Phone: +65 62 21 59 26
Mobile: +65 96 69 65 24
E-mail: amy.yuan.zhuan@nordea.com

Tatiana Evdokimova
Chief Economist for Russia
Phone: +7 495 777 3477 ext. 4194
Mobile: +7 916 950 89 72
E-mail: tatiana.evdokimova@nordea.com

Morten Lund
Analyst, Majors and Emerging Markets
Phone: +45 55 47 44 38
Mobile: +45 61 66 40 25
E-mail: morten.lund@nordea.com

12

https://e-markets.nordea.com/#!/article/46405/china-lowest-gdp-growth-in-a-decade
https://e-markets.nordea.com/#!/article/46310/russia-2024-similar-targets-new-deadlines
https://e-markets.nordea.com/#!/article/46262/brazil-election-get-ready-for-the-tropical-trump
https://e-markets.nordea.com/#!/article/46249/inr-sharp-drop-after-rbi-no-hike
https://e-markets.nordea.com/#!/article/46226/china-monthly-looking-beyond-the-trade-war
https://e-markets.nordea.com/#!/article/46227/brazil-election-a-hope-for-a-lesser-evil
https://e-markets.nordea.com/#!/article/46187/china-pmi-got-a-bite-from-trade-war
https://e-markets.nordea.com/#!/article/45970/trying-to-restore-confidence
https://e-markets.nordea.com/#!/article/46061/emerging-markets-view-house-of-cards-september-2018
https://e-markets.nordea.com/#!/article/45668/emerging-markets-view-thunderstruck-august-2018
https://e-markets.nordea.com/#!/article/46208/em-traffic-light-september-2018
https://e-markets.nordea.com/#!/article/46475/majors-forecasts-the-end-of-the-usd-cycle-is-approaching
https://e-markets.nordea.com/#!/article/45857/new-nordea-economic-outlook-the-wage-engine


 
   

 

 

Nordea Bank Abp 
Satamaradankatu 5, FI-00020 NORDEA, Finland  

 
www.nordea.com 

 
 
 

 

Disclaimer and legal disclosures 
 

Disclaimer 

Origin of the publication or report  

This publication or report originates from: Nordea Bank 
Abp, including its branches Nordea Danmark, Filial af 
Nordea Bank Abp, Finland, Nordea Bank Abp, filial i 
Norge and Nordea Bank Abp, filial i Sverige (together 
“Nordea”) acting through their unit Nordea Markets. 
Nordea Bank Abp is supervised by the European Central 
Bank and the Finnish Financial Supervisory Authority 
and the branches are supervised by the European 
Central Bank and the Finnish Financial Supervisory 
Authority and the Financial Supervisory Authorities in 
their respective countries. Banking activities may be 
carried out internationally by different branches, 
subsidiaries and affiliates of Nordea according to local 
regulatory requirements. With respect to any jurisdiction 
in which there is an entity of Nordea, this publication or 
report is distributed in such jurisdiction by, and is 
attributable to, such local entity of Nordea. Recipients in 
any jurisdiction should contact the local entity of Nordea 
in relation to any matters arising from, or in connection 
with, this publication or report. Not all products and 
services are provided by all entities of Nordea.  

This publication or report does not necessarily 
represent the views of every function within Nordea. 
Opinions or suggestions from Nordea Markets may 
deviate from recommendations or opinions presented 
by other departments or companies in Nordea. 

Validity of the publication or report 
The information in this publication or report is, 
regardless of source, given in good faith, and may only 
be valid as of the stated date of this publication or 
report. The information may be subject to change 
without notice, its accuracy is not guaranteed, it may 
be incomplete or condensed and it may not contain all 
material information concerning the company, 
jurisdiction or financial instruments referred to in this 
report.  
 
The valuations, opinions, estimates, forecasts, ratings 
or risk assessments herein constitutes a judgment as of 
the date of this report, and were based upon a number 
of estimates and assumptions and are inherently 
subject to significant uncertainties and contingencies. 
It can be expected that one or more of the estimates 
on which the valuations, opinions, estimates, forecasts, 
ratings or risk assessments were based will not 
materialize or will vary significantly from actual results. 
Therefore, the inclusion of the valuations, opinions, 
estimates, forecasts, ratings or risk assessments 
described herein is not to be relied upon as a 
representation and/or warranty by Nordea and/or its 
other associated and affiliated companies, that: (i) 
such valuations, opinions, estimates, forecasts, ratings 
or risk assessments or their underlying assumptions 

will be achieved, and (ii) there is any assurance that 
future results or events will be consistent with any 
such valuations, opinions, estimates, forecasts, ratings 
or risk assessments stated therein.  

No individual investment or tax advice 
This publication or report is intended only to provide 
general and preliminary information and shall not be 
construed as the basis for any investment decision. 
This publication or report has been prepared by 
Nordea Markets as general information for private use 
of investors to whom the publication or report has 
been distributed, but it is not intended as a personal 
recommendation of particular financial instruments or 
strategies. Any information or recommendation 
contained in this document does not have regard to 
the specific investment objectives, financial situation 
and the particular needs of any recipient or any class of 
persons, and has not been prepared for any particular 
person or class of persons. Accordingly, no warranty 
whatsoever is given and no liability whatsoever is 
accepted for any loss arising whether directly or 
indirectly as a result of the recipient or any class of 
persons acting on such information or opinion or 
estimate.  
 
This publication or report is not and does not 
constitute or form part of any offer, recommendation, 
invitation or solicitation to subscribe to or to enter into 
any transaction; nor is it calculated to invite, nor does it 
permit the making of offers to the public to subscribe 
to or enter into, for cash or other consideration, any 
transaction, and should not be viewed as such. 
 
This publication or report is not intended to provide, 
and should not be relied upon for accounting, legal or 
tax advice or investment recommendations and is not 
to be taken in substitution for the exercise of judgment 
by the reader, who should obtain separate legal or 
financial advice. Nordea does not act as an adviser and 
assumes no fiduciary responsibility or liability for any 
consequences, financial or otherwise.  

Sources 
This publication or report may be based on or contain 
information, such as opinions, recommendations, 
estimates, price targets and valuations which emanate 
from: (i) Nordea Markets’ analysts or representatives, 
(ii) Publicly available information, (iii) Information from 
other units of Nordea, or (iv) Other named sources. 
 
Whilst Nordea Markets has taken all reasonable care 
to ensure that the information contained in this 
publication or report is not untrue or misleading at the 
time of publication, Nordea and/or its other associated 



 
   

 

 

Nordea Bank Abp 
Satamaradankatu 5, FI-00020 NORDEA, Finland  

 
www.nordea.com 

 
 
 

 

and affiliated companies cannot guarantee, and do not 
make any representation or warranty, as to its 
adequacy, completeness, accuracy or timeliness for 
any particular purpose. The perception of opinions or 
recommendations such as Buy or Sell or similar 
expressions may vary and the definition is therefore 
shown in the research material or on the website of 
each named source.  

Limitation of liability 
The publication and distribution of this document does 
not constitute nor does it imply any form of 
endorsement by Nordea and/or its other associated 
and affiliated companies of any person, association, 
entity, government, jurisdiction, services or products 
described or appearing in the information. 
 
Nordea and/or its other associated and affiliated 
companies assume no liability as regards to any 
investment, divestment or retention decision taken by 
the investor on the basis of this publication or report. In 
no event will Nordea and/or its other associated and 
affiliated companies be liable for any direct, indirect or 
incidental, special and/or consequential damages 
(including any claims for loss of profits) arising from 
any use of and/or reliance upon this publication or 
report and/or further communication given in relation 
to this publication or report.  
 
Nordea and/or its other associated and affiliated 
companies will not be liable for any loss, damage or 
expense arising from, but not limited to, any defect, 
error, imperfection, fault, mistake or inaccuracy with 
this document, its contents or associated services, or 
due to any unavailability of the document or any part 
thereof or any contents. 

Risk-related information 
The risk of investing in certain financial instruments, 
including those mentioned in this document, is 
generally high, as their market value is exposed to a lot 
of different factors such as the operational and 
financial conditions of the relevant company, country 
or economy, growth prospects, change in interest rates, 
the economic and political environment, foreign 
exchange rates, shifts in market sentiments etc. Where 
an investment or security is denominated in a different 
currency to the investor’s currency of reference, 
changes in rates of exchange may have an adverse 
effect on the value, price or income of or from that 
investment to the investor. Investors investing in funds 
denominated in non-local currency should be aware of 
the risk of exchange rate fluctuations that may cause a 
loss of principal. Any past performance, projection, 
forecast or simulation of results is not necessarily 
indicative of the future or likely performance of any 
investment. Estimates of future performance are based 
on assumptions that may not be realized. Potential for 
profit is accompanied by the possibility of loss. The 
value of investments and the income from them may 
go down as well as up. When investing in individual 
instruments or financial products, the investor may 
lose all or part of the investments. Asset allocation, 
diversification and rebalancing strategies do not insure 
gains nor guarantee against loss. The use of leverage, 

shorting, and derivative strategies may accelerate the 
velocity of the potential losses. The use of currency 
strategies involves additional risks. 

Conflicts of interest 
Nordea and/or its other associated and affiliated 
companies and their respective directors, officers 
and/or employees may at any time, to the extent 
permitted by applicable law and/or regulation, be long 
or short any securities, currencies or financial 
instruments (“Instruments”) referred to in this 
publication or report, or have a material interest in any 
Instruments, or may effect transactions in the 
Instruments, or may be the only market maker in 
relation to such Instruments, or provide, or have 
provided advice, investment banking or other services, 
to issuers of such Instruments. This includes serving as 
primary dealer for: Kingdom of Denmark, Nykredit 
Realkredit, Nordea Kredit, Realkredit Danmark, 
BRFkredit, DLRkredit, LR Realkredit, Kingdom of 
Sweden, Statshypotek, Spintab, Nordea Hypotek, SEB 
Bolån, SBAB, LF Hypotek, Kommuninvest, Kingdom of 
Norway, Republic of Finland, Federal Republic of 
Germany and the Dutch State. Nordea and/or its other 
associated and affiliated companies are a market 
marker in Scandinavian currencies, including the 
Swedish Krona, Norwegian Kroner, and Danish Krone, 
and may execute large volumes of US dollar, Euro, and 
Japanese Yen, whether on a proprietary basis or as 
agent. Accordingly, Nordea and/or its other associated 
and affiliated companies may potentially have a 
conflict of interest. In producing this publication or 
report, Nordea and/or its other associated and 
affiliated companies receive no direct compensation or 
monetary reward.  
 
The research analyst primarily responsible for the 
content of this publication or report, in part or in whole, 
certifies that the views about the companies and any 
Instruments expressed in this publication or report 
accurately reflect his/her personal views. The analyst 
also certifies that no part of his/her compensation was, 
is, or will be, directly, or indirectly, related to specific 
recommendations or views expressed in this report. As 
of the date of this report, apart from foreign exchange 
trading solely for personal investment, the analyst 
does not have any proprietary position or material 
interest in the securities of the corporation(s) or any  
Instruments which are referred to in this report, unless 
otherwise expressly stated.  
 
To limit possible conflicts of interest and counter the 
abuse of inside knowledge, the analysts of Nordea 
Markets are subject to internal rules on sound ethical 
conduct, the management of inside information, 
handling of unpublished research material, contact 
with other units of Nordea and personal account 
dealing. The internal rules have been prepared in 
accordance with applicable legislation and relevant 
industry standards. The object of the internal rules is 
for example to ensure that no analyst will abuse or 
cause others to abuse confidential information. It is the 
policy of Nordea Markets that no direct link exists 
between revenues from capital markets activities and 
individual analyst remuneration. Research analysts are 



 
   

 

 

Nordea Bank Abp 
Satamaradankatu 5, FI-00020 NORDEA, Finland  

 
www.nordea.com 

 
 
 

 

remunerated in part based on the overall profitability 
of Nordea Bank, which includes Markets revenues, but 
do not receive bonuses or other remuneration linked to 
specific capital markets transactions. Nordea and the 
branches are members of national stockbrokers’ 
associations in each of the countries in which Nordea 
has head offices. Internal rules have been developed in 
accordance with recommendations issued by the 
stockbrokers associations. This material has been 
prepared following the Nordea Conflict of Interest 
Policy, which may be viewed at 
www.nordea.com/mifid 
 
Important disclosures of interests regarding this 
research material are available at: 
https://research.nordea.com/FICC 

Distribution restrictions 
The Instruments referred to in this publication or 
report shall not be regarded as eligible for sale in some 
jurisdictions. 
 
This report is not directed to, or intended for 
distribution to or use by, any non-accredited investor, 
non-professional counterparty, or any person or entity 
who is a citizen or resident of or located in any locality, 
state, country or other jurisdiction where such 
distribution, publication, availability or use would be 
contrary to law or regulation.  
 
If this publication has been distributed by electronic 
transmission, such as e-mail, then such transmission 
cannot be guaranteed to be secure or error-free as 
information could be intercepted, corrupted, lost, 
destroyed, arrive late or incomplete, or contain viruses. 
The sender therefore does not accept liability for any 
errors or omissions in the contents of this publication, 
which may arise as a result of electronic transmission. 
 
In Singapore, this research report is intended only for, 
and may be distributed only to, accredited investors, 
expert investors or institutional investors who may 
contact Nordea Bank Abp Singapore Branch of 138 
Market Street, #09-01 CapitaGreen, Singapore 048946. 
 
This publication or report may be distributed by 
Nordea Bank Luxembourg S.A., 562 rue de Neudorf, L-
2015 Luxembourg which is subject to the supervision of 
the Commission de Surveillance du Secteur Financier.  
 
This publication or report may be distributed by 
Nordea Bank Abp Singapore Branch, which is subject 
to the supervision of the European Central Bank, the 
Finnish Financial Supervisory Authority and the 
Monetary Authority of Singapore. 
 
In any other jurisdictions, except if otherwise restricted 
by laws or regulations, this report is intended only for 
qualified, professional, institutional or sophisticated 
investors as defined in the laws and regulations of 
such jurisdictions. 
 
This publication or report is the property of Nordea 
and is protected by applicable intellectual property 
laws. This publication or report may not be published, 

circulated, mechanically duplicated, reproduced or 
distributed, in full or in part to any other person, 
without the prior written consent of Nordea Markets. 
 
 
 
 

http://www.nordea.com/mifid
https://research.nordea.com/FICC

	Emerging Markets View - October 2018: Casualties of war
	Casualties of war
	CNY: Breaking seven
	RUB: Not ready to surrender
	PLN: Trade war showing its face in exports
	BRL: Get ready for the "Tropical Trump"
	Hedging considerations
	EM Traffic Light
	Emerging market performance
	Forecast overview
	Recent research and profile descriptions
	Disclaimer and legal disclosures



