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Playing defensive

The external risk environment has deteriorated over the past month, with rising trade-
related risk aversion. And with limited prospects for a fast resolution to US-China
trade disputes, the near-term environment for EM assets should remain testy, and,
specifically in LATAM, the rising risk of a credit event in Argentina could also have
some negative impact. With risk aversion staying elevated, we expect investors to
continue to favour currencies that are likely to be less sensitive to external drivers, or
that have strong domestic drivers to offset external headwinds. Defensive positioning
should continue to benefit, in relative terms, the MXN, and the PEN.

The BRL has been the big underperformer in the region over the past month, excluding
Argentina. This is somewhat surprising, considering the favourable evolution of the fiscal
agenda and the fast drop in the sovereign’s risk premium. The spread on Brazil's 5-year
CDS is trading at a 5-year low, the best-performer in the region YTD, while the BRL was
the worst performer in the same period.

Even though we remain especially bullish on the BRL in the longer-term, the currency’s
short-term prospect remains weighed down by stronger-than-expected FX outflows.
These outflows have been triggered by debt liability management operations by local
corporates, which are borrowing locally at record-low levels of interest rates, and using
the proceeds to pre-pay debt abroad. Given their nature, these outflows are long-term
positive for the currency, but they have been disruptive in the nearer term and,
according to the central bank, they are likely to be long-lasting, as suggested by
favourable prospects for an additional 100bp cut in the policy rate, to 5%. For the BRL to
outperform, those outflows must be offset by inflows, but those should only rise when
activity data strengthen materially, which may happen only gradually.

Argentina is, meanwhile, once again undergoing episodes of extreme volatility, as the
risk of a credit event has resurfaced following the surprising electoral result of the recent
presidential primaries. The primaries revealed that opposition candidate Alberto
Fernandez is highly likely to become Argentina’s next president. And given Fernandez's
unorthodox economic policy credentials, the ARS has sold off massively, while the
government’s ability to roll over maturing debt amortizations has been severely
hampered. A debt default is not inevitable, but it would likely require a considerable
policy tightening that seems, arguably, unrealistic to expect from Fernandez.

ING's 12-month currency view vis-a-vis forward/NDF market forecasts

USD/BRL USD/MXN UsD/CLP
M 4.15 t 20.15 t 730.00 t
M 4.00 $ 20.00 $ 725.00 t
6M 3.85 4 19.50 4 700.00 4
12M 3.75 $ 19.50 $ 680.00 {

USD/ARS USD/COP USD/PEN
M 57.00 4 3500.00 * 3.39 *
M 70.00 * 3500.00 * 3.37 4
6M 72.00 $ 3250.00 { 3.33 {
12M 80.00 4 3150.00 4 3.31 4

>/=/< indicates our forecast for the currency pair is above/in line with/below the corresponding market forward or
NDF outright

Source: Bloomberg, ING

SEE THE DISCLOSURES APPENDIX FOR IMPORTANT DISCLOSURES & ANALYST CERTIFICATION
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USD/BRL

FX outflows exacerbate the BRL sell-off

Current spot: 4.16

» Domestic factors have exacerbated the BRL sell-off and resulted

467 ——INGfeast Mkt NDF r 46 in a persistent underperforming bias for the Real as the positive
4.2 4 P42 shock represented by the fiscal agenda wasn’t enough to offset
3.8 4 \ 3.8 persistent FX outflows triggered by record-low domestic rates.
3.4 A 3.4 Outflows reflect the fact that local corporates are now borrowing
3.0 - L 3.0 locally at record-low levels to pay down external debt. Even
26 L 56 though these debt management operations are long-term BRL-
' ' positive, outflows have been disruptive in the short-term.
2.2 L 2.2
Large outflows pushed the CB to change its FX intervention
18 ' ' ' ' ' ' 18 scheme in an effort to improve the liquidity/functionality of the
Janl4  Janl5 Janl6  Janl7  Janl8  Janl9  Jan20 X
FX market, but the new scheme is not meant to alter the FX level.
Source:
ING forecasts (NDF) 1M 4.15 (4.18) 3M 4.00 (4.18) 6M 3.85 (4.20) 12M 3.75 (4.27)
Gustavo Rangel, New York +1 646 424 6464
High rates remain an effective near-term FX anchor Current spot: 19.97
n _ » The MXN continues to experience episodes of high volatility
] NGEfoos MitFucs = driven by external and domestic factors but the currency has
770 270 proven to be more resilient than its regional peers.
0.0 0.0 The relative outperformance reflects primarily the very attractive
i an carry, with high rates functioning as a chief FX anchor, and the
=4 #a fact that Banxico remains one of the most vigilant central banks
160 10 in the region, especially when it comes to FX stability.

140 140 Monetary policy caution indicates that high rates should persist,
- e but faltering fundamentals, as seen in poor GDP growth and the
R ;_E N I—.'_s J:lﬂ _1;.'1;3 _1;:.'_; - -I.z-j - high likeliho_od of credit rating downgrades (especially for PEMEX)

should continue to hamper the MXN's longer-term outlook.
Source:
ING forecasts (mkt fwd) 1M 20.15 (20.08) 3M 20.00 (20.28) 6M 19.50 (20.58) 12M 19.50 (21.16)
Gustavo Rangel, New York +1 646 424 6464
Trade war concerns continue to drive the CLP outlook Current spot: 719.80
en . . » As asmall open economy, with an export basket heavily skewed
=T MG Feast MiENDE = towards copper, the CLP has weakened in recent months,
700 700 following a trajectory that closely matches copper price trends.
As a result, the currency’s near-term outlook remains closely tied
E50 £50 to trade-war concerns, and global growth dynamics more
500 500 generally, and their resulting impact on copper prices.
While external drivers dominate, local macro trends have also
50 550 become less supportive for the CLP. Subdued inflation and softer
- - economic activity indicators, dragged by mining and
T omis Janit  Jamif Jamil  JamiE  Jani®  Jan20 T manufacturing, paved the way for BCCh to implement a large

Source:

50bp rate cut, and an additional 50bp cut to 2.0% is likely.

ING forecasts (NDF)

1M 730.00 (720)

3M 725.00 (719)

6M 700.00 (717) 12M 680.00 (716)

Gustavo Rangel, New York +1 646 424 6464
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Heightened sensitivity to risk appetite keeps volatility high Current spot: 3445.16
3600 - ING fcast Mkt Fwds 3600 » The COP also underperformed over the past month, nearly
=" matching the BRL, as the currency continues to be highly
3200 \_ 3200 sensitive to external shocks and USD fluctuations generally, while
the Peso’s correlation with oil prices has become less stable.
2800 - 2800  That sensitivity possibly reflects the widening of the current
account deficit, which typically places the COP among the most
2400 - - 2400 vulnerable EM currencies to risk aversion episodes.
2000 - L 2000 » Robust near-potential GDP growth prints together with muted
inflation help justify a neutral monetary policy guidance.
1600 - . . . . T T 1600 However, weak labour market data and the dovish FOMC have
Janl4  Janl5  Janlé Janl7  Janl8 Janl9  Jan20 increased the risk of rate cuts in the coming quarters.
Source:
ING forecasts (NDF) 1M 3500.00 (3418)  3M 3500.00 (3455) 6M 3250.00 (3490) 12M 3150.00 (3535)

Gustavo Rangel, New York +1 646 424 6464

USD/PEN

Solid macro trends help offset trade-war concerns Current spot: 3.38
36 - NG Feast MKt NDF 36 e As usual, the PEN traded with the lowest volatility in the region,
cos depreciating slightly over the past month and outperforming all
34 | ~ L34 its regional peers. Even though Peru is a small open economy
eavily reliant on commaodity exports, the currency remains the
N— heavily reliant dity exports, th y insth
32 | ) least affected by gyrations in the USD and the trade-war
concerns that affected its EM peers.
3.0 4 - 3.0 » Eventual positive developments on the US-China trade-war front
would add support to the currency, but the potential for BCRP's
2.8 7 - 28 FX intervention would likely limit any major rally in the PEN.
26 26 o Peru's BCRP cut the policy rate (2.5%) citing downside risks for
Janl4  Janl5 Janlé Janl7  Jan1l8  Janl9  Jan20 inflation and, especially, the slowdown in economic activity. An
additional cut is likely, despite the neutral quidance in place now.
Source:
ING forecasts (NDF) 1M 3.39 (3.39) 3M 3.37 (3.40) 6M 3.33 (3.41) 12M 3.31 (3.43)

Gustavo Rangel, New York +1 646 424 6464

USD/ARS

Political uncertainties reach new highs Current spot: 55.30
o The Macri administration managed to stabilize the ARS, following
550 | ING frcast Mkt NDF | 950 the sharp sell-off triggered by the surprise with the electoral
85.0 - L 850 primary results, with a mix of higher interest rates and FX
750 | / 750 intervention.
65.0 1 / - 65.0 » FXstability is likely to be temporary however, as Alberto
55.0 1 550 Fernandez is likely to become Argentina’s next president, in the
45.0 4 - 45.0 October presidential election, complicating the government's
35.0 1 350 ability to rollover maturing debt amortizations, and increasing
25.0 4 - 250 the risk of a credit event at some point in the coming quarters.
15.0 - L 15.0
50 50 » Ongoing IMF negotiations represent another important near-term

Janls  Janls  Janl6  Janl7  Jamig  Jaml9  Jan20 catalyst. Byt we expgct no negative surprises on this front, with
the Fund likely agreeing to release of the last loan tranche.
Source:

ING forecasts (NDF) 1M 57.00 (59.15) 3M 70.00 (67.80) 6M 72.00 (81.00) 12M 80.00 (96.07)

Gustavo Rangel, New York +1 646 424 6464
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Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING") solely for
information purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms
part of ING Group (being for this purpose ING Group N.V. and its subsidiary and dffiliated companies). The information in the
publication is not an investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to
purchase or sell any financial instrument. Reasonable care has been taken to ensure that this publication is not untrue or
misleading when published, but ING does not represent that it is accurate or complete. ING does not accept any liability for
any direct, indirect or consequential loss arising from any use of this publication. Unless otherwise stated, any views,
forecasts, or estimates are solely those of the author(s), as of the date of the publication and are subject to change without
notice.

The distribution of this publication may be restricted by law or requlation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any
person for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the
Dutch Central Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch
Authority for the Financial Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431
Amsterdam). In the United Kingdom this information is approved and/or communicated by ING Bank N.V., London Branch.
ING Bank N.V., London Branch is subject to limited regulation by the Financial Conduct Authority (FCA). ING Bank N.V., London
branch is registered in England (Registration number BRO00341) at 8-10 Moorgate, London EC2 6DA. For US Investors: Any
person wishing to discuss this report or effect transactions in any security discussed herein should contact ING Financial
Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and which has accepted responsibility for the
distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit https://www.ing.com.
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