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Summary

Tradable currencies: is the crisis over?
B Yes — for most currencies in both the short- and medium-term

B This does not mean that currencies cannot depreciate further —
some will in the normal turn of events

B But a few are still at risk — most obviously the Turkish lira

B Appreciation for the Chinese renminbi & a number of other Asian
currencies

Why did currencies rebound?
B Global factors — the Fed, China etc.

B Central bank signals — rather than intervention or tighter monetary
policy per se
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Summary

Non-tradable currencies: more problems ahead?

B The obvious candidates: Argentine peso, Egyptian pound,
Pakistani rupee, Ukrainian hryvnia, Venezuelan bolivar

B A number of smaller currencies?
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Summary
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The main Those égg
tradable Impacted
currencies primarily by PKR
affected by domestic UAH
global trends factors alone VEF
...et al
8 /g
~ 6
*"@se Chor,
"Ve‘g/ oslbg

cifl



Summary

DEPRECIATION vs. base currency: April 30 to October 18
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Summary

APPRECIATION vs. base currency: April 30 to October 18
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Themes

Chinese rebalancing
& commodity ‘Tapering’ of QE3

demand

Softer GDP growth
as a constraint
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Themes

FOREIGN HOLDINGS OF GOVERNMENT DEBT
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Themes

Appreciation? Countries with
current account surpluses or
deficits funded with long-term

Greater capital (direct investment?)

difficulty in
attracting

portfolio capital
or in raising
Re-pricing external loans

of EM risk Depreciation? Countries with

current account deficits
funded previously with
portfolio capital or loans

The (supposedly) longer-term issue................




Themes

ASIA: Current Account Balances
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Themes

CEEMEA: Current Account Balances
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Themes

Slower Chinese GDP Rebalancing of
growth Chinese economy
\ J
Slower growth in demand for Could demand actually
industrial commodities decline?

Division between price &
volume?

Weaker balanc_:e of payments Trade & investment
for commodity producers

12 Cﬂ:\l

Flat-to-lower commodity prices
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Themes

CHINA:GDP growth
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Official target =
7.5%....

....oris it really
7.0%7?

Caveat: 7.5%
growth adds as
much GDP as
11.5% just five
years ago
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Themes
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Mexico is the
standout in terms of
a low exposure to
commodity exports
and thus to China
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Themes
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BRAZIL: Exports to China & the U.S.

7US$ bn, 12-mos rolling total [ Not as exposed to
commodities as
some, but Chinais
by far its largest
single export market
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United States
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Source: Bloomberg, own calculations
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Themes

a

‘Tapering’ of QE3

Large unfunded
current a/c deficits

+
+
+

Local factors

QE

conomic ‘soft patch’]/

SOUTH AFRICA

Current a/c deficit about US$24 bn
FDI less than US$1.3 bn
Dependence on commodity exports
Continuing labor unrest

Extremely large real wage increases
Sluggish growth = no rate increases

Longer-term political concerns

|

Large depreciation of the rand

Extreme volatility

cifl



17

The ‘Fragile 5’

THE ‘FRAGILE 5’
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The ‘Fragile 5’

CURRENT A/C vs. DIRECT INVESTMENT

Per cent of GDP
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Based on the most
recent data

India, South Africa &
Turkey have large
financing gaps =
risk of sustained FX
pressure

Brazil has a small
gap that can easily
be filled by reserves
—if necessary
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The ‘Fragile 5’

Risk factors

Brazil

India
Indonesia
South Africa
Turkey

Large financing  Over- or under- Political
gap? valued? constraints on
policy
No Over- Yes
Yes Under- Yes
Yes? OK Yes
Yes OK ?
Yes Over- ?
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The ‘Fragile 5’

TURKEY: Current a/c vs. Capital a/c

0 ~US$ billion, rolling 12-month total
B The Turkish
government
forecasts a current
al/c deficit of 7.1% of
GDP in 2013, falling
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The ‘Fragile 5’

BRAZIL: Current a/c vs. Capital a/c

US$ bn, rolling 12-month total
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Current account
deficit still being
covered

Can FDI be
sustained in a
period of slower
commodity
demand?

Can Petrobras
continue to
attract
financing?

21



The ‘Fragile 5’

GDP GROWTH: Current vs. Previous Trend
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Central bank response

Signaling can be critical
B Brazil:

- Depreciation stopped only with an intervention
package, not with intervention

B India;

. Depreciation stopped only when the new RBI
governor outlined his policy approach, not with
higher interest rates

| Indonesia:

- The central bank pulled back from distorting the
market
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Central bank response

Signaling can be critical
B South Africa:

- Is the best signal no signal at all -- a laissez-faire
approach to the exchange rate

B Turkey:

. Unorthodox policies have worked so far but
signals have been confused if not confusing
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Central bank response

BRAZILIAN REAL: 2012-2013

Reais per U.S. dollar
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Source: Reuters, own database

2012

2013

Intervention package
announced August
22

Represented a signal
that the central bank
would resist further
depreciation

Previous intervention
had been focused on
‘smoothing’ the
depreciation, not
stopping it
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Central bank response

BRAZIL:

An extremely convoluted foreign exchange market — with a
larger role played by domestic futures than anywhere else

Two types of intervention:

= ‘Currency swaps’ — transactions in the domestic futures
market, with the central bank selling a dollar-real hedge with
net settlement at maturity — no net drain on liquidity, the
equivalent of sterilized intervention

= ‘FXrepos’ — sales of U.S. dollars in the spot market, with a
simultaneous purchase at some specified future date

-- both pre-announced, through an auction mechanism
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Central bank response
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Central bank response

BRAZIL & INDIA:
B Butthe problem they both face is “how to reverse course”

= Neither central bank favors a further appreciation in light of
the current weak economic performance

= Central Bank of Brazil is continuing to raise interest rates to
fight inflation

citl
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Central bank response

BRAZIL: Interest Rates vs. Inflation

Per cent
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Central bank response

INDONESIAN RUPEE

Rupiah per U.S. dollar
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Central bank response

INDONESIA:

M The whole range of measures:

Higher interest rates,

Intervention,

New Bl facilities to attract hard currency deposits &

Interference in the market mechanism
B Recovery?

= Clear sense that it was only when Bl allowed the market to
function
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Central bank response

SOUTH AFRICA: None
B No scope for higher rates due to economic weakness
B No scope for intervention due to low level of reserves

B Trend depreciation due to (wage) inflation
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Central bank response

TURKISH LIRA
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Central bank response

TURKEY: Weighted average cost of central bank funding

Per cent B An unorthodox
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Central bank response

TURKEY: .
Goals v H|gher u’;wfe‘st rates =rrreP Stronger currency
Fight inflation N H|gher reserve Reduced credit
—
requirements growth

Reducecurrentalc 4.II.IIIIIIIIIIIIIIIIIIIIII

deficit == Lower interest rates == \Neaker currency
(More recently) Intervention —)  \Villing to spend
Prevent excessive US$40 bn
depreciation Reserve option

mechanism

Variable liquidity
injections
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Outlook

U.S. fiscal crisis

\

Less robust U.S.
economy

\

Delay in tapering

Time for emerging markets to adjust

Changes risk attitudes toward emerging
markets




Outlook

INDIA: The key issue: reform under a new government

\

Strong coalition
government

\/

Committed to reform

\/

Upswing in growth

\/

Upswing in investment
inflows

\/

Exchange rate stability

Weak coalition
government

v

Limited reforms

\4

Weak growth

v

Anemic investment
inflows

v

Further depreciation
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Outlook

TURKEY:
A resumption of
No effective strategy for downward pressure on
reducing current account the lira
deficit
- and/or
Poor outlook for
increasing foreign direct The adoption of more
investment conventional macro-

economic policies

% Citl
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Non-global currencies

A lack of FX reserves

ARS

EGP FX markets not working/

PKR being allowed to work

UAH Dysfunctional

VEE institutional/political
structure

Risk of large discrete
devaluations .....

Or currencies being
allowed to ‘float’

Black markets
Payment arrears

Debt restructurings
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Disclaimer

In any instance where distribution of this communication is subject to the rules of the US Commaodity Futures Trading Commission (“CFTC”), this communication constitutes an invitation to consider
entering into a derivatives transaction under U.S. CFTC Regulations §§ 1.71 and 23.605, where applicable, but is not a binding offer to buy/sell any financial instrument.

This communication is issued by a member of the sales and trading department of Citigroup Global Markets Inc. or one of its affiliates (collectively, “Citi”). Sales and trading department personnel
are not research analysts, and the information in this communication is not intended to constitute “research” as that term is defined by applicable regulations. Unless otherwise indicated, any
reference to a research report or research recommendation is not intended to represent the whole report and is not in itself considered a recommendation or research report. All views, opinions
and estimates expressed in this communication (i) may change without notice and (ii) may differ from those views, opinions and estimates held or expressed by Citi or other Citi personnel.

This communication is provided for information and discussion purposes only. Unless otherwise indicated, (i) it does not constitute an offer or recommendation to purchase or sell any financial
instruments or other products, (ii) it does not constitute a solicitation if it is not subject to the rules of the CFTC (but see discussion above regarding communications subject to CFTC rules), and (iii) it
is not intended as an official confirmation of any transaction. Unless otherwise expressly indicated, this communication does not take into account the investment objectives or financial situation of
any particular person. Citi is not acting as an advisor, fiduciary or agent. Recipients of this communication should obtain advice based on their own individual circumstances from their own tax,
financial, legal and other advisors about the risks and merits of any transaction before making an investment decision, and only make such decisions on the basis of the investor's own objectives,
experience and resources. The information contained in this communication is based on generally available information and, although obtained from sources believed by Citi to be reliable, its
accuracy and completeness cannot be assured, and such information may be incomplete or condensed. Any assumptions or information contained in this document constitute a judgment only as of
the date of this document or on any specified dates and is subject to change without notice.

Citi often acts as an issuer of financial instruments and other products, acts as a market maker and trades as principal in many different financial instruments and other products, and can be
expected to perform or seek to perform investment banking and other services for the issuer of such financial instruments or other products. The author of this communication may have discussed
the information contained therein with others within or outside Citi and the author and/or such other Citi personnel may have already acted on the basis of this information (including by trading for
Citi's proprietary accounts or communicating the information contained herein to other customers of Citi). Citi, Citi's personnel (including those with whom the author may have consulted in the
preparation of this communication), and other customers of Citi may be long or short the financial instruments or other products referred to in this communication, may have acquired such
positions at prices and market conditions that are no longer available, and may have interests different from or adverse to your interests. Investments in financial instruments or other products
carry significant risk, including the possible loss of the principal amount invested. Financial instruments or other products denominated in a foreign currency are subject to exchange rate
fluctuations, which may have an adverse effect on the price or value of an investment in such products. This document does not purport to identify all risks or material considerations which may be
associated with entering into any transaction. Citi accepts no liability for any loss (whether direct, indirect or consequential) that may arise from any use of the information contained in or derived
from this communication.

This document may contain historical and forward looking information. Past performance is not a guarantee or indication of future results. Any prices, values or estimates provided in this
communication (other than those that are identified as being historical) are indicative only, may change without notice and do not represent firm quotes as to either price or size, nor reflect the
value Citi may assign a security in its inventory. Forward looking information does not indicate a level at which Citi is prepared to do a trade and may not account for all relevant assumptions and
future conditions. Actual conditions may vary substantially from estimates which could have a negative impact on the value of an instrument. You should contact your local representative directly if
you are interested in buying or selling any financial instrument or other product or pursuing any trading strategy that may be mentioned in this communication. These materials are prepared solely
for distribution into jurisdictions where such distribution is permitted by law. These materials are for the internal use of the intended recipients only and may contain information proprietary to Citi
which may not be reproduced or redistributed in whole or in part without Citi’s prior consent. Although Citibank, N.A. (together with its subsidiaries and branches worldwide, "Citibank") is an
affiliate of Citi, you should be aware that none of the financial instruments or other products mentioned in this communication (unless expressly stated otherwise) are (i) insured by the Federal
Deposit Insurance Corporation or any other governmental authority, or (ii) deposits or other obligations of, or guaranteed by, Citibank or any other insured depository institution.

IRS Circular 230 Disclosure: Citi and its employees are not in the business of providing, and do not provide, tax or legal advice to any taxpayer outside of Citi. Any statements in this communication
to tax matters were not intended or written to be used, and cannot be used or relied upon, by any taxpayer for the purpose of avoiding tax penalties. Any such taxpayer should seek advice based on
the taxpayer’s particular circumstances from an independent tax advisor.

2013 Citigroup Global Markets Inc. Member SIPC. All rights reserved. Citi and Citi and Arc Design are trademarks and service marks of Citigroup Inc. or its affiliates and are used and registered
throughout the world.




