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US Dollar

1-3 Month Outlook — How do we price a red sweep?

We have revised our forecasts this month. Pre-election we
were at the upper end of analyst forecasts for USD (our end-
2024 target for EUR/USD was 1.08) but thought that would
need to be revised depending on the election outcome. The
fact that USD is already strong creates a high hurdle for
further gains but a few things make us think USD gains are
not yet exhausted. The size of Trump’s win gives him a clear
electoral mandate to pursue his policy agenda. The initial
post-election reaction was very muted, and on Friday
morning, EUR/USD was still at 1.08. We heard people argue
that “Trump was already in the price’ but find it hard to agree
when much of the 1.12 to 1.08 move consisted of a repricing
of the short-term US economic narrative led most notably
by stronger NFP on Oct 4. If Trump was already in the price,
this was a very mild version of Trump where he implements
only a small fraction of his campaign rhetoric. Clearly much
of what he said will never see the light of day. The Senate
filibuster will constrain the new administration to following
the rules on reconciliation. But existing legislation grants a
President wide-ranging powers on tariffs (s301, s232) even
if that is unlikely to cover universal tariffs (and we think
Trump would face intensive lobbying against such a move).
There is enough Trump can do to create a new tailwind for
USD in our view, particularly in the face of extreme
reluctance from China and others to deliver large-scale fiscal
stimulus. The narrative of US exceptionalism is here to stay
for a bit longer. Easy fiscal policy, a step-up on the trade
wars of Trump v1.0 (though not as extreme as ‘Campaign
Trump’), an inflationary crackdown on immigration (even if
deportation of every illegal immigrant is impossible), all of
that creates the conditions for some renewed USD strength,
even if Trump himself may prefer a weaker currency.

6-12 Month Outlook — Fed stays independent

As noted last month, Fed independence may come under
pressure from Trump v.2, but the constitutional constraints
are firm enough that we think inflationary policies will lead
to monetary policy staying tighter than it otherwise would
be, and USD remaining richer for longer. We have taken out
the modest decline we had pencilled in for USD over a
longer-term horizon. Trump cannot start nominating FOMC
members until 2026, and even then he only has three that
year. The deficit cannot grow unchecked forever, but as
shown in Figure 2, it continues to be partly financed
domestically, which limits its FX impact.
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Indicators

Current (Previous)*
Official cash rate 4.50-4.75% (4.75-5.00%)
Trend interest rates (10yr average) 1.5%
Bias in interest rate market Lower
Core PCE Inflation %Y/Y Sep (Aug) 2.7% (2.7%)

Inflation target 2%, on average
Budget balance % GDP 2023 (2022) -6.5% (-5.5%)
Budget balance target % GDP -
GDP Growth % qg/q saar Q3 A (Q2) 2.8% (3.0%)
Trend GDP % 2.6%
Purchasing Power Parity Value -
Spot -
PPP Valuation -
Current account balance % GDP Q2 (Q1) -3.3% (-3.2%)

Trend current account balance % GDP -2.5%
Moody's Foreign Currency Rating Aaa
Outlook Negative

* Current is latest month, quarter or year

1. Pricing out of Fed cuts driving USD strength
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2. Domestic surplus prevents deficit turning USD-negative

20 -, US sector financial balances, %GDP, 4gmav

Domestic private
Government

Overseas

-20
52 56 60 64 68 72 76 80 84 88 92 96 00 04 08 12 16 20

Source: Bloomberg, Federal Reserve, RBC Capital Markets

Forecasts
2024 2025
Ql Q2 Q3 Qaf Qif Q2f Q3f Qaf
EUR/USD 1.08 1.07 1.11 1.06 1.02 1.02 1.03 1.05
usD/JPY 151 161 144 155 160 158 155 150
USD/CAD 1.35 1.37 1.35 1.40 1.42 1.43 1.42 1.41

Source: RBC Capital Markets estimates

12 November 2024
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1-3 Month Outlook — More policy & political risk

The last two months have been a near straight-line lower
for EUR/USD, though most of that is USD strength rather
than EUR weakness. In relative terms, it is only middle of the
pack. The same is true of EUR YTD. It is down 3.5% vs USD
but again is only middle of the pack in spot returns against
a broad G10/EM universe (in total returns of course it fares
much worse). If we think about what EUR has had to
contend with this year, it is hard to claim, ‘the worst is in the
price’. It is well-known that European growth is weak. After
a string of upside data surprises in H1 2024 (our ESl and EMI
both bounced from the lows of H2 2023), Europe has
struggled to build positive data momentum in H2 2024 so
far (Figure 1). Growth prospects for 2025 have also been
revised lower and even before the US election, Euro area
growth was already seen underperforming the US next year.
But this is not a market that is aggressively short EUR. The
Euro area still runs a sizeable current account surplus and
there is good demand to buy EUR for hedging purposes
when EUR/USD or other EUR-crosses are at the lows which
acts as a natural brake on rapid losses. Our positioning
monitor was actually showing the market almost neutral
EUR/USD heading into the election, and the post-election
selling which has taken us to new seven-month lows, just
brings us back to the bottom of the 1.06-1.10 range which
prevailed until the late summer breakout on US data
pessimism. All of this is to say that if we are to price a new
trade war under Trump 2.0, EUR has some more to lose.
While we think the primary focus will be China, Europe will
feel the second-order effects, competing for foreign export
markets with Chinese exports shut out of the US. The ECB is
in no rush to respond (VP De Guindos was clear that
December is “too soon” to be talking about a 50bp cut in
response to potential tariffs), but we think the currency has

Indicators
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Official cash rate (ECB main refirate)
Trend interest rates 10y average
Bias in interest rate market

HICP core Inflation %Y/Y Oct P (Sep)
Inflation target

Budget balance % GDP 2022 (2021)
Budget balance target % GDP

GDP Growth %Y/Y Q3 P (Q2)

Trend GDP %y/y

Purchasing Power Parity Value Sep
Spot end-Oct

PPP Valuation

Current account % GDP Q2 (Q1)
Trend current account balance % GDP
Moody's Foreign Currency Rating
Outlook

* Current is latest month, quarter or year

Current (Previous)*
3.40% (3.65%)

0.6%

Easing

2.7% (2.7%)

2.0% (symmetric)

-3.6% (-5.2%)

3% of GDP-Unless special circumstances
0.9% (0.6%)

1.5%

1.2687

1.0884

EUR/USD is undervalued
2.5(2.1)

2.2%

Aaa (Germany)

Stable

1. Europe struggling to build positive data momentum
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2. Europe would lose a lot from aggressive US tariffs

0
more work to do in easing financial conditions. I I I I I I
-50
6-12 Month Outlook — Removing the upward bias
On the political front, Germany is on track for a snap -100
election in Q1 which is likely to lead to a new grand 150
coalition. While some pin hopes on fiscal easing because of
this, the debt brake is baked into the constitution and any -200
‘emergency’ measures are not likely to replicate US-style US goods & services trade balance with...
largesse. We have revised our H1 forecasts down to 1.02 250 (USD bn, 4qtr sum as of Q2 2024, sa)
though acknowledge a high degree of uncertainty around 2300
that (wi.th the poten.tial for a deep<.er or shaIIowellf trough & & & @Q,{b & & @,,&\\.\?,&Q Q 4 @Q(b
depending on US actions). EUR remains cheap relative to its N o OV =
long-run average, but there still seems to be good reason Source: RBC Capital Markets, Bloomberg
for that and it does not prevent further cheapening.
Forecasts
2024 2025
Q1 Q2 Q3 Qaf Qif Q2f Q3f Qaf
EUR/USD 1.08 1.07 1.11 1.06 1.02 1.02 1.03 1.05
EUR/JPY 163 172 160 164 163 160 158
EUR/CAD 1.46 1.47 1.51 1.48 1.45 1.46 1.46 1.48

Source: RBC Capital Markets estimates

12 November 2024
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Japanese Yen

1-3 Month Outlook — Fed repricing hurts JPY

JPY has been one of the biggest losers in the pre- and post-
election USD repricing. QTD it is down 6.6% against USD, a
loss outdone only by CLP and HUF. We had 149 pencilled in
for year-end which we stormed through in mid-October.
Now we are sitting just shy of 155 as we go to press. The
161.95 high from earlier in the year is still 4.5% from here —
clearly not out of reach but we think it would take aggressive
policy moves from the new Trump administration to get us
back to those levels. In Japan, the election has not worked
out well for the LDP. It leaves the third-largest opposition
party, NDP, in the position of kingmakers, choosing when to
support the minority government on a case-by-case basis.
Minority governments are very rare in Japanese politics, and
while the NDP may now be able to push through its policy of
tax credits, it leaves the BoJ looking ever more cautious. The
last set of minutes for the October policy meeting shows the
BoJ expects wage growth “to continue to be at a high level
next year” but “the sustainability of wage hikes is of
concern” as SMEs in particular recorded low profits and
raised wages defensively to retain employees. A period of
extended political uncertainty, potentially until the Upper
House elections in mid-2025 makes significant reforms look
unlikely. From our perspective, the more important shift
post-election is the right tail for US inflation opening up
again, paving the way for USD/JPY to resume its upward
grind. That will not be welcome news domestically. The
BoJ’s minutes note how a “significant number of reports”
from SME corporate executives as well as “various survey
results” from households show both groups “welcome the
retracement of the vyen’s depreciation”. But verbal
intervention or even physical intervention from the MOF
cannot do much more than smooth the pace of
depreciation, if relative monetary policy is pushing the other
way. Positioning is long USD/JPY (Figure 1) but could build
up further, as we saw earlier in the year, and we have
revised up our peak in the profile to hit 160 by end-Q1 2025.

6-12 Month Outlook — Cautious BolJ reluctant to move

The Bol is likely to resume its gradual hikes in H1 2025 but
at a pace that still falls shy of the amount required to bring
Japanese hedgers back to the table. The implied yield on
Japan’s overseas bond holdings is creeping higher (Fig 2).
But the post-election outlook for the US makes it look less
likely that the Fed will cut fast enough to warrant a shift to
USD/JPY selling. The biggest downside risk to USD/JPY
remains a US recession.

Currency Report Card
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Indicators

Current (Previous)*

Official cash rate (upper bound) 0.25%
Trend interest rates 10y average -0.1%
Bias in interest rate market Rising
CPI Inflation %Y/Y Sep (Aug) 2.5% (3.0%)
Inflation target 2.0%
Budget balance % GDP 2021 (2020) -6.2% (-9.1%)
Budget balance target % GDP n/a
GDP Growth %Y/Y Q2 (Q1) -1.0% (-0.9%)
Trend GDP %Y/Y 0.5%
Purchasing Power Parity Value Sep 82.37
Spot end-Oct 152.03
PPP Valuation USD/JPY is overvalued
Current a/c balance % GDP Q2 (Q1) 4.6% (4.5%)
Trend current account balance % GDP 3.1%
Moody's Foreign Currency Rating Al
Outlook Stable

* Current is latest month, quarter or year

1. Markets are long USD/JPY, with flows skewed to buying

100% A RBC Positioning Monitor: USD/JPY

{ Net long USD/JPY
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Source: RBC Capital Markets

2. Flatter fwd curve pushes back JPY recovery
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Source: RBC Capital Markets, Bloomberg, Haver Analytics

Forecasts
2024 2025
Q1 Q2 Q3 Qaf Qif Q2f Q3f Qaf
USD/JPY 151 161 144 155 160 158 155 150
EUR/JPY 163 172 160 164 163 161 160 158
CAD/JPY 112 118 106 111 113 110 109 106

Source: RBC Capital Markets estimates

12 November 2024
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Sterling

1-3 Month Outlook — Lower EUR/GBP profile

Since September, GBP has been one of the relative
outperformers in G10 (third after USD & CAD), albeit this
masks some very choppy trading. EUR/GBP reached a high
of 0.8448 in late October post the UK’s Autumn Budget and
has since then traded to new YTD lows after the US election.
Going forward, we think that recent events support a
continuation of GBP’s relative outperformance in the
coming months, but we caution that the end-October price
action was a perfect example of GBP’s vulnerability to
downside risk.

On the rates front, the risk is currently tilted to a more
hawkish BoE rate profile than our baseline scenario, and this
means the UK will continue to have a higher level of rates
than some of its peers, such as the Euro area. Our UK
economist notes that the October 30" Budget
announcement will slow the reduction in the government
deficit compared to previous plans. Chancellor of the
Exchequer Rachel Reeves announced GBP ~40bn in tax
increases and GBP ~70bn in spending increases, with a larger
chunk of the latter amount allocated to day-to-day spending
instead of investment spending. The impact on markets was
one of higher UK yields and a lower GBP, but the move in
GBP was likely exacerbated by short EUR/GBP positions.
Then, on November 7, the BoE cut the policy rate by 25bp
(as expected) due to “the continued progress in
disinflation”, with an 8-1 vote split in favor of the decision.
Despite the Budget result, the BoE stated that “a gradual
approach to removing policy restraint remains appropriate”,
while Governor Bailey cautioned, “We’ll need to see how
these effects pass through” (in reference to the Budget). Our
UK team still sees the BoE delivering consecutive rate cuts
between now and May 2025, which implies another -100bp
and a terminal rate of 3.75%. But post the Budget, the risk is
now tilted to fewer cuts (mkt: -42bp by May 2025).

Externally, we think the UK is less vulnerable than other
economies (e.g. EZ) to tariff risks under Trump’s presidency.
That may leave the market positioned short EUR/GBP.

6-12 Month Outlook - Vulnerability to downside risk
Our longer-run EUR/GBP profile continues to show a gradual
uptrend, due to GBP’s vulnerability to downside risk. This
risk reflects the market’s short EUR/GBP positioning and
GBP remaining overvalued on a real effective exchange rate
basis. The latter lowers the hurdle for a GBP decline if there
are any concerns about the growth outlook or fiscal
credibility, or if there is an external risk-off shock.

Forecasts

Indicators

Currency Report Card
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Official cash rate

Trend interest rates 10y average

Bias in interest rate market

CPI Inflation %Y/Y Sep (Aug)

Inflation target (HICP)

Budget balance % GDP 2022 (2021)
Budget balance target % GDP

GDP Growth %Y/Y Q2P (Q1)

Trend GDP %Y/Y

Purchasing Power Parity Value Sep
Spot end-Oct

PPP Valuation

Current a/c balance sa % GDP Q2 (Q1)
Trend current account balance % GDP
Moody's Foreign Currency Rating
Outlook

* Current is latest month, quarter or year

Current (Previous)*
4.75% (5.00%)

~1.2%

Easing

1.7% (2.2%)

2.0%

-4.7% (-7.9%)

Budget surplus as soon as possible
0.7% (0.3%)

1.6%

1.3496

1.2899

GBP/USD is undervalued
-2.2% (-1.9%)

-3.3%

Aa3

Stable

1. Markets are long GBP vs EUR and nearly flat vs USD

RBC Positioning Monitor: Total GBP positioning (% of max) vs...
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Source: RBC Capital Markets; Note: As of November 8, 2024 close

2. UK REER looks expensive on a historical basis

GBP effective exchange rate deviation from 30yr average

Nominal
e Real (unit labour cost-based)

90 92 94 96 98 00 02 04 06 08 10 12 14 16 18 20 22 24

Source: RBC Capital Markets, Bloomberg

2024
Q1 Q2 Q3 Qaf
GBP/USD 1.26 1.26 1.34 1.29
EUR/GBP 0.85 0.85 0.83 0.82
GBP/JPY 191 203 192 200
GBP/CAD 1.71 1.73 1.81 1.81

Source: RBC Capital Markets estimates

Qif Q2f
1.28 1.24
0.80 0.82
204 197
1.81 1.78

2025
Q3f Qaf
1.23 1.24
0.84 0.85
190 185
1.74 1.74

12 November 2024
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Canadian Dollar

1-3 Month Outlook — Higher USD/CAD

Since early October, USD strength has resulted in a ~3% rally
in USD/CAD, with the pair reaching a new YTD high of 1.3967
on November 12, and CAD’s mini-dollar status turning it into
an outperformer on the crosses. Post the US election, we still
see a higher USD/CAD, with pullbacks presenting a buying
opportunity. Our US/CA rates strategy team thinks there is
further space for monetary policy divergence between the
US and Canada, expecting terminal rates of 4.00-4.25% by
January 2025 and 2% by July 2025, respectively. In Canada,
the BoC accelerated the pace of cuts to -50bp in October,
repeating that they “will take decisions one meeting a time”,
and noting that “we are back to low inflation” and “the
economy continues to be in excess supply”. The last GDP
report showed a surprisingly firm September nowcast at
0.3%m/m, which potentially suggests a stronger handoff to
Q4. But Q3 GDP is still tracking at ~1.0% q/q annualized,
below the BoC’s projection of 1.5%. We think that growth will
have to pick up more materially to absorb the economy’s
excess supply. Given this and the BoC once again making
policy decisions through the lens of the output gap, we think
the BoC will cut by 50bp on December 11 (mkt: -37bp) and
by another 125bp next year (mkt: -40bp). Relative rate
dynamics have not been a big driver of USD/CAD, but if the
front-end rate spreads between the US and Canada widen to
~200bps as RBC expects, then that is likely to change. More
expensive hedging costs for Canadian investors should
translate into lower hedge ratios, pushing USD/CAD higher.
Outside of rates, USD direction is likely to remain an
important driver of CAD, with the US election outcome
lending support to USD and thereby USD/CAD. A sustained
twin selloff in US bonds/equities is an upside risk.

6-12 Month Outlook — CAD recovery in H2 2025
Further out in 2025, the monetary easing delivered by the
BoC should support a growth rebound, with our profile

Indicators
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Official cash rate

Trend interest rates 10y average

Bias in interest rate market

Core CPI Inflation (Trim) %Y/Y Sep (Aug)
CPl inflation target range %Y/Y

Budget balance % GDP 2023 (2022)
Budget balance target % GDP

GDP growth %Q/Q saar Q2 (Q1)

Trend GDP %Q/Q

Purchasing Power Parity value Sep

Spot end-Oct

PPP valuation

Current account balance % GDP Q2 (Q1)
Trend current account balance % GDP
Moody’s foreign currency rating
Outlook

* Current is latest month, quarter or year

Current (Previous)*
3.75% (4.25%)

1.5%

Easing

2.4% (2.4%)

1-3%

-1.2% (-3.2%)

Declining over the business cycle
2.1% (1.8%)

2.1%

1.2089

1.3934

USD/CAD is overvalued
-0.8% (-0.8%)

-1.9%

Aaa

Stable

1. Higher USD = key driver of rally in USD/CAD since Oct

Decomposing USD/CAD monthly changes...

3.0%

2.0%

1.0%

0.0%

-1.0%

-2.0%

-3.0%

w2y US-CA rate diff S&P mmmmm Crude residual
USD direction WCS diff Residual
-4.0% USD/CAD m/m
Sep-23  Nov-23  Jan-24 Mar24 May-24  Jul-24  Sep-24  Nov-24

Source: Bloomberg, RBC Capital Markets

2. Only CAD/CHF is neutral to USD direction

CAD cross correlations to

looking for a CAD recovery in H2 2025. Key to watch will be NZDCAD USD direction
housing activity. Our economists flag signs of rate cuts AUDCAD S S S
starting to boost activity, but affordability remains stretched EURCAD Théifré’]a"u"cfﬁ
(see here), and our CA rates team estimates, “it might take GBPCAD l:st?gn::[fllizlrlx};
Sy fixed reaching 3% or bglow to |?eally super'charge the real | CADCHF USONEUTRAL
estate market” and derail material BoC easing (see here).
Meanwhile, the USMCA'’s first joint review in mid-2026 will CADJPY
be watched as a downside risk to CAD under President-elect CADSEK
Trump, but there are other countries with which the US has CADNOK
a larger trade deficit, making them the more likely targets of USDCAD
stronger anti-trade rhetoric, especially at the start of 05 07 05 03 01 o4 03 05 07 09
Trump’s term. Canada also has two side-letters with the US Source: Bloomberg, RBC Capital Markets
that provide some insulation from potential US tariffs.
Forecasts
2024 2025
Q1 Q2 Q3 Qaf Qif Q2f Q3f Qaf
USD/CAD 1.35 1.37 135 1.40 1.42 1.43 1.42 1.41
EUR/CAD 1.46 1.47 1.51 1.48 1.45 1.46 1.46 1.48
CAD/JPY 112 118 106 111 113 110 109 106

Source: RBC Capital Markets estimates

12 November 2024


https://thoughtleadership.rbc.com/october-sales-gains-an-inflection-point-for-canadas-housing-markets/
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Australian Dollar
1-3 Month Outlook — Choppy price action persists

Notwithstanding the RBA's relatively hawkish policy stance,
the Australia dollar has remained largely range-bound year-
to-date. For one, the AUD/USD pair is still being driven
largely by the USD leg. Another is that the market still
appears deeply skeptical about the RBA’s “hawkish hold”
stance. Even the AUD/NZD cross, for example, has found it
difficult to make any substantial headway in months.

The uneven China economy and the lack of a trend in iron
ore prices have added to the range-bound nature of the
Aussie dollar year-to-date. Notwithstanding the recent
China stimulus measures, the critical fiscal aspect of those
measures appears relatively modest, so the resulting growth
boost is also likely to be modest.

On the domestic side, Australia’s headline and core inflation
remains stubbornly elevated, and the labour market has also
been robust, and these have kept the RBA on its “hawkish
hold” stance. We are forecasting the start of RBA policy
easing only in Q1 2025.

Rate differentials provide some support to the Aussie dollar,
but they have not been enough to overcome the US dollar’s
general resilience. Downside pressures on the Aussie would
escalate in the event of another major risk-off episode. The
Aussie dollar retains a clear positive correlation to the MSCI
World Index, indicating that it remains a relatively pro-risk
currency.

6-12 Month Outlook — Positive policy divergence

Australia’s external balance has improved structurally in
recent years, turning it into a persistent current account
surplus country. It is also no longer an obviously “high carry”
currency relative to other G10 currencies. Nonetheless, AUD
remains sensitive to global risk sentiment.

The RBA’s relative hawkishness compared to other major
central banks should support the Aussie dollar conceptually.
The main fundamental drag on AUD is China’s economic
challenges, and the US election has worsened that situation
with the growing risk of a renewed US-China trade war.
China accounts for approximately one-third of Australia’s
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Indicators

Current (Previous)*

RBA cash rate 4.35%
Trend interest rates (10yr average) 1.65%
Bias in interest rate market Lower
CPI Inflation %Y/Y last (prev) 2.8% (3.8%)
Inflation target 2.0-3.0%

Budget balance % GDP last (prev) 1.6% (1.4%)

Budget balance trend % GDP -0.8%
GDP Growth % y/y last (prev) 1.0% (1.3%)
Trend GDP %y/y 2.4%
Purchasing Power Parity Value Sep 0.7170
Spot end-Oct 0.6582
PPP valuation AUD/USD is undervalued
Current acct balance % GDP last (prev) -0.2% (0.3%)
Trend current account balance % GDP -1.2%
Moody's Foreign Currency Rating Aaa
Outlook Stable
* Current is latest month, quarter or year
1. Sideways iron ore prices not helping AUD/USD
0.70 ——AUD/USD spot 120
069 = |ron ore (Right, $/MT 115
110
0.68 105
0.67 100
0.6 %
90
0.65 85
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Source: RBC Capital Markets; Bloomberg

2. RBA-Fed policy divergence unable to overcome USD
strength

06 1 ===eAU-US 2Y rate spread (%)

04 ——AUDIUSD spot (Right) /]
0.2
0.0
-0.2
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0.70
0.69

0.68
0.67
0.66
0.65

exports. So any negative impact on China’s economy will 06 0.64
redound upon Australia. 08 0.63
Jan-24 Mar-24 May-24 Jul-24 Sep-24 Nov-24
Source: RBC Capital Markets; Bloomberg
Forecasts
2024 2025
a1l Q2 Q3 Qaf aif Q2f Q3f Qaf
AUD/USD 0.65 0.67 0.69 0.66 0.65 0.64 0.64 0.66
EUR/AUD 1.65 1.61 1.61 1.61 1.57 1.59 1.61 1.59
AUD/CAD 0.88 0.91 0.93 0.92 0.92 0.92 0.91 0.93

Source: RBC Capital Markets estimates

12 November 2024
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Chinese Yuan AlvinT. Tan

1-3 Month Outlook — Modest growth bounce facing Indicators

uncertainties Current (Previous)*
China 1-year loan prime rate 3.10%

China’s economy appears to have stabilised following the

. i . ) . Trend interest rates (10yr average) 3.88%
monetary and financial policy blitz launched in September. Bias in interest rate market Lower
The just-announced follow-up fiscal package, however, is CPI Inflation %Y/Y last (prev) 0.4% (0.6%)
focused on restructuring local government debt over several Inflation target 3.0%

.ee . . . - - 0
years. Beijing still appears wedded to fiscal conservatism, Budget balance % GDP last (prev) 4.6% (-4.7%)
d th . b ble lack of initiati Budget balance trend % GDP -3.1%
and t gre contlnues. to : e a notable lack of initiatives GDP Growth % y/y last (prev) 4.6% (4.7%)
supporting consumption directly. Trend GDP %y/y 5.0%
i . Lo Purchasing Power Parity Value Sep 6.7202
The shift towards pro-growth policies nonetheless is likely to Spot end-Oct 7.1180
boost the economy modestly in coming months, even if PPP valuation USD/CNY is overvalued
long-term structural challenges remain. This should provide Current acct balance % GDP last (prev) 1.2% (1.2%)
. Trend current account balance % GDP 1.6%
some near-term support to the Chinese yuan. Moody's Forelgn Currency Rating o
However, Trump’s election victory has thrown up a major O“t'o"'f ) Stable
. . . . . . * Current is latest month, quarter or year
wildcard for China given his proposed 60% tariffs on China i i
imports. Exports have indeed been a rare bright spot for 1. Growth stabilisation at start of Q4
China’s economy this year, and a renewed US-China trade ” ] ]
war would be very damaging for the still-fragile economy. ® Manufacturing PMI - @ Non-manufacturing PM|
52 -

The PBOC has also demonstrated a relatively hands-off

approach to USD/CNY's climb amidst broad dollar strength 50 =
in the past month. Letting the exchange rate rise would be
the most natural and direct reaction to Trump's tariff 48 1
threats, so USD/CNY is likely to climb back into the 7.30/7.35 46
cycle high zone if Trump reiterates his protectionist
proposals in coming months. 44
42
6-12 Month Outlook — Revived US-China trade war Feb-24 Apr-24 Jun-24 Aug-24 Oct-24

. Source: RBC Capital Markets; Bloomberg
risk

China’s multi-year property and construction boom has 2. Exports have been a rare bright spot for China

ended definitively, and policymakers are unwilling to reflate 12
it. The fallout is likely to last for years, and there is no easy 10
alternative driver of the economy. Beijing however has been
unveiling support measures to keep a floor on the economy,
and this will continue.

(o]

Weak domestic demand and low interest rates present
major structural headwinds for the yuan. Growing trade
tensions from China’s exports surge are another concern,
and a renewed US-China trade war under a second Trump
administration is a real risk. On the flipside, a revived trade

® China CNY exports (% yly)

) L . China USD exports (% yly)
war could finally prompt Beijing to undertake significant pro- Sep23 Nov-23 Jan-24 Mar-24 May-24 Jul-24 Sep-24

consumption fiscal stimulus measures.

ModdSdSbhNonvso

o
-

Source: RBC Capital Markets; Bloomberg

Forecasts
2024 2025
Q1 Q2 Q3 Qaf Qif Q2f Q3f Qaf
USD/CNY 7.22 7.27 7.02 7.21 7.29 7.33 7.30 7.25
EUR/CNY 7.79 7.79 7.82 7.64 7.44 7.48 7.52 7.61
CNY/JPY 21.0 221 20.5 21.5 21.9 21.6 21.2 20.7
CAD/CNY 5.33 5.31 5.19 5.15 5.13 5.13 5.14 5.14

Source: RBC Capital Markets estimates

12 November 2024 9
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South Korean Won

1-3 Month Outlook — Dominated by external factors

South Korea’s economy has been enjoying a cyclical uplift
for much of the year, supported by a strong exports
upswing. The trade balance has been in a persistent surplus
since June 2023. Semiconductor shipments have been
particularly strong.

These led to a positive turn for the won that started in
August, just ahead of the start of the Fed easing. But the
brightening situation appears to have been abruptly short-
circuited by events. Firstly, there are emerging signs of a
slackening in the exports cycle for South Korea, and overall
domestic growth momentum is weakening.

Worse is the risk of resurgent US trade protectionism in a
second Trump term. South Korea has a free trade
agreement with the US, and is also a US treaty ally, but it is
unclear how much all these might shield the country. Trade-
dependent South Korea is highly vulnerable to trade
protectionism. Moreover, about 20% of Korea’s exports are
shipped to China, and another 18% to the US.

The won is also suffering a heavy drag from the weak yen,
with a persistently elevated positive correlation between
the two currencies since the summer. More broadly, the
USD/KRW exchange rate has consistently demonstrated a
high sensitivity to broad US dollar trends.

In any event, the Bank of Korea has already started its policy
easing cycle following the drop in domestic inflation below
its 2% target level. The won is likely to continue
underperforming within the Asia FX complex in coming
months.

Indicators

Currency Report Card

Alvin T. Tan

BOK Base Rate
Trend interest rates (10yr average)
Bias in interest rate market

CPI Inflation %Y/Y last (prev)
Inflation target
Budget balance % GDP last (prev)
Budget balance trend % GDP

GDP Growth % y/y last (prev)
Trend GDP %y/y
Purchasing Power Parity Value Sep
Spot end-Oct
PPP valuation
Current acct balance % GDP last (prev)
Trend current acct. balance % GDP
Moody's Foreign Currency Rating

Outlook

* Current is latest month, quarter or year

Current (Previous)*
3.25%

1.68%

Lower

1.3% (1.6%)

2.0%

-1.9% (-1.8%)

1.3%

1.5% (2.3%)

2.5%

1050

1377

USD/KRW is overvalued
4.0% (3.2%)

5.0%

Aa2

Stable

1. Weakening of exports up-cycle

20
18
16
14
12
10

o N B

Nov-23  Jan-24 Mar-24 May-24 Jul-24  Sep-24

mmmm Korean exports (LHS, % yly)
= BS| export index (RHS)

Source: RBC Capital Markets; Bloomberg

- 102

100

98
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94

92

2. KRW facing drag from a weak JPY lately

6-12 Month Outlook — Exposed to protectionism g; | om 42-day r0||ing correlation between
The won’s persistent weakness in recent years has rendered 0.5 - USD/JPY and USD/KRW
it relatively cheap. However, the won remains a hostage to 0.4
external factors as discussed above. The country’s high 0.3
export dependence and the currency’s sensitivity to the 0.2
broad US dollar means that the won is one of the most 01
exposed EM currencies to US trade protectionism. Even if 00
US tariffs only target China, there would still be collateral 01
damage to South Korea given that China is its largest trade 02
partner. Jan-21 Oct-21 Jul-22 Apr-23 Jan-24 Oct-24
Source: RBC Capital Markets; Bloomberg
Forecasts
2024 2025

Q1 Q2 Q3 Qaf Qif Q2f Q3f Qaf
USD/KRW 1347 1377 1315 1415 1425 1440 1430 1420
EUR/KRW 1454 1475 1464 1500 1454 1469 1473 1491
JPY/KRW 8.90 8.56 9.15 9.13 8.91 9.11 9.23 9.47
CAD/KRW 995 1006 972 1011 1004 1007 1007 1007

Source: RBC Capital Markets estimates

12 November 2024
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Singaporean Dollar
1-3 Month Outlook — Policy-supported appreciation

Singapore’s inflation readings have been choppy this year
because of the sales tax hike and fluctuating COE prices.
Inflation readings have been fluctuating in a downward
direction, but core inflation remains elevated and sticky
near 3%. “Cost of living” thus continues to be a major
concern for Singapore policymakers.

The economy gained momentum through Q3 2024,
supported by an ongoing exports upswing. Singapore is also
less exposed to China’s uneven economy, so it has been less
affected from that angle. The government recently
upgraded its domestic growth outlook for the year to
between 2% and 3% growth.

Robust growth conditions and sticky inflation will have the
MAS maintaining its existing policy settings through year-
end. The trade-weighted SGD’s estimated 1.5% annualised
appreciation path has and should continue to support
further gradual gains in the currency. SGD’s performance
since mid-2023 has consistently placed it in the middle-to-
upper half of the Asia FX basket, further underscoring its
steady performance.

The potential for US protectionism next year is a major risk
factor for the highly trade-dependent Singapore economy.
But until there is greater clarity about president-elect
Trump’s actual economic and trade policies, the trade-
weighted Singapore dollar should remain supported.

6-12 Month Outlook — Valuation getting stretched

The trade-weighted SGD’s consistent appreciation in recent
years has rendered it relatively expensive among Asian
currencies. The growing attractiveness of Singapore as an
Asian wealth and financial hub also suggests a structural
tailwind for SGD. Moreover, the persistently large current
account surplus offers robust fundamental support to the
currency.

It would require the combination of both Fed and MAS
policy easing cycles to reverse the currency’s valuation. If
the second Trump administration does indeed pursue a

Currency Report Card

Alvin T. Tan
Indicators

Current (Previous)*
Estlma?ed_ SGD NEER annual 1.5%
appreciation
Bias in policy expectations Flat
CPI Inflation %Y/Y last (prev) 2.0% (2.2%)
Inflation target None
Budget balance % GDP last (prev) -0.3% (-0.3%)
Budget balance trend % GDP -0.5%
GDP Growth % y/y last (prev) 4.1% (2.9%)
Trend GDP %y/y 3.2%
Purchasing Power Parity Value Sep 1.3506
Spot end-Oct 1.3198

PPP valuation

Current acct balance % GDP last (prev)
Trend current account balance % GDP
Moody's Foreign Currency Rating
Outlook

* Current is latest month, quarter or year

USD/SGD is undervalued
20.1% (20.3%)

17.4%

Aa3

Stable

1. Robust economic momentum into year-end

52 -

49 -
Dec-23 Feb-24 Apr-24
Source: RBC Capital Markets; Bloomberg

m Manufacturing PMI m New export orders

Jun-24

Oct-24

Aug-24

2. SGD NEER supported by MAS’ appreciation settings

142 1

140 1

138 ~

136

134 1

= \lid-Point of Exchange Rate Band

.. . 132 A PR P
broad protectionist agenda, however, it could prompt the Estimated SGD NEER Index
MAS to start easing in Q1 2025, which would trigger more 130 . . . . .
generalised SGD weakness. Sep-22 Feb-23 Jul-23 Dec-23 May-24 Oct-24
Source: RBC Capital Markets
Forecasts
2024 2025

Q1 Q2 Q3 Qaf Qif Q2f Q3f Qaf
USD/SGD 1.35 1.36 1.29 1.33 1.34 1.35 1.35 1.34
EUR/SGD 1.46 1.45 1.43 1.41 1.37 1.38 1.39 1.41
SGD/IPY 112.2 118.6 111.8 116.5 119.4 117.0 114.8 111.9
CAD/SGD 1.00 0.99 0.95 0.95 0.94 0.94 0.95 0.95
Source: RBC Capital Markets estimates
12 November 2024 11



Capital Currency Report Card
N Markets

RBC R
H H H Alvin T. Tan
Malaysian Ringgit
1-3 Month Outlook — Ongoing correction Indicators
Malaysia’s economic outlook has been brightening. The Current (Previous)*
country’s manufacturing PMI has firmed up, though still ENMietficiallovenighdiate 3.00%
o Y i o g . P, g . Trend interest rates (10yr average) 2.80%
finding it difficult to rise above the 50 expansion- D Y ———— r—
contraction threshold. Recent by-election wins by CPI Inflation %Y/Y last (prev) 1.8% (1.9%)
Malaysia’s  coalition government have improved Inflation target None
erceptions of its stabilit Budget balance % GDP last (prev) -5.5% (-5.5%)
P P Y- Budget balance trend % GDP -4.2%
The government is making gradual progress on fiscal GDP Growth % y/y last (prev) 5.3% (5.9%)
lidati hich h | b d ded b Trend GDP %y/y 4.0%
consolidation, whic as long een emande Yy Purchasing Power Parity Value Sep 2.9302
international rating agencies. The fiscal consolidation has Spot end-Oct 4.3780
added to the positive sentiment surrounding Malaysia’s PPP valuation USD/MYR is overvalued
bonds and currency Current acct bal % GDP last (prev) 1.5% (1.8%)
’ Trend current acct balance % GDP 3.7%
Moreover, there has been renewed bond-related inflows in Moody's Foreign Currency Rating A3
Outlook Stable

the past several months such that foreign holdings of local
debt securities have risen to a record high level. Finally,
foreign direct investment inflows have been robust this 1. USD-MYR yield spread has bounced lately

year. 19 -

* Current is latest month, quarter or year

However, recent developments have blunted the ringgit’s

recent turnaround. The US bond selloff of late has seen a 08
sharp bounce in USD-MVYR vyield spreads, undercutting the
ringgit. Local equities have also seen net portfolio outflows
in recent weeks. Exports are equivalent to 74% of
Malaysia’s GDP, and like other trade-dependent Asian
economies, it is acutely vulnerable to US protectionism. So

0.4

0.0 4

Trump’s election has injected fresh uncertainties into the 041 = |JSD-MYR 5Y yield spread (bp)

ringgit’s outlook. 08 ~——USD-MYR 10Y vyield spread (bp)
Jan-23  Apr-23  Jul-23  Oct23 Jan-24 Apr-24 Jul-24  Oct-24

6-12 Month Outlook — Cheap valuation source: REC Capital Markets; Bloomberg

One key fundamental positive factor for the ringgit is that 2. Largely positive net portfolio flows but choppy

it is cheap on long-term valuation metrics. For example, if 1200 - . . 3y

we compare the ringgit’s real trade-weighted exchange 1'000 | ®Net f_orelgn purchases of Malaysia equities &

rate (REER) over the past twenty years, it is among the ’800 | credit (USD mn, 21D sum)

lowest of the major Asia EM currencies over that period

600
Malaysia’s trade balance is also expected to be positive this 400
year and next, and the fiscal deficit is forecasted to drop 200
over time. From a long-term perspective, Malaysia has 0
been benefitting from the global supply-side diversification -200
trend. The ringgit however is vulnerable to increased trade -400
protectionism. -600

-800 -

Nov-23 Feb-24 Apr-24 Jul-24 Oct-24

Source: RBC Capital Markets; Bloomberg

Forecasts
2024 2025
Q1 Q2 Q3 Qaf Qif Q2f Q3f Qaf
USD/MYR 4.73 4.72 4.12 4.45 4.50 4,55 4.50 4.40
EUR/MYR 5.10 5.05 4.59 4.72 4.59 4.64 4.64 4.62
MYR/JPY 32.0 34.1 34.8 34.8 35.6 34.7 34.4 34.1
CAD/MYR 3.49 3.45 3.05 3.18 3.17 3.18 3.17 3.12

Source: RBC Capital Markets estimates

12 November 2024 12
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Brazilian Real

1-3 Month outlook - It is reflation pricing, not Brazil

Since the last CRC report, USD/BRL has rallied by over 6%,
reaching levels not seen since 2021. In October, US markets
drastically repriced for a reflation scenario—higher growth
and inflation—which pushed up US rates and equity
markets. Initially influenced by rising odds for a Trump
victory, this final outcome triggered significant inflows into
US equities, and a selloff in US Treasuries that raised 10-year
yields by 70bp from the October lows. Consequently, USD
strengthened by 4%, sparking a selloff in emerging markets.
In the case of Brazil, there is a large gap between market
expectations and analyst expectations for the overnight
rate (Figure 1). In the near term, BRL’s performance hinges
on two sets of catalysts. Globally, Trump’s proposed
tariffs—especially those affecting China and Mexico—are
set to impact key emerging market currencies, including
BRL. Domestically, Lula’s commitment to fiscal spending
cuts for Brazil’s 2024 primary balance will be a small but
important milestone.

6-12 Month Outlook - Fiscal fortitude gains the credibility

In the longer term, Brazil must strengthen its fiscal
commitment to restore investor confidence and stabilize its
economic outlook. While inflation across Latin America
remains consistent at 4%, Brazil stands out due to its unique
struggle to control inflation, largely stemming from
concerns over fiscal credibility. In contrast, other Latin
American economies, backed by stronger investor trust in
their fiscal discipline, have not faced these challenges. A
clear demonstration of fiscal discipline by Lula could prompt
the BCB to adopt a more aggressive stance, using a stronger
BRL to curb inflation. This alignment between fiscal policy
and BCB is crucial for Brazil to regain investor confidence.

In the current environment of reflation and trade tensions,
Brazil’s outlook remains promising. The country is expected
to achieve record agricultural output in 2025 and attract a
significant $74 billion in FDI. With markets in risk-on mode
and decreasing volatility, global conditions will largely drive
long-term movements in USD/BRL, where even minor
positive fiscal developments could have a substantial
impact on the BRL. For investors seeking yield opportunities
with less sensitivity to UST, Brazil presents an appealing
investment case. The projected 9% spread over US 1-year
swaps will easily attract foreign capital (see Figure 2), with
BRL responding in tandem. We expect USD/BRL to trade
within the 5.40-5.70 range until President Trump's tariffs
and tax plans are implemented.

Currency Report Card

Luis Estrada

Indicators

Current (Previous)*
Official policy rate 11.25(10.75)
Trend O/N interest rates (10yr avg) 9.46
Bias in interest rate market Hiking
Headline Inflation %Y/Y Sep (Aug) 4.42% (4.24%)
Inflation target (range) 3% (1.5%-4.5%)
Budget balance % GDP Sep (Jun) -9.81%(-9.92%)

Budget balance forecast % GDP(24E) -7.78%
GDP Growth % y/y 24E(23F) 3.00% (2.04%)
Trend GDP %y/y (10y avg) 0.66%
Purchasing Power Parity Value Sep 3.5767
Spot end-Oct 5.7874

PPP Valuation
Current acct balance % GDP ("24 ('23))

USD/BRL is overvalued
-1.71%(-0.99%)

Trend current acct balance % GDP (10y avg) -2.34%
Moody's Foreign Currency Rating Upgraded Bal
Outlook Positive

* Current is latest month, quarter, or year

1. O/N rate expectations differ from market implied yields

15 D-25, 13.85
14 D-26, 12.87
13
=
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] N-24, 10.50 Ss
§ 9 D-26,9.50
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Source: RBC Capital Markets, Bloomberg

2. USD/BRL tracks local rates spread to US Sofr swaps

20 5.73 6

USHection 5.5

BRL-US1YLY

BRL-US3YLY

USDBRL

=== USDVXN FxFwds

BRL-US3Y1Y, 9.52

USBRL Fxlevel

BRL-US3Y1Y, 9.03 3

Brazil Bonds spread over US Sofr Forward Rates

Nov/19
Nov/23
Feb/24
May/24
Aug'24
Nov/24

Source: Bloomberg, RBC Capital Markets

Forecasts
2024 2025
Q1 Q2 Q3 Qaf Qif Q2f Q3f Qaf
USD/BRL 5.01 5.59 5.45 5.42 5.40 5.40 5.45 5.50
EUR/BRL 5.41 5.99 6.07 5.75 5.51 5.51 5.61 5.78
BRL/JPY 30.2 28.8 26.4 28.6 29.6 29.3 28.4 27.3
CAD/BRL 3.70 4.09 4.03 3.87 3.80 3.78 3.84 3.90

Source: RBC Capital Markets estimates

12 November 2024
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Mexican Peso

1-3 Month Outlook — Trump is the winner, and now?

The US election significantly impacted USD/MXN, as it
became a primary hedge for a Trump victory. Leading up to
election day, 1-month at-the-money volatility surged by
10%, reaching 25%. Despite this ATM vol surge, spot levels
barely broke 20.00, and on election night, they failed to hit
the 21.00 target. Overnight, sellers emerged at 20.80, and
early confirmation of Trump’s victory triggered hedge
unwinding that drove USD/MXN down to 19.76 the
following day.

With Trump’s win now confirmed, USD/MXN dynamics
point to a new wider range between 19.75 and 21.00. In the
near term, the main drivers will include President
Sheinbaum’s 2025 budget, which is expected to show a -
3.9% deficit (market consensus), improving from -5.2% in
2024 but still missing the -3.0% target investors anticipated.
The Pemex plan details will be particularly important in
revealing Sheinbaum’s priorities. Additionally, Banxico’s
December MPC meeting is expected to deliver a 50bp rate
cut, bringing the overnight rate to 10%, with Bloomberg
consensus for a 7% terminal rate for 2024 (see Figure 1).

6-12 Month Outlook — Back below 19.00 in USDMXN

The long-term outlook for USD/MXN will largely hinge on
Trump’s post-inauguration stance regarding tariffs and
immigration. While tariffs on Mexican auto manufacturing
were central to his campaign rhetoric, Trump, as a
pragmatic leader, is likely to negotiate with car
manufacturers and Mexican authorities. In his previous
administration, he reached agreements with AMLO to
facilitate the extradition of illegal immigrants into Mexico; a
similar arrangement could occur. If Trump signals restraint
toward manufacturers in Mexico, USD/MXN could dip
below 19.75, reducing pressure on the peso.

However, if Trump imposes a 10% tariff on all trading
partners, including USMCA countries, the Peterson Institute
estimates it could reduce Mexico’s GDP by up to 0.7% and
raise inflation by 0.6% in Mexico and 0.7% in the US. In the
short term, USD/MXN could spike above 21.00, especially if
Banxico accelerates rate cuts to 50bp steps in December.
However, if tariffs target only China, Mexico could benefit,
pushing USD/MXN below 19.50.

Currency Report Card

Luis Estrada

Indicators
Current (Previous)*

Official policy rate 10.50 (11.00)
Trend O/N interest rates (10yr avg) 6.78%
Bias in interest rate market Cutting
Headline Inflation %Y/Y Sep(Aug) 4.76% (4.58%)
Inflation target(range) 3% (2%-4%)
Budget balance % GDP Jun(Mar) -4.12% (-4.36%)
Budget balance target % GDP(24E) -5.18%
GDP Growth % y/y 24E(23F) 1.40% (2.31%)
Trend GDP %y/y (10y avg) 1.53%
Purchasing Power Parity Value Sep 16.4358
Spot end-Oct 20.0375

PPP Valuation USD/MXN is overvalued
Current acct balance % GDP ("24 ('23)) -0.78% (-0.36%)
Trend current acct bal % GDP (10y avg) -1.08%
Moody's Foreign Currency Rating Baa2
Outlook Stable

* Current is latest month, quarter, or year

1. Mexico O/N rate expected to fall in tandem with inflation
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Source: RBC Capital Markets, Bloomberg

2. MXN doesn’t always track rates spreads over US swaps
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Source: RBC Capital Markets, Bloomberg
Forecasts
2024 2025
Q1 Q2 Q3 Qaf Qif Q2f Q3f Qaf
USD/MXN 16.56 18.32 19.69 18.75 18.50 18.25 18.50 18.50
EUR/MXN 17.87 19.62 21.93 19.88 18.87 18.62 19.06 19.43
MXN/JPY 9.14 8.78 7.29 8.27 8.65 8.66 8.38 8.11
CAD/MXN 12.23 13.39 14.56 13.39 13.03 12.76 13.03 13.12

Source: RBC Capital Markets estimates

12 November 2024
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Chilean Peso

1-3 Month Outlook — China stimulus biggest losser

Chile was the standout performer in September, benefiting
from anticipation of a Chinese fiscal stimulus that drove
copper prices higher. However, as the specifics of the
stimulus fell short of market expectations, Chile has since
emerged as the biggest loser amid the combination of US-
led reflation pricing and downgraded Chinese GDP
forecasts, now at 4% (down 0.75% from earlier in 2024).
Copper prices have pulled back to $4.20/Ib, while USD/CLP
has surged 30 pesos past the 950-level seen at the start of
September, reaching 980. USD/CLP rallied 5% in the lead-up
to the US election and an additional 2% post-election, with
CLP leading the losses against the USD (see Figure 1).

Currently, USD/CLP has returned to the Q1 2024 trading
range of 960-990 and given the combination of higher US
rates and Chile’s tight correlation with Chinese
developments, a recovery in the short term appears
unlikely. CLP is not alone among exporters/China proxies
that have lost over 5% against the USD over the past five
weeks. However, Chile’s tighter rates spread to US rates,
compared to its Latin American peers, positions the CLP as
a funding currency with a China twist that is increasingly
being used as an alternative to USD.

6-12 Month Outlook — Back to being the funding currency

In the medium term, the overnight rate in Chile is key for
the FX rate. The BCCh should pause in December and wait
for the FOMC to lower rates before continuing its easing
cycle. In October, CPI rose more than expected to 4.7%, up
from 4.0% in September. Core inflation, impacted by FX
depreciation, has exceeded the BCCh’s Q4 projections for
four consecutive months, supporting the case for holding
off until Fed rates decline.

Currently, the overnight rate is at 5.25%, with the market
expecting a terminal rate of 4.6%, although the BCCh aims
for a level closer to 4%. A critical factor will be where the
Fed Funds rate stands when Chile reaches this target. USD
is likely to stay strong through 2025, with Fed Funds rates
not expected to fall below 4%, according to RBC's rates
strategy team. This suggests the BCCh should pause its
easing cycle to avoid repeating the early 2024 mistake,
when it eased prematurely, turning CLP into a funding
currency proxy similar to the CNY.

Indicators
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Official policy rate

Trend O/N interest rates (10yr avg)
Bias in interest rate market
Headline Inflation %Y/Y Sep(Aug)
Inflation target (range)

Budget balance % GDP(23F)

Budget balance forecast % GDP(24E)
GDP Growth % y/y 24E(23F)

Trend GDP %y/y (10y avg)
Purchasing Power Parity Value Sep
Spot end-Oct

PPP Valuation

Current acct balance % GDP ’24 ("23)

Trend current acct balance % GDP (10y avg)

Moody's Foreign Currency Rating
Outlook

* Current is latest month, quarter, or year

Current (Previous)*
5.25% (5.50%)
4.13
Cutting
4.1% (4.7%)
3% (2%-4%)
(-2.38%)
-2.50%
2.40% (0.3%)
1.99%
693
961
USD/CLP is overvalued
-2.66% (-3.78%)
-4.36
A2
Stable

1. CLP leads CNY proxies in losses around US elections

2,00
1.00 §:

US Election FX Returns(%)

0.00 }
.00
200 §
300 §
400 4
500 4
600 §
T00 i
8.0 -

S & SQ*.{S:‘\ S

Source RBC Capital Markets, Bloomberg

PreElection(%) Oct1-Nov5
PostElection(%) Nov5-Nov11

<
FFSTSTAF LS ESSTEN®

2. Banco Central de Chile perfect return to neutral rate
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Forecasts
2024 2025

Q1 Q2 Q3 Qaf Qif Q2f Q3f Qaf
usb/cLP 979 940 899 940 935 930 925 920
EUR/CLP 1057 1007 1001 996 954 949 953 966
JPY/CLP 30.2 28.8 26.4 28.6 29.6 29.3 28.4 27.3
CAD/CLP 723 687 664 671 658 650 651 652
Source: RBC Capital Markets estimates
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Colombian Peso
1-3 Month Outlook — COP already corrected

COP would have been a major loser in a global reflation
event like the one triggered by the US election, but the
already extreme moves seen in COP earlier kept it from
falling further. As a result, it only weakened marginally
compared to other currencies. However, Trump’s win plus
the disappointing Chinese stimulus news, which directly
impacted CLP, erased much of the CLP’s outperformance.
COP lost 4% before the US election but was among the few
to recover afterward, gaining 1% against the USD.

In the short term, we expect USD/COP to stay within the
range of 4,250 to 4,450, although it recently spiked to
4,550—a level it could revisit. COP is typically favored as a
carry currency, especially when CLP is used as a funding
currency due to regional similarities. A reduction in volatility
into year-end could trigger carry trades; in such a low-
volatility environment, further CLP weakness could benefit
COP as investors enter CLP/COP positions for carry gains.

6-12 Month Outlook — Spreads versus US rates

In the medium term, we believe EM currencies will become
highly sensitive to spreads versus US rates as easing cycles
end or pause indefinitely. In Colombia, fundamentals are
likely to weigh on the COP, as sluggish growth pressures
officials to lower rates, potentially disregarding the spread
between Colombian and US rates. Historically, Colombia’s
rates have traded tighter to US rates than Mexico’s, partly
due to lower liquidity, but replicating this in the current
environment will be challenging. This time, Colombia may
appear expensive relative to regional peers like Mexico and
Brazil, which could lead to further COP weakness.

Economists currently project overnight rates at 6.2% by the
end of 2025, with inflation at 4.2% (see Figure 1). However,
markets are pricing rates at 7.95%, reflecting a risk premium
of over 200 bps. We view this as appropriately priced,
ensuring Colombian local rates maintain a healthy spread to
US rates. Historically, 1-year forward rates have traded as
low as 200 bps over USD swaps, but average was around 400
bps (see Figure 2). COP should remain fundamentally weak
going into 2025, independent of global events, unless
BanRep takes proactive measures to defend the currency.

Currency Report Card
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Indicators

Current (Previous)*
Official policy rate 9.75% (10.25%)
Trend interest rates (10yr average) 6.27
Bias in interest rate market Cutting

Headline Inflation %Y/Y Sep(Aug)
Inflation target (range)

5.81% (6.12%)
3% (2%-4%)

Budget balance % GDP ('23) (0.01)
Budget balance forecast % GDP(24E) -5.60%
GDP Growth % y/y (('24 ('23)) 1.7% (+0.28%)
Trend GDP %y/y (10y average) 2.70
Purchasing Power Parity Value -
Spot end-Oct 4426

PPP Valuation -
Current account balance % GDP(’24 ('23)) -2.80% (-2.50%)

Trend current acct balance % GDP (10y avg) -4.53%
Moody's Foreign Currency Rating Baa2
Outlook Negative

* Current is latest month, quarter, or year

1. Colombia is pricing aggressive easing cycle ahead
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2. COP is weaker as rate spreads to US rates tighten
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Forecasts
2024 2025
Q1 Q2 Q3 Qaf Qif Q2f Q3f Qaf
usb/coP 3852 4153 4207 4250 4275 4300 4350 4400
EUR/COP 4157 4449 4684 4505 4361 4386 4481 4620
JPY/COP 25.45 25.81 29.29 27.42 26.72 27.22 28.06 29.33
CAD/COP 2845 3036 3110 3036 3011 3007 3063 3121

Source: RBC Capital Markets estimates
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Polish Zloty

1-3 Month Outlook — NBP to continue to hold rates

Since the end of September, EUR/PLN has rallied almost 2%,
eroding PLN’s status as a relative outperformer YTD.
Although PLN has fallen down the ranks to a mixed
performer within EM YTD, EUR/PLN has remained well-
contained in this year’s ~4.25/4.40 range.

On the domestic front, the NBP continued to hold rates in
early November, with the updated projections showing a
lower growth profile and slight upward revisions to
inflation. The central bank expects that “In the coming
quarters inflation will remain elevated” and that it may rise
“in the case of a further increase in energy prices at the
beginning of 2025”. The central bank still sees inflation
returning to its inflation target, citing the fading impact of
energy price increases and also adding a new factor,
“expected slower wage growth”. In the press conference,
Governor Glapinski reiterated that a discussion about rates
cuts is possible in March 2025, and stated that the
conditions for immediate cuts are that “this inflation stops
growing and the projection predicts that it will decrease in
the next quarters”. Glapinski also did not rule out the
possibility of 50bp steps, making it conditional on the
projections showing “a sharp decline in inflation”. Overall,
we continue to see rate cuts starting in Q2 (mkt pricing first
cut by Q1 next year) but the risk still biased to earlier (i.e.
March 2025). Our carry trade barometer shows that long
PLN still looks attractive against short EUR (see Figure 1),
but given the rising downside risks to EUR under Trump’s
presidency (see pg. 4), EUR/PLN’s negative correlation with
EUR/USD (see Figure 2), and Poland’s economic linkages
with Germany, it makes it harder for us to continue to argue
that this year’s trading range of ~4.25/4.40 will hold (as we
had previously expected). We are now pencilling in 4.40 for

Currency Report Card

Daria Parkhomenko

Indicators

Current (Previous)*
NBP policy rate (%) 5.75% (5.75%)
Trend interest rates (historical average) 2.5

Bias in interest rate market Easing
CPI Inflation %Y/Y Oct P (Sep) 5.0 (4.9)
Inflation target 2.5% (+/- 1pp)
Budget balance (ESA 2010) %GDP 2023 (2022) -5.1(-3.4)
Budget balance trend % GDP -2.8
GDP Growth % y/y nsa Q2 (Q1) 3.2(2.0)
Trend GDP %y/y 3.6
Purchasing Power Parity Value Sep 4.9528
Spot end-Oct 4.3547
PPP Valuation EUR/PLN is undervalued
Current a/c (12m sum, sa) %GDP Q2 (Q1) 1.8 (1.9)
Trend current account balance % GDP -0.8
Moody's Foreign Currency Rating A2
Outlook Stable

* Current is latest month, quarter or year

1. Long PLN vs EUR still looks attractive for carry, but...

%0TM

BRL cop MXN CLP PEN ZAR INR IDR HUF PLN CZK
usb 6.7 84 79 80 08 56 105 108
JPY 48 6.6 6.5 10.0 89 50 3.5 44 37 46 5.7
CAD 47 6.0 63 142 147 52 14 32 54 50
GBP 6.2 85 76 66.5 274 6.7 39 54 57 55
EUR 47 59 6.1 1.5 138 50 1 36 30 20 9.2
CHF 44 54 53 86 53 45 19 24 32 25 27
SEK 42 6.3 64 13 14.4 48 40 39 37 32 54
AUD 52 76 73 443 27 54 5.5 54 6.8 6.0
TWD 20 18
Source: RBC Capital Markets, Bloomberg
Rank

BRL cop MXN CLP PEN ZAR INR IDR HUF PLN CZK
usb 8 7 8 8 1 9 8 8
JPY 5 5 5 2 2 3 6 6 3 4 3
CAD 4 3 3 5 5 5 2 3 5 5
GBP 7 8 7 7 7 7 7 8 6 6
EUR 3 2 2 4 3 4 5 4 1 1 4
CHF 2 1 1 1 1 1 3 2 2 2 1
SEK 1 4 4 3 4 2 8 5 4 3 2
AUD 6 6 6 6 6 6 9 7 7 7

4 1

TWD

‘Source: RBC Capital Markets, Bloomberg

Source: RBC Capital Markets, Bloomberg; Note: This is our carry trade barometer.

2. ..alower EUR/USD implies a further rally in EUR/PLN

year-end and 4.45 for H1 2025. 060 | 3m correl.of EUR/PLN against ... :gg?USD
6-12 Month Outlook — Upward revision to EUR/PLN 0.40 PL-EZ 2Y swap spread
Heading into H1 2025, political events may attract more 0.20
attention, with Polish presidential elections expected by 0.00
May 2025, and the outcome will carry implications for ' " , ,# I#‘ ) N
policy certainty. Fiscally, Poland does not have a ‘triple’ or -0.20 J / k
even a ‘twin’ deficit, which mitigates the concerns about its -0.40 '\w M
worsening fiscal outlook. This also means the transmission 060 o
mechanism to PLN will be through fiscal policy potentially
acting as a constraint on the magnitude and pace of NBP 080
rate cuts, rather than through any fiscal credibility -1.00
concerns. Oct-19 Oct-20 Oct-21 Oct-22 Oct-23 Oct-24
Source: RBC Capital Markets, Bloomberg
Forecasts
2024 2025

Q1 Q2 Q3 Qaf Qif Q2f Q3f Qaf
EUR/PLN 4.29 431 4.28 4.40 4.45 4.45 4.43 4.42
USD/PLN 3.98 4.02 3.85 4.15 4.36 436 4.30 4.21
GBP/PLN 5.02 5.09 5.15 5.37 5.56 5.43 5.27 5.20
Source: RBC Capital Markets estimates
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Spot forecasts
2024 2025

Q1 Q2 Q3 Qaf Qif Q2f Q3f Qaf
EUR/USD 1.08 1.07 1.11 1.06 1.02 1.02 1.03 1.05
USD/JPY 151 161 144 155 160 158 155 150
GBP/USD 1.26 1.26 1.34 1.29 1.28 1.24 1.23 1.24
USD/CHF 0.90 0.90 0.85 0.89 0.91 0.92 0.92 0.91
USD/CAD 1.35 1.37 1.35 1.40 1.42 1.43 1.42 1.41
AUD/USD 0.65 0.67 0.69 0.66 0.65 0.64 0.64 0.66
USD/CNY 7.22 7.27 7.02 7.21 7.29 7.33 7.30 7.25
USD/KRW 1347 1377 1315 1415 1425 1440 1430 1420
USD/SGD 1.35 1.36 1.29 1.33 1.34 1.35 1.35 1.34
USD/MYR 4.73 4.72 4.12 4.45 4.50 4.55 4.50 4.40
USD/HKD 7.82 7.81 7.77 7.78 7.79 7.82 7.80 7.79
USD/BRL 5.01 5.59 5.45 5.42 5.40 5.40 5.45 5.50
USD/MXN 16.56 18.32 19.69 18.75 18.50 18.25 18.50 18.50
usb/CLP 979 940 899 940 935 930 925 920
USD/PEN 3.72 3.84 3.70 3.75 3.75 3.77 3.78 3.80
usb/coP 3852 4153 4207 4250 4275 4300 4350 4400
USD/PLN 3.98 4.02 3.85 4.15 4.36 4.36 4.30 4.21

Source: RBC Capital Markets estimates
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EUR Crosses
2024 2025

Q1 Q2 Q3 Qaf Qif Q2f Q3f Qaf
EUR/USD 1.08 1.07 1.11 1.06 1.02 1.02 1.03 1.05
EUR/JPY 163 172 160 164 163 161 160 158
EUR/GBP 0.85 0.85 0.83 0.82 0.80 0.82 0.84 0.85
EUR/CHF 0.97 0.96 0.94 0.94 0.93 0.94 0.95 0.96
EUR/CAD 1.46 1.47 1.51 1.48 1.45 1.46 1.46 1.48
EUR/AUD 1.65 1.61 1.61 1.61 1.57 1.59 1.61 1.59
EUR/CNY 7.79 7.79 7.82 7.64 7.44 7.48 7.52 7.61
EUR/KRW 1454 1475 1464 1500 1454 1469 1473 1491
EUR/SGD 1.46 1.45 1.43 1.41 1.37 1.38 1.39 1.41
EUR/MYR 5.10 5.05 4.59 4.72 4.59 4.64 4.64 4.62
EUR/HKD 8.44 8.36 8.66 8.25 7.95 7.98 8.03 8.18
EUR/BRL 5.41 5.99 6.07 5.75 5.51 5.51 5.61 5.78
EUR/MXN 17.87 19.62 21.93 19.88 18.87 18.62 19.06 19.43
EUR/CLP 1057 1007 1001 996 954 949 953 966
EUR/PEN 4.01 4.12 4.12 3.98 3.83 3.85 3.89 3.99
EUR/COP 4157 4449 4684 4505 4361 4386 4481 4620
EUR/PLN 4.29 4.31 4.28 4.40 4.45 4.45 4.43 4.42

Source: RBC Capital Markets estimates

12 November 2024 19



Capital Currency Report Card
Markets
RBC

Disclaimer

IMPORTANT DISCLOSURE: THIS COMMUNICATION HAS BEEN GENERATED BY AN EMPLOYEE OF RBCCM AND IS BEING
CONVEYED TO YOU AS A SOLICITATION (FOR PURPOSES OF 17 CFR §§1.71(a)-(c) AND 23.605) FOR ENTERING INTO A
DERIVATIVES TRANSACTION.

This communication has been prepared by RBC Capital Markets (“RBCCM”) sales personnel for institutional clients and your information only and is not a
research report prepared by the RBCCM Research Department. Unless otherwise specified, the views expressed herein are the author’s and may differ from
the views of RBCCM'’s Research Department and from the views of others within RBCCM. The information in the body of this communication is intended to
provide general company and/or market commentary, is not intended to provide a sufficient basis for an investment decision and should not be considered
a research report. This material may include references to recently published research notes and reports by RBCCM’s Research Department. Complete
research notes and reports, including important conflicts disclosures, are available at https://www.rbcinsightresearch.com/. You should assume that
trading desks at RBCCM or its affiliates makes markets and/or hold positions, and may have conducted underwriting or other investment banking work
in any of the securities referenced herein. Information contained herein has been compiled by RBCCM from sources believed to be reliable, but no
representation or warranty, express or implied, is made as to its accuracy, completeness or correctness. Every province in Canada, state in the U.S., and
most countries throughout the world have their own laws regulating the types of securities and other investment products which may be offered to their
residents, as well as the process for doing so. As a result, the securities discussed in this communication may not be eligible for sale in some jurisdictions. To
the full extent permitted by law neither RBCCM nor any of its affiliates or any other person accepts any liability whatsoever for any direct, or indirect or
consequential loss or damage arising from any use of the information contained herein. No matter contained in this communication may be reproduced or
copied by any means without the prior consent of RBCCM.

RBC Capital Markets is the global brand name for the capital markets business of Royal Bank of Canada and its affiliates. United States: This communication
has been approved by RBC Capital Markets, LLC (member FINRA, NYSE, SIPC), which is a U.S. registered broker-dealer and which accepts responsibility for
this communication and its dissemination in the United States. Any U.S. recipient of this communication that is not a registered broker-dealer or a bank
acting in a broker or dealer capacity and that wishes further information regarding, or to effect any transaction in, any of the securities discussed in this
communication, should contact and place orders with RBC Capital Markets, LLC. This communication is not a research report or a product of RBCCM's
Research Department. Canada: RBC Dominion Securities Inc. (member IIROC and CIPF). France: RBC Paris Branch, RBC Capital Markets (Europe) GmbH Paris
Branch are regulated by the Autorité de Controle Prudentiel et de Résolution and the Autorité des Marchés Financiers. Germany: This publication has been
approved by RBC Capital Markets (Europe) GmbH, which is a company authorized by BaFin. United Kingdom: This publication has been approved by RBC
Europe Limited, which is authorized by the Prudential Regulation Authority (“PRA”) and regulated by the Financial Conduct Authority and PRA. Hong Kong:
Royal Bank of Canada, Hong Kong Branch is regulated by the Hong Kong Securities and Futures Commission and the Hong Kong Monetary Authority. The
document is distributed only to persons who satisfy the definition of “professional investors” as defined in the Securities and Futures Ordinance (Cap. 571
of Hong Kong) and any rules made under that Ordinance. Australia: Royal Bank of Canada, Sydney Branch (regulated by the Australian Securities &
Investments Commission and the Australian Prudential Regulation Authority; AFSL 246521; ABN 86 076 940 880). This document is distributed only to
persons who satisfy the definition of wholesale client for the purposes of the Corporations Act 2001 and not intended for distribution to retail clients. Japan:
Securities business (as defined under the Financial Instruments and Exchange Law) in Japan will be carried out by RBC Capital Markets (Japan) Ltd. in
compliance with all applicable laws and regulations. RBC Capital Markets (Japan) Ltd. is a Financial Instrument Dealer registered with the Kanto Financial
Bureau (Kinsho #203) and a member of Japan Securities Dealers Association (“JSDA”) and the Financial Futures Association of Japan (“FFAJ”). Banking
business (as defined under the Banking Law) in Japan will be carried out by Royal Bank of Canada, Tokyo Branch in compliance with applicable laws and
regulations. Singapore: Royal Bank of Canada, Singapore Branch (regulated by the Monetary Authority of Singapore). The document is distributed only to
persons who satisfy the definition of institutional investors as defined in the Securities and Futures Act (Chapter 289 of Singapore).

For non-institutional investors in the U.S., Canada, nothing in this report constitutes legal, accounting or tax advice or individually tailored investment advice.
This material is prepared for general circulation to clients and has been prepared without regard to the individual financial circumstances and objectives of
persons who receive it. Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may occur.
Interest rates, market conditions, special offers, tax ruling and other investment factors are subject to change. You are advised to seek independent advice
from your financial adviser before purchasing any product or if you are in doubt about any of the contents of this document. If you do not obtain independent
advice, you should consider whether the product is suitable for you.

To persons receiving this from RBC Wealth Management Asia: This document has been prepared by RBC Capital Markets. It is made available to you by Royal
Bank of Canada, Singapore Branch in Singapore, Royal Bank of Canada, Hong Kong Branch in Hong Kong and/or RBC Investment Services (Asia) Limited in
Hong Kong (“RBC Wealth Management Asia”). This is not a research report and commentary contained herein should not be considered to be research.
This material is not for distribution in Singapore to investors who are not “accredited investors”, as defined in the Securities and Futures Act 2001 of
Singapore and in Hong Kong, to investors who are not “professional investors”, as defined in the Securities and Futures Ordinance (Cap. 571 of Hong Kong)
and any rules made under that Ordinance. This material has been prepared for general circulation and does not take into account the objectives, financial
situation, or needs of any recipient. The information and opinions contained in this document has been obtained from sources believed to be reliable and
neither RBC Wealth Management Asia nor its related companies or affiliates (collectively, “RBC”) make any representation or warranty as to its adequacy,
completeness, accuracy or timeliness for any particular purpose. You are advised to seek independent advice from a financial adviser before purchasing any
product. Any past performance, projection, forecast or simulation of results is not necessarily indicative of the future or likely performance of any
investment. RBC accepts no liability whatsoever for any direct, indirect or consequential losses or damages arising from or in connection with the use or
reliance of this material or its contents. The information herein 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 law or regulation. If you are in doubt about any of the contents of this document, you should
obtain independent professional advice.

Disclaimer for Central Bank A.l. Sight™

Central Bank A.l. Sight™ uses Using Natural Language Processing techniques to analyze U.S. Federal Reserve ("U.S. Fed") press conferences, statements and
speeches, European Central Bank ("ECB") press conferences and speeches and Bank of Canada ("BoC") press releases, summaries of governing council
deliberations, parliamentary testimonies, monetary policy reports, financial system reviews, statements, and speeches. These materials are available free
of charge on the website of the U.S. Fed, ECB and BoC respectively. The U.S. Fed, ECB and BoC have not endorsed this product or any of its findings.

12 November 2024 20


https://www.rbcinsightresearch.com/

Capital Currency Report Card
N Markets
RBC

This content relies on tracking technologies to monitor, understand and improve our electronic communication and your online experience, to customize
marketing, and to track your usage of RBC content, websites and services. Tracking technology may identify when you visit specific RBC content and may be
shared with third parties involved in customizing RBC marketing on RBC or digital channels. RBC does not sell your information to third parties, nor do we
track your interaction with a third party website. For more information, see our privacy policy at http://www.rbc.com/privacysecurity/ca/index.html.

® Registered trademark of Royal Bank of Canada. Used under license.

2024. All rights reserved.

12 November 2024 21


http://www.rbc.com/privacysecurity/ca/index.html

