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FX Spot Returns

G10 spot returns vs. USD
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FX Forecasts

G10 FX Forecasts

Q118 Q218 Q318 Q418 Q119 Q219
EUR-USD 1.15 1.17 1.18 1.20 1.22 1.24
GBP-USD 1.30 1.28 1.26 1.25 1.25 1.27
GBP-EUR 1.13 1.09 1.07 1.04 1.02 1.02
EUR-GBP 0.88 0.91 0.94 0.96 0.98 0.98
USD-JPY 116 118 119 120 122 124
EUR-JPY 133 138 140 144 149 154
USD-CNY 6.80 6.90 6.95 7.00 6.80 6.70
EUR-CHF 1.16 1.17 1.18 1.20 1.22 1.23
USD-CHF 1.01 1.00 1.00 1.00 1.00 0.99
EUR-SEK 9.4 9.3 9.1 9.0 8.8 8.6
EUR-NOK 9.2 9.1 9.1 9.0 8.9 8.7
USD-CAD 1.25 1.24 1.24 1.22 1.22 1.20
AUD-USD 0.76 0.74 0.75 0.77 0.79 0.80
NZD-USD 0.70 0.69 0.71 0.73 0.75 0.77

LatAm FX Forecasts

Q118 Q218 Q318 Q418 Q119 Q219
USD-BRL 3.28 3.38 3.50 3.50 3.40 3.30
USD-MXN 20.0 19.7 17.9 17.5 17.6 17.6
USD-CLP 630 640 650 650 650 650
USD-COP 3100 3200 3100 3000 3000 2900
USD-ARS 18.3 18.8 19.4 20.0 20.4 20.9
EUR-BRL 3.77 3.95 4.13 4.20 4.15 4.09
EUR-MXN 23.0 23.0 21.1 21.0 21.5 21.8
EUR-CLP 725 749 767 780 793 806
EUR-COP 3565 3744 3658 3600 3660 3596
EUR-ARS 21.0 22.0 22.9 24.0 24.9 25.9

CEE FX Forecasts

Q118 Q218 Q318 Q4 18 Q119 Q219
EUR-PLN 4.22 4.23 4.23 4.23 4.26 4.25
EUR-CZK 25.7 25.6 25.5 25.4 25.3 25.2
EUR-HUF 308 302 300 300 300 300
USD-RUB 60 56 53 52 52 52
EUR-RUB 69 66 63 62 63 64

Sources: Santander, Bank Zachodni Wbk
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G10 FX: Main Themes

Currency 3Mview 12M view Main Themes

e The FOMC should hike rates in December and during 2018. These should
, , be USD positive, as are expectations of US economic outperformance

The ‘excessive’ USD bearishness over the last few months should unwind,
but less accommodating stances from other CBs may limit USD gains

usb

e We expect the EUR to overall remain firm in 2018, but in the short term
now feel that the currency may have been overbought

J

EUR '

The market was too negative about the currency earlier in 2017, but may
now be overcompensating by being too positive too quickly

e The BoE rate hike provided only transitory support for Sterling, and slower

GBP inflation in 2018 should imply no more hikes for a while
e Growth is slowing and the uncertainty surrounding Brexit has not
disappeared and may remain a persistent Sterling-negative factor in 2018
JPY e USD/JPY has been driven by global risks and safe-haven demand. A
more stable geo-political situation should help reverse recent gains
e Lower US yields have weakened USD/ JPY, but we expect those yields
to rise in 2018 and the BoJ to stick with its loose monetary policy
CNY e We expect the Chinese currency to weaken slightly against the USD in H1-18,
as policymakers continue to focus on reducing debt and financial risks
e  Further, USD/CNY should garner support from expectations that the Fed
will hike rates again by the end of the year
CHE e The CHF remains ‘high’, but EUR/CHF has appreciated on the back of
\ general EUR strength
e The SNB expects ‘slow’ growth and CPl estimates to remain low.
Monetary policy should remain loose, and CHF-negative into 2018
SEK e Concerns over the housing market and a drop in inflation in October sent
the SEK falling sharply in Q4-17, but we see this move as overdone
’ o If the Riksbank refrains from extending its QE programme into 2018, and
hikes rates next summer, the SEK should strengthen
NOK e The NOK has been oversold, in our view, and the elevated oil price
suggests EUR/NOK should weaken into year-end
’ e The Norwegian economy is improving, but inflation is low, and the
Norges Bank is unlikely to begin to tighten policy until early 2019
AUD e lron ore prices, a large net long speculative AUD position and interest
rate differentials could weigh on the AUD in the coming months
::> e AUD/USD is unlikely to strengthen significantly until the RBA gets closer
to hiking rates towards the end of 2018
NZD e Political uncertainty has weighed on the NZD in late 2017, but this should
: now be priced in. A strong economy in 2018 should be NZD supportive
’ e Adding a jobs target to the RBNZ mandate may mean lower rates for
longer. But, we expect a hike long before the RBNZ's late-2019 forecast
CAD e The CAD should remain firm following BoC rate hikes, but more gains
may require another rate change
’ ’ e Afirm oil price should support the CAD, but may not be enough to pull it

higher by itself amid concern over NAFTA talks and export growth

I Bullish ’ Mildly Bullish —> Neutral \ Mildly Bearish l Bearish

Source: Santander.
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It has been a disappointing 2017 for USD bulls. Indeed, the dollar
has been unable to reverse much of the ‘selling’ trend that began in
January 2017, with the market concerned about the Trump
administration’s policy agenda, North Korea and, following the
French Presidential election in May, a more positive view of the
EUR, implying that the USD lost out by default. In fundamental
terms, despite the market’s possible reservations over the efficacy
of Trump’s policies, the USD may already have been oversold.

Indeed, we hold a generally positive view on the USD for 2018. The
US politics and geo-political risks that have weighed on the USD
this year are unlikely to disappear in 2018, which may limit the
USD’s gains, but an outperforming US economy and several more
Fed rate hikes should imply an upside bias against most of its
developed-market peers.

The fundamental backdrop for the EUR in 2018 should remain
supportive. However, we believe the Single Currency has been
slightly overbought at the end of 2017. We expect only gradual
gains next year, as much of the ‘good’ economic news may now be
priced in. Indeed, while we expect the Eurozone economy to grow
2.2% in 2018 after 2.3% this year, solid growth is no longer a
guarantee of additional significant EUR gains. Plus, a market that is
long the currency may be more vulnerable to any renewal of
European political risk.

Since the start of 2016, the EUR has been more correlated with the
improvement in European and German business sentiment. Plus,
the market friendly outcome to the French Presidential vote in May,
allowed the market to focus on EUR fundamentals, but there may
now be a that the market is too sanguine about political risks in
2018. First, the Brexit negotiations and their impact may weigh on
the EUR and the GBP, and undermine EUR/USD sentiment in H1-
18. Second, planned Italian elections in May 2018 may re-ignite
political worries and could, maybe as early as January, act as a
catalyst to encourage a market that is now, unlike a year ago, very
net long EUR/USD, to unwind those positions.

The 10Y spread is historically a good indicator for EUR/USD. It
currently stands at -2% and, in line with the market, we expect the
spread to end 2017 at -1.8%, but finish 2018 back at -2.25%.
Hence, the outlook for yields suggests little pressure on the pair to
move massively, in either direction, over the coming months.

We still favour a weaker Sterling in H1-18. The UK political, and
Brexit, backdrop remains uncertain and should limit Sterling gains.
In addition, we expect UK economic growth to be sluggish and
inflation to gradually decline through the year. Hence, the MPC
should be in no rush to hike rates, which should weigh on the
Pound, as other central banks adopt less accommodative policies.

Domestic political sentiment and ongoing Brexit negotiations are
likely to remain a key influence on the GBP in 2018. The UK’s
Government remains vulnerable following their ‘disappointing’
election result in June 2016, which left PM May without a clear
majority in Parliament. Further, concerns over the direction and
pace of Brexit negotiations with the EU appear unlikely to provide
sustained support for Sterling sentiment over the coming months.

The Japanese economy is improving, but inflation should remain



low in 2018, allowing the BoJ to maintain a very loose policy.
Potential periods of low risk appetite could support the Yen.
However, if JGB yields continue to be targeted at close to zero, the
expected Fed hikes and higher US yields should pull USD/JPY
back to 120 by the end of 2018. Hence, we still favour Yen
weakness in 2018.

We are still negative on the CHF, and have revised our EUR/CHF
forecast profile slightly higher for 2018. EUR/CHF has gained in
2017, but we still feel this is due to EUR strength, rather than CHF
weakness. As such, a more stable EUR in 2018 may act as a brake
on the cross’s advance, even if the general economic/political/risk
backdrop should still allow EUR/CHF to test 1.2000. As far as the
SNB is concerned, the CHF ends 2017 in a similar position as it
started the year, namely “over-valued”, albeit by less than before.

The USD should remain the core driver for USD/CNY in 2018, and
we suspect that Fed rate hikes will pull the USD higher. In addition,
concern over the vulnerability of Chinese activity amid
policymakers’ efforts to reduce debt could also weigh on the CNY.
As such, we still favour a firmer USD/CNY through 2018.

We are bullish the SEK in 2018. Concerns over the housing market
and a decline in October inflation data sent the SEK falling sharply
in Q4-17. We see this move as overdone and due for a correction.
Growth remains upbeat, and inflation (despite the recent drop) is
close to target. While there is significant uncertainty over whether
the Riksbank will extend its QE programme into 2018, we think it
will refrain from doing so. In addition, we expect the Bank to begin
hiking rates next summer, which should support the currency in
2018. We continue to forecast EUR/SEK at 9.0 in Q4-18.

The NOK has weakened sharply in Q4-17, despite of the higher oil
price. As such, we are now bullish the currency in the short term, as
we consider the currency oversold at its current levels. Heading in
to 2018, upsides pressure on the NOK may be more limited, as
inflation is low, growth is expected to remain muted and the Norges
Bank is therefore likely to keep rates on hold throughout 2018. As
such, we remain more neutral the NOK over the coming year.

AUD/USD has largely followed rate differentials this year and, with
the FOMC set to continue hiking rates while the RBA sits tight, this
could yet pull the AUD even lower, especially if the 2Y AU-US swap
spreads turn negative for the first time in 17-years. An unwinding of
the still very large speculative net long AUD position could also
weigh on the AUD in early 2018. Further ahead, though, the prospect
of an RBA rate hike in H2-18 could offer the currency support. In
fact, AUD/USD has shared a stronger relationship with the AU-US
10Y swap spreads, and these are expected to rise in 2018.

We are neutral the NZD in the coming months, but see NZD/USD
rising during 2018. Uncertainty remains over the new government
and potential changes to the RBNZ's mandate could result in a
looser-for-longer stance at the Bank. However, we believe the NZD
has weakened sufficiently, and could now strengthen in 2018.

Our 2018 CAD stance is upbeat and we expect the currency to
appreciate against most of its peers, but the scale and sustainability
of these gains should depend on three factors. First, possible Bank
of Canada rate hikes. Second, NAFTA negotiations and external
trade. Third, oil price developments. As long as at least two of these
factors stay CAD positive in 2018, the currency should be able to
add to its advance in H2-17.
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Chart 1: Not a good year for the USD in carry-
adjusted terms
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Chart 2: Mind the gap: focus on risk and politics
suggests the USD index may still be too weak
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We hold a generally positive view on the USD for 2018. The
currency’s weakness in 2017 owed much to US politics and geo-
political risks. These issues are unlikely to disappear in 2018,
which may limit the USD’s gains, but an outperforming US
economy and several more Fed rate hikes should imply an
upside bias against most of its developed-market peers.

It has been a disappointing 2017 for USD bulls. As at the end of
November, the currency is the second-worst performing
developed-market currency, year-to-date, only marginally pipped
for the title by the NZD. The dollar has been unable to reverse
much of the ‘selling’ trend that began in January 2017, with the
market concerned about the Trump administration’s policy
agenda, North Korea and, following the French Presidential
election in May, a more positive view of the EUR, implying that
the USD lost out by default.

Will these USD-negative factors continue in 2018? Or, as with
the EUR this year, will the market decide that the selling has
gone too far? In fundamental terms, despite the market’s
possible reservations over the efficacy of Trump’s policies, the
USD may already have been oversold. We still expect the US
economy to outperform most of its peers in 2018 and 2019, with
growth of 2.5% and 2.6%, respectively.

Such robust US growth may not be enough to encourage the
market to view the USD as a one-way bet to the upside,
particularly given that the IMF expects positive growth in all
developed economies. But it should be sufficient to place a floor
under the currency and, at the very least, keep it stable. Solid
growth would also allow the Fed to continue hiking rates. We
expect the FOMC to hike by 25bp in December 2017, with a
further three hikes likely in 2018, whereas the market appears to
be priced for less than two hikes. We do not believe a change in
the Fed Chair will alter the pace of hikes.

A ‘hawkish’ Fed should provide pockets of USD support in 2018,
and caution against adopting a USD-negative position. Hence,
there remains scope for the USD to advance against other
currencies whose central banks remain reluctant to reduce
stimulus at the same pace. In particular, we see scope for
USD/JPY gains, with downside EUR/USD pressure only
contained by the fact that the EU-US 10Y yield spread is
forecast to remain stable in a -1.8% to -2.2% range.

Admittedly, domestic politics and geo-political concerns could
weigh on the USD. However, with mid-term elections due in
September, the market may assume that the Republican Party
and administration will pull together to advance legislation, tax
reform, etc. ahead of that vote. Further, European politics,
focusing on the German government and Italian elections, may
be a stronger EUR-negative focus in H1-18.

Hence, we see many reasons to be USD positive, at best, and,
at worse, not to be USD negative in 2018. In addition, the
speculative market’s short USD position has been cut significantly
since October, suggesting fast money accounts also suspect the
USD selling has been overdone. However, while that part of the
market remains net short the USD, we suspect a further unwinding
of these positions in Q1-18 will provide support for the dollar.
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Chart 3: EUR gains have reflected the recovery
in the Eurozone economy
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Chart 4: EU-US 10Y spread is expected to
remain close to -2% in 2018, which should limit
changes in the EUR
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We expect the EUR to overall remain firm in 2018, but in the short
term now feel that the currency may have been overbought. We
expect only gradual and steady gains in 2018, as much of the
‘good’ economic news may now be priced in. Plus, a market that is
long the currency may be more vulnerable to any renewal of
European political risk.

The fundamental backdrop for the EUR in 2018 should remain
supportive. We expect the Eurozone economy to grow 2.2% in
2018 after 2.3% this year. However, solid growth is no longer a
guarantee of additional significant EUR gains. First, this ‘good’
economic story should be priced in. Second, the US economy is
again expected to outperform in 2018, with growth of 2.5%.

The Eurozone economy has been improving since the end of
2015, but this was not reflected in the EUR, as market participants
preferred to trade the currency based on perceived European
risks, rather than a clear economic recovery. Since the start of
2016, the EUR has been more correlated with the improvement in
European and German business sentiment.

Plus, the market friendly outcome to the French Presidential vote
in May, allowed the market to focus on EUR fundamentals, but
there may now be a that the market is too sanguine about political
risks in 2018. First, the Brexit negotiations and their impact may
weigh on the EUR and the GBP, and undermine EUR/USD
sentiment in H1-18. Second, planned Italian elections in May 2018
may re-ignite political worries and could, maybe as early as
January, act as a catalyst to encourage a market that is now, unlike
a year ago, very net long EUR/USD, to unwind those positions.

The monetary policy outlook should also provide reason for caution
about adopting too positive a stance on EUR/USD. In October, the
ECB announced that it would extend its QE programme beyond
December 2017, to at least September 2018. However, it will halve
its monthly purchases to EUR30bn. The additional QE implies that
the ECB’s balance sheet and excess liquidity measure should
remain high. As a percentage of GDP we expect the ECB’s
balance sheet to reach over 40%, compared to 20% and 15% for
the Fed and BoOE, respectively.

In essence, a lot of EUR’s will continue to flush their way through
the system, which should imply a cheaper EUR, everything else
equal, and, at the very least, temper the market’s appetite to buy
the currency aggressively in H1-18. However, given that the BoJ’s
balance sheet is approaching 100% of GDP, this dynamic could
still favour a stronger EUR/JPY.

In addition, we do not expect the ECB to hike rates until March
2019, at the earliest, by which time we forecast that the Fed will
have hiked four times, starting in December 2017. Such policy
divergence should, at the very least, produce pockets of EUR/USD
weakness in 2018. Indeed, with regard to the interest rate outlook,
it is only expectations that the EU-US yields will be unchanged in
2018 that prevent us from adopting a more USD-positive stance.

The 10Y spread is historically a good indicator for EUR/USD. It
currently stands at -2% and, in line with the market, we expect the
spread to end 2017 at -1.8%, but finish 2018 back at -2.25%.
Hence, the outlook for yields suggests little pressure on the pair to
move massively, in either direction, over the coming months.



o

GBP - Not out of the woods quite yet

Stuart Bennett
stuart.bennett@santandergcb.com
(+44) 20 7756 4136

Chart 5: GBP/USD positioning is neutral, but
does that imply further gains in 2018, or scope
to sell?
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Chart 6: Sterling remains soft despite interest
rate increase as uncertainty continues to hold
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We still view Sterling as vulnerable in H1-18. The UK political,
backdrop remains uncertain, although some recent progress on
Brexit negotiations has boosted the Pound. In addition, we expect
UK economic growth to be sluggish and inflation to gradually
decline through the year. Hence, the MPC should be in no rush to
hike rates, which should weigh on the Pound, as other central
banks, particularly the Fed, adopt less accommodative policies.

Domestic political sentiment and ongoing Brexit negotiations are
likely to remain a key influence on the GBP in 2018. The UK’s
Government may remain vulnerable following their ‘disappointing’
election result in June 2016, which left PM May without a clear
majority in Parliament. Further, concerns over the direction and
pace of Brexit negotiations with the EU may only intermittently
offer support for Sterling sentiment over the coming months.

That said, the apparent agreement between the UK and EU on its
‘divorce bill’ did pull Sterling higher in late November. But,
confirmation that the talks can now move on to the next stage may
be required to ensure that the gains are sustained. Even then, the
risk will probably remain that disagreements as to the UK’s future
relationship with the EU will act as a brake on the Pound in 2018.
However, FX re-positioning could prompt movement in the Pound.
Recall that speculators that pulled their net short GBP/USD
position to a record high in Q1-17 are now neutral and, hence,
have plenty of scope to re-establish either long, or short positions
again, depending on the Brexit outlook and/or fundamentals.

The economic outlook seems to provide support for a softer GBP.
Admittedly, we still think that the Pound has been oversold given the
economic data over the last year, but a reversal of this decline may
not be forthcoming in 2018. We expect that the UK economy will
grow 1.5% in 2017 and then 1.4% in 2018. The 2018 estimate implies
the UK growing at a lower rate than other developed economies and
suggests that growth differentials could be a drag on the Pound.

Further, whilst UK CPI remains high and above its G10 peers’, it
may also provide less support for the GBP going forward. We expect
headline UK CPI to slow from 3% in October 2017, to 2.2% at the
end of 2018. Whilst 2.2% CPI would still be high, the direction of
travel in 2018 should allow the MPC to hold off from hiking rates.
We do not expect the next rate hike until 2019.

Given that we expect the Fed to continue to hike rates and the
ECB to gradually adopt a more hawkish stance, the MPC’s stance
implies that the Pound may struggle against the USD and EUR,
but perform better against the other G10 currencies whose central
banks cling to their loose monetary policies, with yields set to
remain low, in particular the JPY and CHF.

The correlation between UK-US 10Y yield spreads and GBP/USD
is 0.93 over the last five years. That spread is currently -1%, but is
forecast to be -1.7% by the end H1-18. Barring an improvement in
the economy or positive signs from the Brexit talks, such a yield
could allow the Pound to re-test its late-2016 lows. Plus, we forecast
that the EU-UK 10Y spread will narrow to -0.45% by mid-2018
support our view that the cross will move back above 0.90.

Hence, fundamentals suggest little upside pressure on Sterling in
H1-18, even if Brexit uncertainty does clear slightly. Plus, US rate
hikes should imply pressure on GBP/USD, pulling it back below 1.30.
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Chart 7: Forecast increase in US yields implies
a higher USD/JPY as Japanese 10Y yields
remain at zero
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Chart 8: BoJ should stick to an ultra-loose
monetary policy as CPl and wage growth
remains low
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We still favour Yen weakness in 2018. The Japanese economy is
improving, but inflation should remain low in 2018, allowing the
BoJ to maintain a very loose policy. Potential periods of low risk
appetite could support the Yen. However, if JGB yields continue to
be targeted at close to zero, the expected Fed hikes and higher
US yields should pull USD/JPY back to 120 by the end of 2018.

The BoJ made no change to monetary policy at its October 2017
meeting. The deposit rate remains at -0.1% and the Bank still
target JGB yields at close to 0%. BoJ Governor Kuroda’s term
ends in April 2018. But, comments from PM Abe seem to suggest
that he may be reappointed and continue with his ‘powerful’
easing programme. Hence, this ultra-loose monetary policy should
be maintained throughout 2018, which remains the key reason
that we continue to recommend being short the JPY.

The Bank’s commitment to keep JGB yields around zero will be
crucial to USD/JPY if, as expected the Fed hikes and US yields
rise over the coming months. The 1Y correlation between
USD/JPY and US-JPY 10Y yield spreads is 0.82. Currently, the
pair looks fairly valued with the spread at 2.3%. However, the
spread is forecast to increase to 3.1% by H1-18 and 3.5% by H2-
18, which should pull USD/JPY back to, or above, 120.

The Bank will only take its foot off of the easing pedal when CPI is
closer to the 2% target. However, Kuroda has suggested that it is
difficult to dispel a deflationary mind-set, thus it might require a
period of above-target CPI to convince Japan that inflation will
stay high. In September, CPI was just 0.7% YoY. The consensus
forecast is for CPI to remain below target at 0.8% in 2018 and 1%
in 2019. Indeed, the BoJ slightly revised lower its CPI forecasts in
October, warning that downside risks are bigger than upside risks.

In this regard, a key indicator for the Yen in 2018 will be wages.
Wage growth is subdued and may have to increase notably before
the BoJ is convinced that inflationary expectations are ingrained
into the system. On the plus side, corporate profits are buoyant
and the labour market is very tight, but this has not translated into
higher earnings. Policymakers are hopeful that this will change
over the coming months, but if it does not, inflation risks should
stay low, policy loose and the Yen vulnerable.

Admittedly, the potential for periods of low risk appetite in 2018
could support the Yen as a safe-haven trade. A renewed focus on
geopolitical risks over the coming months could bolster the
currency. However, we would regard these as merely better levels
at which to sell the currency.

Indeed, concern that equities may be too high and prone to a
correction may support the Yen. The currency tends to strengthen
when stocks weaken, as the latter acts as a proxy for risk. However,
the liquidity provided by central banks is only expected to be
removed gradually. The BoJ’s balance sheet is around 100% of
Japan’s GDP. This, together with robust global GDP, with the IMF
forecasting world growth of 3.7% in 2018, should help stocks.

Moreover, USD/JPY appears cheap given the current Nikkei level,
suggesting that the currency has already priced in weaker stocks.
Using data for the last five years we estimate that USD/JPY at 1.12
should imply a Nikkei closer to 18500, rather than the current 22500.
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CNY - Balancing act

Stuart Bennett We still favour a firmer USD/CNY through 2018. The USD should
stuart.bennett@santandergch.com remain the core driver for the pair, and we suspect that Fed rate
(+44) 20 7756 4136 hikes will pull the USD higher. In addition, concern over the

vulnerability of Chinese activity amid policymakers’ efforts to
reduce debt could also weigh on the CNY. We look for USD/CNY
at 6.9 by mid-2018 and 7.0 by the end of 2018

Year-to date, USD/CNY has, perhaps unsurprisingly, been strongly
affected by the USD’s movement. The correlation between
USD/CNY and the USD index has been 0.92 in 2017. We expect

Chart 9: Policymakers face a balancing act this to continue in 2018 and, as highlighted in the USD section, we
between reducing financial risks/debt and believe that the USD is well positioned to reverse some of its 2017
ensuring that economic growth remains firm losses against most of its peers. The combination of a strong, and

still outperforming, US economy, and several more US rate hikes

16 -
should imply a firmer USD and support for the pair.
14 -
In fundamental terms, we believe the CNY will remain vulnerable
12 4 to how successful policymakers are at handling the balancing act
10 - between reducing debt and financial risk, and supporting growth
and liquidity. However, Chinese economic growth is expected to
8 1 slow from 6.8% in 2017 to 6.4% in 2018 and 6.1% in 2019.
61 China GDP YoY% China’s high overall debt levels prompted credit rating downgrades
4 in 2017. Overall debt surged to 262% of GDP at the end of 2016,

5383385832939y with the IMF warning of an “eventual” sharp adjustment if it is not
58 79§ 392 2858365 ¢S ¥5s5 8 reduced. The good news for the CNY is that policymakers are

aware of the risk and are acting on it, but the threat remains that
too swift a reduction in leveraging would increase financial risks,

Source: Bloomberg, Santander . .
9 reduce growth and impact market sentiment.

In mid-November, further action was signalled to curtail the
‘shadow banking’ and wealth management sectors’ impact on
debt. New asset management regulation was proposed to contain
the financial risks related to the sector, reduce the amount of fixed
rate products and end an implicit guarantee that the government
will help funds out if they get into trouble.

Chart 10: Stemming capital outflows,

stabilized reserves and helped the CNY However, concern focused on whether efforts to unwind some of

the positions held by the asset management industry will have

45 4 r 5.5  negative spillover effects for financial stability and equity markets.
4 - Thus, to balance these risks, policymakers indicated that the new
- 6 . . . .
35 measures will not be implemented until mid-2019.
3 1 - 6.5  Also in November, other measures were announced that continue
2.5 to open up Chinese markets. Limits on foreign ownership of banks
2 will be removed, and overseas firms will be allowed to hold majority

stakes in fund managers and insurers. The announcement may

1> 7> have been encouraged by President Trump’s recent visit, but the
1 ——china FX reserves (USDtn) ) move may also reflect a renewed reform push by President Xi after

0.5 4 ——USD/CNY (rev),rhs the Communist Party Congress in October. In addition, the import
0 r r r 8.5  of foreign ‘expertise’ might help with China’s deleveraging process.

Jan-07 Jan-10  Jan-13  Jan-16 Either way, the announcement does seem ‘symbolically’ important

Source: Bloomberg, Santander and suggests that policymakers will be willing to continue with
reforms in 2018. Hence, if the PBoC is able to maintain a prudent
and neutral monetary policy, that does not threaten activity, as well
as monitor liquidity and reduce debt levels, more flexibility may be
allowed in the FX markets. More stable FX reserves and outflows
over the last few months should help, with FX reserves unchanged

at around USD3.1trn since July.
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CHF — Still playing on a ‘sticky wicket’
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Chart 11: EUR/CHF has been, and should
remain, a EUR trade
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Chart 12: CHF strengthened on EUR risk, but

has not weakened enough given the pick-up in

EMU sentiment
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We are still negative on the CHF, and have revised our EUR/CHF
forecast profile slightly higher for 2018. EUR/CHF has gained in
2017, but we still feel this is due to EUR strength, rather than CHF
weakness. As such, a more stable EUR in 2018 may act as a brake
on the cross’s advance, even if the general economic/political/risk
backdrop should still allow EUR/CHF to test 1.2000.

As far as the SNB is concerned, the CHF ends 2017 in a similar
position as it started the year, namely “over-valued”, albeit by less
than before. The CHF has lost around 9% of its value against the
EUR since January 2017, but EUR/CHF is still below the 1.20 level
that the SNB pegged the cross at between 2011 and 2015.

As such, the SNB should remain concerned about the impact a strong
CHF may have in 2018 and keep its policy unchanged, at least until
2019, even as other central banks adopt a less accommodative
stance. The deposit rate is -0.75% (the lowest rate in the developed
world), with the three-month libor range at -1.25% to -0.25%.

In addition, the Bank remains willing to intervene when necessary.
However, the fact that Swiss Total Sight Deposits —a proxy indicator
for intervention— have barely changed for several weeks suggests
that the Bank may not have been too active in terms of intervention
recently and is content to see EUR/CHF around its current levels.

The fundamental outlook continues to highlight ambiguities with
regard to the appropriate CHF level. On the one hand, the current
account continues to be CHF positive. The Swiss current account
surplus is over 10% of GDP, compared to the Eurozone’s 3%
surplus and a US deficit of just over 2%. The inflow this represents
can be viewed as a persistent CHF positive.

On the other hand, overall Swiss GDP is forecast to underperform.
The SNB expects the economy to grow at just under 1% in 2017,
compared to 2+% levels for both Europe and the US. Further,
although the Bank revised up its CPI forecasts in October, it still
expects averages of 0.4% in 2017 and 2018, and 1.1% in 2019.
Indeed, headline inflation is not expected to move above 2% until
2020. As such, the SNB should remain cautious as to whether
these rises are sustained.

We still feel that the SNB is a ‘price taker’ as far as the EUR/CHF
is concerned. The correlation between the cross and the trade-
weighted EUR has been 0.945 in 2017. Hence, the recovery in
EUR/CHF has been due to the EUR and not the CHF. The key to
our EUR/CHF view is the EUR staying firm. We think it should,
given the mix of good EU growth, a gradually less accommodating
ECB policy and a calm response to any Eurozone risks.

Unfortunately for policymakers, the CHF is still unlikely to reverse
much of its risk-related gains of the past decade. The currency was
quick to rise on EMU risks from 2008 on, but, partly due to SNB FX
policy, then found it harder to weaken as risk diminished. For
instance, we use the German-French 10Y spread as an indicator
for EMU risk and, as the spread turned negative amid the
credit/EMU crisis from 2008, EUR/CHF plummeted. But, as
sentiment improved, and the spread narrowed, the cross did not
revers these losses. Indeed, if the relationship between the spread
and EUR/CHF from 2008 to 2011 had continued to hold, the cross
would currently be trading closer to 1.5000.
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SEK = To extend or not to extend?
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Chart 13: Will the Riksbank follow the ECB and

extend its asset purchase programme into 20187
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Chart 14: Swedish housing starts have risen
sharply in recent years, but prices are now
declining
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We are bullish the SEK in 2018. Concerns over the housing
market and a decline in inflation in October sent the SEK
falling sharply in Q4-17. We see this move as overdone and
due for a correction. Growth remains upbeat, and inflation
(despite the recent drop) is close to target. While there is
significant uncertainty over whether the Riksbank will extend
its QE programme into 2018, we think it will refrain from
doing so. In addition, we expect the Bank to begin hiking
rates next summer, which should support the currency in
2018. We continue to forecast EUR/SEK at 9.0 in Q4-18.

The SEK’s direction this year has been dominated by the
move over the past couple of months. While by no means
the weakest developed market this quarter, it has fallen
heavily against the EUR, with EUR/SEK touching above the
10-mark in late November.

The cross had been on an upwards trend throughout Q4-17,
but these gains accelerated on 14 November after house
price data raised alarm bells over the stability of the housing
market and, perhaps more importantly, CPI data for October
fell back below target, to a seven-month low.

Both of these issues are particularly sensitive as the Riksbank
is set to decide, on 20 December, whether to extend its asset
purchase programme into 2018, or else let it end in 2017. Until
now, the Riksbank has tended to follow the ECB’s lead when it
comes to monetary policy, first by cutting its repo rate, then
by beginning and extending its asset purchase programme.

There is currently no clear consensus on the Executive Board,
with Deputy Governors Ohlsson and Floden being quite
hawkish, and suggesting that they do not intend to vote to
extend QE. Then again, Deputy Governor Skingsley thinks it
is reasonable to halt QE, whereas Af Jochnick, and Jansson
are more dovish, suggesting that it is difficult to halt Sweden’s
QE programme with the ECB extending its into 2018.

That leaves Governor Ingves, who made it clear in October
that no decision had been made, and that the Bank had a
couple of months to reflect on QE. The Riksbank could still
go either way on this decision, but we believe it is more likely
than not to signal an end to QE in December.

There is one more important data print before then, the 12
December inflation release. The October CPIF reading, the
Riksbank’s new preferred measure for inflation, fell to 1.8%
YoY (from 2.3%). The Executive Board does not appear to
be too concerned by this decline, as it was partially
expected. However, a further sharp drop in the November
print (published on 12 December) could yet spook the Board
into extending QE.

With the SEK weak, GDP data firm and inflation close to
target, the Riksbank should be in a position to begin hiking
rates (albeit from a negative level) next summer. The repo
rate may not actually turn positive until 2019, but the
beginning of a tightening cycle, albeit at a very slow pace,
should be SEK positive during 2018, especially given
EUR/SEK is currently at such an elevated level.
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NOK - Oversold
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Chart 15: With core inflation still below target, the
Norges Bank is unlikely to hike rates until 2019
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Chart 16: While the NOK is no longer following the
oil price, such divergence is unlikely to last for
long in such an oil-dependent economy
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Our EUR/NOK forecasts are unchanged. We continue to see
the cross at 9.2 in Q1-17 and 9.0 in Q4-18. However, given
the NOK’s sharp fall in November, we are now bullish the
currency in the short term. Indeed, with crude oil prices
rising in Q4-17, we consider the NOK oversold at its current
levels. Heading in to 2018, upsides pressure on the NOK
may be more limited, as inflation is low, growth is expected
to remain muted and the Norges Bank is therefore likely to
keep rates on hold throughout 2018. As such, we remain
more neutral the NOK over the coming year.

The NOK has struggled in the fourth quarter, having weakened
by around 4% so far, more than fully reversing its Q3-17 gains.
Most of this move was prompted by GDP data as Norwegian
growth in the third quarter fell to 0.7% QoQ (1.1% previously).
At the same time, the release of a better-than-expected GDP
print in Germany sent the EUR flying, with EUR/NOK
reaching a high of 9.8004 on 15 November. Prior to this
move, EUR/NOK had spent the month glued to the 9.5 mark.

The NOK decline has now been overdone, in our view.
Especially when considering that Germany is one of
Norway’s largest trading partners, so a strong German
economy should ultimately be a positive for the Norwegian
economy, exports and, therefore, also the NOK.

In addition, oil prices have been rising throughout H2-17,
with WTI crude reaching USD59/bbl in November, from
below USD44/bbl in June. As the petroleum industry makes
up such a large part of the Norwegian economy, the NOK
tends to follow oil prices closely. However, as Chart 16
shows, there has been a clear divergence between WTI
crude prices and EUR/NOK over the past couple of months.

This divergence is unlikely to last, in our view. Such an elevated
oil price may be dependent on OPEC confirming the extension of
its output limits at today’s meeting (30 November). However, if
the market is correct in forecasting crude oil in a USD55-60/bbl
range in 2018, this implies EUR/NOK should be closer to 9.0.
Hence, our market recommendation would be to sell EUR/NOK
at 9.85, targeting a move to 9.10, with stop loss at 10.23.

While central bank decisions on monetary policy tend to be a
major factor driving the currency markets, this is less likely to
be the case for the NOK in 2018. Norges Bank Governor
Olsen believes the economy is on the right track, with growth
picking up and unemployment coming down, but that there is
still a long way to go.

Inflation has dipped sharply over the past year, with the core
rate at just 1.1% in October. Inflation is expected to rise in
2018, though, while the 5Y average is close to the Bank’s
long-term 2.5% target. This does, however, imply very little
pressure on the Norges Bank to hike rates in 2018.

There are now some concerns over stability risks stemming
from the housing market, but the Norges Bank expects a soft
landing, even stating that a correction is heeded in Oslo. In
addition, Norway is the only G10-currency economy with both
current account and fiscal account surpluses, as well as a
USD1trn pension fund to support the economy.
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Chart 17: AUD/USD has followed yield differentials
in 2017, and the pair will likely struggle to
strengthen significantly until the RBA gets closer
to arate hike
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Chart 18: With speculators still notably net long
AUD/USD, any profit-taking could weigh further on
the pair in the coming months
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We are neutral the AUD during 2018, but still see risks to the
downside in the near term. AUD/USD has largely followed
rate differentials this year and, with the FOMC set to
continue hiking rates while the RBA continues to sit tight,
this could yet pull the AUD even lower. Also, any unwinding
of the still very large speculative net long AUD position could
weaken AUD/USD in early 2018. Further ahead, though, the
prospect of an RBA rate hike in H2-18 could offer the
currency support. Hence, while we still see AUD/USD falling
to 0.74 in Q2-18, we anticipate it rising to 0.77 by Q4-18.

We do not foresee any significant moves in the AUD in 2018,
but see risks to the downside in the short term. One of these
risks stems from the large net long speculative AUD/USD
position. The addition of further AUD longs is unlikely, while
any pick-up in USD optimism towards year-end, perhaps as
the market focuses on the likely FOMC rate hike or US tax
bill, could prompt a further unwinding of USD shorts (see
Chart 18), which could pull AUD/USD lower.

Iron ore is another risk for the AUD in the short term. The
price of Australia’s largest export has fallen 15% since
August, but China’s campaign to curb pollution this winter by
ordering plants to halt steel production could weigh further
on iron prices, and the AUD, in the coming months.

The outlook for the Australian economy is uncertain, with
data quite mixed. Growth is expected to rise to around 3%
YoY next year, but neither the RBA nor the market expects
the unemployment rate to fall materially from its current
5.4% level. CPI data remain below the RBA’s 2-3% target
range. Inflation is expected to rise in 2018 but, until it does,
the RBA is unlikely to begin discussing a rate rise.

Indeed, in mid-November, Governor Lowe noted that, while
the next move in rates will likely be up, it is increasingly
likely inflation will remain subdued for some time yet. The
market continues to price in a September 2018 rate hike, but
we see a November hike as more likely at this stage. If the
RBA keeps rates on hold until Q4-18, this would imply little
upwards pressure for Aussie yields over the coming months.

After New Zealand, Australian yields are the next highest of
the G10-currency countries, although this does not have to
be the case. If the FOMC hikes rates in December, and
again in H1-18, this could see yield differentials pull
AUD/USD lower. The current AU-US 2Y yield differential is
0.20, which the market consensus sees falling to 0.00 in Q4-
18. If this spread were to turn negative for the first time since
2001, AUD/USD could depreciate.

However, in recent years, the AU-US 10Y yield differential
has displayed an even stronger relationship with the
currency (0.90 correlation over five years, vs 0.65 for the 2Y
yield differential). The current AU-US 10Y yield differential is
also at 0.20, but is expected to rise to 0.34 in Q4-18. Hence,
while yield differentials may imply short-term risks to
AUD/USD, if the RBA is ready to hike rates by late 2018, the
pair could then begin to follow yield differentials higher.
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NZD — Weak enough already

Michael Flisher We are neutral the NZD in the coming months, but see
michael flisher@santandergcb.com NZD/USD rising during 2018. Uncertainty remains over the
(+44) 20 7756 5799 new government and potential changes to the RBNZ’s

mandate could result in a looser-for-longer stance at the

Bank. However, we believe the NZD has weakened

sufficiently, and could now strengthen in 2018. We continue
Chart 19: After a large sell-off in 2017, we see the to forecast NZD/USD at 0.70 in Q1-18 and 0.73 in Q4-18.

NZD as weak enough already, and actually see

scope for gains in 2018 The NZD was the worst developed-market performer in Q3-

17 and is again bottom of the currency pile so far in Q4-17.
In fact, the kiwi is the only developed-market currency to
have weakened against the USD in 2017.

0% -

2% -
Political uncertainty has weighed on the NZD since the run-
up to the 23 September election. However, with NZD/USD
falling to below 0.68 in November, a 17-month low, we
believe the NZD has now weakened sufficiently.
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-8% The new Labour-led government has said it will focus on
creating more jobs and higher wages for New Zealanders.
Wage pressures were already rising, though, while the
unemployment rate is now at an eight-year low (4.6%) with

USD CHE JPY NOK CAD AUD SEK GBP EUR the participation rate reaching a record high in Q3-17.
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The economic outlook should be NZD supportive, as 2018
growth expectations are still at an elevated 3% YoY.
Meanwhile, with inflation data holding close the RBNZ’'s 2%
target for three consecutive quarters, there is no need for the
Bank to loosen monetary any further.

Source: Bloomberg, Santander

Chart 20: The RBNZ inflation target has changed
over the years, but its importance is less clear if an
employment target is added to the Bank’s mandate

In addition, with speculators now net short the NZD, we see
scope for profit-taking to boost the NZD in early 2018. In H2-
18, a potential RBNZ rate hike could also support the NZD.

9 1 CPI Inflation target: However, the uncertainty of both a new RBNZ Governor

8 1 126'\32211%%%:—%23‘{; and, potentially, a new RBNZ mandate from Q2-18 makes

7 17-Sept-2002 < 1_3;0 monetary policy in 2018 more difficult to predict.

2 | The Reserve Bank of New Zealand Act 1989 declares the

4] RBNZ as responsible for formulating and implementing

3 | monetary policy, promoting a sound and efficient financial

5 | system, and carrying out other functions and exercising

. ] other powers as set out in the Act. This act was placed
under review by the government at the start of November.

i’ N The review will be divided into two phases:

9 93 96 99 02 05 08 11 14 17 % Phase One: focus on adding full employment to the Bank’s

price stability objective, and changing to a committee

RBNZ target range (% ——CPI (% YoY .. . . ..
getrange (%) ( ) decision-making model for monetary policy decisions.

Source: RBNZ, Bloomberg, Santander .

% Phase Two: produce a list of areas where further
investigations of the Bank’s activities may be desirable.
This is expected to be outlined in early 2018.

These potential changes are unlikely to effect the RBNZ's
next two rate decisions under Acting Head Spencer. However,
after his tenure, things are less clear from Q2-18, as there is
the collective uncertainty of not knowing who the next RBNZ
Governor or what the RBNZ’s exact mandate will be. We
continue to assume that the RBNZ is unlikely to hike rates
until late 2018, but this is dependent on the above.
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CAD - Two strikes and you’re out

Stuart Bennett We remain positive about the CAD in 2018. We expect the
stuart.bennett@santandergch.com currency to appreciate against most of its peers, but the scale and
(+44) 20 7756 4136 sustainability of these gains should depend on three factors. First,

possible Bank of Canada rate hikes. Second, NAFTA negotiations
and external trade. Third, oil price developments. As long as at
least two of these factors stay CAD positive in 2018, the currency
should be able to advance through 2018 as a whole..

Chart 21: The outlook for oil prices remaining 2017 was very much a year of two halves for the Canadian dollar.
firm should provide support for the CAD... The trade-weighted CAD was sluggish during the first half of the
year, moving sideways up to mid-June. However, a surprise

125 7 :Sgg;éfDV\(/rTév()llJ‘:’E S/ bbl) - 0.9 adoption of hawkish rhetoric by the BoC, followed by 25bp rate
L1 hikes in both July and September, propelled the CAD higher.
100 - Hence, the index rose 10% between mid-June and September.
75 11 The BoC outlook is expected to be a key driver for the CAD again
L 12 in 2018. The currency has given back some of those earlier gains
50 | since September, as the BoC adopted more cautious rhetoric and
- 1.3 decided not to hike rates again. However, our central scenario is
25 | that the Bank will tighten policy again in 2018, at least twice, with
- 14 the first move in April. This should be CAD positive. But, given that
0 | | | 15 the Fed_should alsp be hiking rates in 2018, USD/CAD losses
2014 2015 2016 2017 could st|I! be contained, with the CAD better placed to outperform
some of its other developed-market peers.

Source: Bloomberg, Santander The BoC continues to believe that economic growth moderated in
H2-17, but still forecasts growth of 3.1% in 2017 and 2.1% in 2018,
implying that activity should grow at close to potential rates over
the next couple of years. Given that the Bank also believes that the
output gap has almost been closed, such activity growth should
put upside pressure on inflation. The headline CPI rate is forecast
to end 2018 at 2.1%, with core measures also heading higher.

Chart 22: ...but the BoC may have to keep up Consequently, the fundamental outlook should provide sufficient

with Fed hikes to propel the CAD higher support for the CAD next year. However, a key risk to activity, and

156 - 6,70 confidence, comes in the form of the NAFTA renegotiations. The

BoC expects exports to improve in line with foreign demand, but
L 0.45 with 75% of Canadian exports going to the US, any disruption of

1.40 - that trade would impact Canadian activity and the CAD. We
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1.25 but the risk they represents in H1-18 could drag on the CAD.

r -0.05

The third factor is oil. Canada is a commodity/oil exporter and

1.10 - L -0.30 hence its currency often moves in line with the oil price. Indeed,
the 5Y correlation between the trade-weighted CAD and WTI is
0.95 w w w -0.55  0.93, with the relationship implying that the currency is fairly valued
Mar-15 Jan-16 Nov-16  Sep-17 given the current oil level. However, Bloomberg’s consensus oil
——USD/CAD forecasts predict WTI slipping to USD50/bbl by the end of H2-18,
—— USD-CAD 2Y Swap Spread (%), rhs despite OPEC production cuts. IEA data suggest that the

unwinding of oil inventories may have peaked.
Source: Bloomberg, Santander
However, CAD bulls can take some comfort from the fact that, over

the last year, the link between oil and the CAD has weakened, as
monetary policy, domestic growth and inflation have become the
more important drivers of the CAD. Consequently, as long as the
oil price does not crash in 2018, the CAD may still be able to
strengthen, albeit at a slower rate, as long as the BoC hikes rates
and NAFTA talks go well. But, the risk to our view will be that both
oil and NAFTA, or the BoC turn CAD negative.
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LatAm FX: Main Themes

Currency 3Mview 12M view Main Themes
e We maintain our call of Selic at 6.75% at YE2018, which would be its
lowest since March 1999.
BRL ::> \ e  Our forecast for real GDP growth is 0.8% in 2017 and 3.2% in 2018.

e The significant reduction in the carry trade and the BRL's stability suggest
the exchange rate is not far from long-term equilibrium, and will probably
not be a source of uncontrolled inflation for at least the next few years.

e The MXN and local assets have experienced heavy selling pressure
I already, but should remain volatile in the short term.

e The interplay between NAFTA and Mexico’'s presidential elections is
challenging; the MXN should continue to act as the key pressure valve.

MXN l

e NAFTA-termination risk premia seems already in the price but the election
risk is not factored in yet.
e  Second-round of Chile’s presidential election on 17 December.

CLP |:> |:> o Depending on the election results, growth recovering in line with rising
copper prices...

e ...and monetary policy normalization likely in 2018.

e COP continues to lose ground on the back of a strong USD while higher
oil prices provide some relief.

cop \ \ e More dovish MPC and lower interest expectations would add pressures to

the currency.

e Presidential elections and discussions on the fiscal rule to create volatility
in the coming months.

e Encouraging October mid-term elections, plus 250bp of monetary policy
rate hikes, have paved the way for more stable local FX conditions.

ARS I ’ e Ex-ante real interest rate now above 9%. The CB’s hawkish stance has
opened a second round of carry trades with local assets.

e The CB might be ready to use the FX as a complementary anchor to the
interest rate to curb the short-term upward inflationary trend.

' Bullish ’ Mildly Bullish —> Neutral \ Mildly Bearish l Bearish

Source: Santander.
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BRL — The efficiency of monetary policy

Tatiana Pinheiro After a cutting cycle of 675bp, the last Copom decision
Tatiana.pinheiro@santander.com.br reduced the pace of rate cuts to 75bp and the statement
(+55) 113012 5179 affirmed that the monetary authority’s strategy is for the
coming decisions to mark a gradual end to the current easing
cycle. In our opinion, inflation and the economic recovery are
in line with the CB’s scenario. Thus, Copom should keep
reducing the pace of rate cuts to 50bp in the December 6
Chart 23: Current account - 12 months, USD billion  meeting, then to 25bp in the first meeting of 2018, taking the

and % GDP Selic rate down to 6.75% p.a..
iz :fg;:""” I zj We expect this “lowest interest rate level” environment to
20 | ’ % L 106 prevail until at least mid-2019, mainly as a result of the: huge
o 0% production slack in the economy (labour and capital) due to
20 | L 106 the recent deep recession; low inflation (below the lower
40 b 2% bound of the target range); and reduced external financial
60 | b -39 needs (CAD at 0.5% of GDP).
507 " For 2018, we expect both the IPCA (YoY measure) and
1007 " expectations to reverse their downward trends of the last two
ersgsasssssssggnnaznsgs . years, due to the reversal of foodstuff inflation towards its
£E558588888838588888888%5% historical average of 7% (2006-2016). However, we do not
Source: BCB. see this upward inflation dynamic as posing a threat to

inflation targets. This is mainly because we foresee the core
inflation at around 3% in the upcoming year, slightly below

0 g
Chart 24: Monetary policy the 3.2% that we estimate for2017.

45 Although food and controlled prices should be important

20 vectors to define the direction of the IPCA, we believe that, at

s the end of the day, idle capacity in the economy will remain

0 an important anchor for non-food free prices (which could be

- measured by the core —ex food and energy— measure). We

20 estimate the idle capacity in the economy at -3.8%.

15 We maintain our forecast for the BRL at 3.20/USD at YE2017

10 and at 3.50/USD for YE2018. According to our estimate, this

S USSR magnitude of BRL weakening does not mean a significant
R G A G A G GO O S pass-through effect in the headline inflation.
Srs8885682538<22388838827

On the political side, the executive branch and Congress
have intensified their efforts to put the pension reform back in
motion, with a softer version expected to be submitted to a
floor vote in the Lower House in the first week of December.
Compared to the proposal approved by the Special

Chart 25: Real GDP growth (% QoQ) Commission in the Lower House last April, the new version
preserves the bulk of the fiscal and distributional effects. But,
our estimates indicate that this new version corresponds to
roughly 57% (BRL 480bn) of the savings associated with the
original reform proposal. Thus, we believe there is no room
for any additional relaxation of the proposed changes without
losing the main improvements of reform.

Source: BCB.

We remain sceptical regarding the possibility of the approval
of the social security reform, not only because of the wide
support needed (2/3 of majority votes in Congress) but also

TLURREEOEENNNN QB R R because of time constraints. The Congressional recess starts
2988998992829 8¢9 in three weeks (on Dec 22), and once Congress reconvenes
Sources: IBGE and Santander forecasts. next February, there will be less than six months before the

beginning of election campaigns. Such a tight timetable
could prove challenging, particularly in light of the lack of
consensus around social security reform.
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MXN — Rough Interplay: NAFTA and elections

David Franco The combination of a stronger USD and heightened
dafranco@santander.com.mx idiosyncratic risks, which largely reflect NAFTA termination
(+52) 55 5257 8170 uncertainty, implies heavy selling pressure across local

assets, particularly the MXN. Still, the Mexican peso remains
a winner this year despite the fact that nearly half of its once
stellar gains (19% YTD through late July) have evaporated.
The recent price correction also brought the MXN more in
line with the shape of the local yield curve (Chart 26). Note a
disconnection between fixed income and FX opened up after
275 Banxico hinted that its preemptive tightening cycle had been

Chart 26: MXN looks consistent with yield curve

140

Ssgﬂfﬂﬁ;ihes completed after a final 25bp hike to 7%. The super flat yield
120 4 ! pq4 CUNVE of the summer then quickly corrected with the Board’s
i clarification in the minutes that no easing was on the cards.
1 , 206 The recent correction provides helpful insight into how
ap - participants are setting up strategies in order to cope with the
i ! 105 two unusual risk events ahead in Mexico: NAFTA
&0 -|" . renegotiations and the presidential elections (July 2018).
! 4qg First, foreign investors (owners of nearly two-thirds of
40 - ! outstanding MBonos) have kept their duration position
182 stable, amid the MXN'’s sharp correction, hinting that many
20 "~ participants may have hedged their FX exposure (a typical
i reaction in very stressed episodes) Second, hedging through
0 ' ' . ' ' 74 swaps (rates and FX options) is also underway. Indeed, the
JaAT Mardr - MayA7 U7 Sepd7 Novd7 TIIE-MBonos spread widened (mainly in the 20y tenor), but
= == 55205 spread —— 25-20s spread —— MXN spat, RHS to nowhere near crisi\_c,llevels (i.e. taper tantrum).. Third, the
MXN speculative position has declined yet remains long
Spreads are for the MBonos yield curve. (40% of all-time peak reached in 2015). Looking forward, the
Source: Santander, Bloomberg NAFTA-elections interplay is very challenging, so the MXN is

set to remain the main pressure valve.

We see the following as key catalysts until the turn of the

year (our expected asset impact in brackets). 1. NAFTA
Chart 27: Ownership of MBonos by foreigners Round 5. These talks were more technical with less political
noise. Informal discussions are expected in December,

80 before Round 6 kicks off in Montreal in January (neutral-

75 positive). 2. Minimum wage hike. Relevant for inflation and
Banxico’s reaction function. Recall that the Board turned

7 hawkish, so additional hikes cannot be ruled out. We expect

65 | a moderate increase of around 7% (neutral for MXN, positive
if above 10%). 3. New Banxico Governor. President Pefia

B0 announced central bank board member Alejandro Diaz de
Leon as the next governor, opting for an orthodox technocrat

55 who is expected to safeguard the institution’s inflation

- mandate (limited market impact). 4. Presidential
candidates. We expect the governing PRI and the PAN-

45 PRD alliance to act fast and make this key announcement

before year-end, ahead of the Feb-15 deadline (positive for
40 MXN and bonds if Meade runs for PRI and Anaya runs for

2013 2014 2015 2016 2017 the alliance). Lopez is likely to lead in most polls before the
race starts (Mar-30), thus fueling MXN volatility. 5.
Banxico’s next policy decision on Dec-14. The Board is
MXN dependent and needs clarity on its performance. We
still expect a pause at 7% (positive for MXN in case of a
surprising hike). 6. Debt buyback in the short end of the
curve worth some MXN40bn (positive for MXN and short
bonds).

Short term  ====- Belly Long term

% of total MXN-denominated bonds outstanding
Source: Santander, Banxico
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CLP — Political surprise

Juan Pablo Cabrera
jcabrera@santander.cl
(+562) 2320-3778

Chart 28: The CLP vs. selected benchmarks
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Base 100=Nov 2,2016. Increases mean CLP appreciation
and vice versa. Source: Santander, Bloomberg

Chart 29: First- and second-round results of
presidential elections (2000/2005/2009/2013)
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Source: Santander.

The key domestic issue this month was the first round of the
presidential elections, which center-right Sebastian Pifiera
won with 37%, 14 points ahead of the governing coalition’s
candidate, Alejandro Guillier, but short of the 42%-44% take
polls had anticipated. Pifiera and Guillier will now compete in a
second round on 17 December and, although no first-round
winner has been defeated in the ballotage since 1990,
according to pollsters both candidates are virtually neck and
neck at present. The center-right coalition came very close to
achieving an outright majority in Congress (45% of seats in
the Lower House and Senate), but the leftist Frente Amplio
surprised with a significant third place, with 20% of the
presidential votes, so feelings about Chile’s political direction
after the election are fairly mixed.

Before the election, the CLP had outperformed peers in a
context of a relatively strong global USD, hitting 627 at 17
November. The Peso had rallied 4% vs G6 currencies, and
7% vs. EM and commodity currencies in the previous three
months, probably discounting improved political conditions.
However, after Sunday’s results, the USD/CLP rate jumped
2% in the early hours of Monday, reflecting some investor
unease surrounding the final voting outcome.

On the growth front, the September IMACEC disappointed
markets, posting a 1.3% yly increase vs. an initial consensus
estimate of above 2%. The mining sector’s contribution
remained very positive (output growth was 8.5% yl/y), but the
non-mining sector expanded by a meager 0.7% y/y, mainly
suffering from the persistent drag of the construction industry
(falling by 5%-6% yly in the last 12 months). The market
expects GDP growth to pick up to 3.0% in 2018 (from 1.5%
this year), but the real economy still shows signs of fragility.
Regarding inflation, October’'s CPI brought another large
surprise, this time on the opposite side: 0.6% m/m, vs.
consensus at 0.3% (in September, the surprise was negative
by around 50bp). The year-on-year measure has returned to a
more normal 1.9%, and fears of broad disinflationary trends
across the economy have receded notably. The key elements
behind low inflation in Chile are the strong CLP and deflation
in fresh food items, which are expected to last for some time,
but should rebound sharply in 2H18, as per our estimates.

Regarding monetary policy, the BCCh kept rates unchanged
at 2.50% with a neutral bias. The board continues to face the
dilemma of improving growth expectations and falling inflation,
but has decided to wait until ‘green shoots’ in the real
economy start to materialize (or not). This probably means the
next crucial BCCh meeting will be that on 1 February.

Net-net, the CLP is likely to underperform peers until the
second-round of the election, as polls have lost some
credibility as reliable indicators, and local investors will unlikely
add much risk in a context of a very close call. The second-
round results will determine, in our view, if the CLP starts to
trade with a premium or discount vs. fair value, which, given
current external conditions, we estimate at 635.
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COP - The domestic factor

Diana Ayala Since our last FX Compass, published on October 19, the
Diana.ayala@santander.us COP jumped from trading in a 2920-2950 range to 2980-
(+1) 212 407 0979 3020, posting nominal depreciation of 2.3% during the

month. The COP was the second worst-performing currency
among the EM economies and the worst among its Latam
peers. As in past months, external factors continue in the
driver’s seat, but domestic events will also play a role this
month and in the coming months.

Similar to its EM peers, the COP was being pressured by the
stronger USD until recently, while the increase in oil prices
(000's bid) (WTI: +12.61%) provided some marginal relief. Overall, the
1050 correlation with oil prices has been significantly lower this
year (58%) than in the previous seven years (94%). The
weaker correlation can be partially explained by the still low
oil production (-8.6% from the 2010-16 average). However,
we consider that the most recent divergence reflects the still
weak domestic fundamentals in comparison to other EM
currencies, as well as seasonal outflows and the more

Chart 30: Oil production stable but low
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750 | dovish monetary policy.

0 o il Jemi> Jani3 Janid  Jamds  Jamis  damd? In effect, the MPC surprised the market with a 25bp cut in
October, and maintained its dovish stance and delivered an
additional 25bp cut in November, taking the interest rate
down to 4.75%. In the latest statement, the board considered
that better inflation forecasts and the weakness in the
economy warranted the cut. Indeed, the MPC noted that the
better-than-expected inflation results in the past months hint
that convergence to 3% will occur sooner than expected.
Moreover, the MPC also remains concerned about economic
activity, as GDP growth in 3Q17 came below their

Source: Santander, Bloomberg

Chart 31: Decreasing BanRep/Fed spread

Loop BanRep Fed Spread (bps,hg) | ——USDCOP (tis) as00 expectation (2.0% vs 2.3%).

900 | After November’s decision, the market is now pricing for the
800 | 1300 MPC to extend the cycle to 2Q18 and take the interest rate
700 | ISR (¢ 4.00%. If inflation continues to surprise to the downside,

600 | the MPC could validate the market’s view. This scenario of
500 | .00  lower domestic interest rates and higher US rates will put

pressure on the COP, as the spread between BanRep and
r150  Fed interest rates could surpass the lowest level registered
in the past seven years.
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In addition to lower rates, the presidential elections race is
Source: Santander, Bloomberg starting to cause some noise. Former VP German Vargas
Lleras has announced his political agenda, which includes
revising the fiscal target, causing some jitters in the market.
While ratings agencies did not consider the proposal to be
credit negative, Fitch believes that it could harm the
authorities’ credibility. Fiscal consolidation will continue to be
one of the main discussions during the election campaign,
and thus a source of volatility in the coming months.

Moving forward, we maintain our mildly bearish view on the
COP as we consider that domestic factors will add more
downward risks to the currency, while the pressures from the
expectation of higher US rates and a stronger USD persist.
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ARS - The battle against inflation

Juan Arranz Supported by a successful mid-term election result, the
jarranz@santanderrio.com.ar government has decided to accelerate the structural reforms
(+54) 11 4341 1065 the country desperately needs. Draft bills on tax, labour and

social security reforms have been sent to the Congress for
approval, while the Central Bank has deepened its fight
against inflation.

Two days after the October 22 mid-term elections, the
monetary authority surprised the market by hiking the
monetary policy rate by 150bp. The move was followed by a

Chart 32: ARS/USD nominal quotation further 100bp adjustment, two weeks later.

18,00 In mid-April, inflationary expectations started to move
upward, while all inflation indexes in the last 12 months

17.50 reverted their previous downward trends since July.

1700 The weakening of the Peso resulted from, first, the
correlation with the Brazilian Real since mid-May and, later,

16,50 Cristina Kirchner’s decision to run for a seat as Buenos Aires
province Senate representative. The dollar quotation jumped

16,00 more than 13% between May 17 and August 11, with a
pervasive widespread impact on all wholesale and consumer

15,50 price indices.

15,00 In the months to come, the Central Bank will maintain its tight

Jand7 Febd7 Aprd7 Mayi7 Jub7 Augll Sep-d7 Nowl? monetary stance, as a critical guide for labour contract
Source: Bloomberg, Santander negotiations. In Argentina, labour contracts are negotiated

between business and Peronist labour leaders, on an annual
basis early in the year.

Chart 33: CPI indexes have reverted their annual The disinflationary process lead by government authorities,

downward trend in turn, requires 2018 salary adjustments be set based on a

a5 forward-looking approach, i.e. not higher than a 14% to 16%
range. This should result in lower adjustments than those

0 derived from labour unions demands, which are supported by

backward-looking arguments. In other words, the 2017
annual inflation rate would end at 22%, well above the 15%
increase expected in 2018.
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Based on the Central Bank’s commitment to curb inflation
\ further next year, the monetary authorities might be ready to
use the FX as a complementary anchor to the monetary
w16 oct16  dicls  feb17  abri?  jund? gt policy rate, though Governor Sturzenegger has publicly
denied this possibility.

20

TTCGEANE CRCABA (RIS s CPlCardona To this end, the Central Bank might acquire only a fraction of

the US Dollars to be sold by the Treasury in the future. Bear
in mind, that so far this year, the Central Bank has
purchased more than US$14.5bn from the government,
printing money that later needs to be sterilized issuing
Lebac.

Source: INDEC, Santander

If only a portion of the Treasury Dollar sales were acquired
by the monetary authority and the rest sold directly to the
market, as governor Sturzenegger suggested two weeks
ago, two crucial variables would be impacted. On the one
hand, the monetary authority would print less money and, on
the other, the dollars the Treasury offers the market would
put downward pressure on the price of the greenback,
helping meet the inflationary stabilization goal.
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CEE FX: Main Themes

Currency 3Mview 12M view Main Themes
e We are leaving our EUR/PLN forecasts unchanged as we think it
PLN \ |::> could be difficult for the zloty to hold onto its gains until the end of
the year. In our view, positive news flow from Poland has been

largely priced in and profit taking could take place in the final
weeks of 2017.

e EUR/CZK fell to 25.4, a level last seen in November 2013, just
:> , before the central bank introduced a 27.0 floor. The koruna’s gain
is thanks to mounting expectations of more rate hikes and despite

political deadlock.

CzZK

We change our view for the EUR/HUF. In the next three months we
anticipate a stabilisation.

HUF
:> I e In 2Q18 and 3Q18 we expect some appreciation of the forint,
mainly due to the continuation of positive trends in the economy
and the expiry of the effects of non-standard monetary policy
measures.

e We have updated our forecasts. In the next three months we
anticipate some depreciation of the Russian ruble vs USD due to

RUB \ expected poor macro data.
’ e Intwo or three quarters’ time we forecast some improvement of the

economic picture, thanks to an increase in activity connected with
the football World Cup and high levels of commodities exports.

I Bullish ’ Mildly Bullish —> Neutral \ Mildly Bearish l Bearish
Source: Bank Zachodni WBK.
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PLN — Dollar rebound may hit zloty

Marcin Sulewski
marcin.sulewski@bzwbk.pl
(+48) 22 534 1884

Chart 34: EUR/PLN and 25 delta risk reversal
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Since our FX Compass in October, EUR/PLN was stable at
around 4.24 for some time and the zloty only resumed its
upward trend in mid-November. In our view, this was largely
driven by the decision of the Hungarian central bank to ease
monetary policy further (details in the HUF section), which
made the zloty more attractive versus the forint in terms of
the monetary policy outlook.

We are leaving our EUR/PLN forecasts unchanged as we
think it could be difficult for the zloty to hold onto its gains until
the end of the year. In our view, positive news flow from Poland
has been largely priced in and profit taking could take place in
the final weeks of 2017.

Statistically, in December EUR/PLN declines much more
often than it rises. However, in the last three years the
Polish currency experienced quite a significant depreciation
somewhere around the turn of the year (in 2014 it was in
late December, in 2015 in mid-January and in 2016 in late
November). Those three cases were justified by specific
fundamental triggers (respectively: weak local data boosting
hopes of a rate cut, S&P’s downgrade of Poland’s rating and
the “Trump trade’ after the US elections). This time we think
the trigger could be a possible USD appreciation thanks to the
imminent Fed rate hike, which may weigh on EM currencies.

The uncertainty about the Polish government reshuffle does
not seem to be affecting the currency and we think that if
there is a change of prime minister, the move — if any —
should be limited and short lived.

Implied volatilities are trading at their lowest since early
2016, clearly showing that the Polish FX market is very calm.
Recall that periods of stability are followed by sharp swings
and emerging market currencies usually depreciate when
volatility rises. This is yet another reason for us to be cautious
about expecting the zloty to strengthen in the short term.

3Q17 GDP growth was 4.9% yly, above the flash estimate of
4.7%. Private consumption remained the main engine of
expansion, rising 4.8% yly, and net exports surprised
positively, adding 1.1pp to GDP growth. Meanwhile, fixed
investments picked up only slightly (3.3% yl/y), showing that
the long-awaited recovery in this area is happening more
slowly than expected. The persistent weakness in
investments and the capacity constraints reported in the
manufacturing sector signal, in our view, that the investment
recovery in the coming quarters may be weaker than we had
anticipated. However, the good news is that the extremely
supportive external environment (recovery in the Euro zone)
should boost Polish exports, while consumption growth
should remain strong as well. As a result, we expect GDP
growth in Poland to remain decent in the coming quarters. It
could be well above 4% in 4Q17as well.

From the central bank’s point of view, the strong GDP print
is not necessarily going to change the balance of votes for a
rate hike due to the continuing weakness of investment.
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CZK —Ignoring political uncertainty

Marcin Sulewski
marcin.sulewski@bzwbk.pl
(+48) 22 534 1884

Chart 35: EUR/CZK
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Source: Reuters, Bank Zachodni WBK.

EUR/CZK fell to 25.4, a level last time seen in November
2013, just before the central bank introduced a 27.0 floor.
The koruna gain is thanks to mounting expectations of more
rate hikes and despite political deadlock. We think the slide
in EUR/CZK may pause ahead of the expected Fed rate hike
and likely profit taking when the Czech central bank also
raises rates.

More than a month since the parliamentary elections, the
candidate for Prime Minister, Andrej Babis, has still not been
able to find a coalition partner for his ANO party. President
Zeman said he will nominate Babis for PM in December but
the government is likely to lose a confidence vote and it
could take months before there is a second attempt to form a
government.

Political deadlock does not seem to worry investors: the
koruna is appreciating vs the euro thanks to the increasing
chance of more rate hikes. Czech FRAs are pricing in a full
25bp December hike and nearly next 75bp for 2018 (which is
more aggressive than the survey consensus). Comments by
Czech central bankers are still hawkish, which looks to be
justified as 3Q GDP growth was 5% (its highest for two
years) and inflation is just a touch below the upper end of
allowed fluctuation range (1%-3% yl/y). Central Bank
Governor Jiri Rusnok said he still has not decided how he will
vote in December and there is a chance that the tone after
the meeting might not sound too hawkish.

RUB — Weak ruble but strong exports

Konrad Soszynski
konrad.soszynski@bzwbk.pl
(+48) 22 534 1886

Chart 36: Russian exports of oil and wheat
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The picture for the Russian economy has deteriorated in
November, despite the dynamism of oil exports (one of the
most important contributors to the Russian Federation’s
budget) and record high wheat exports in October. USD/RUB
surged to 60.20 in mid-November, fuelled by a weak PMI
Manufacturing reading, lower reserve asset data and the
trade balance report. Moreover, GDP rose only by 1.80% yly
in 3Q17 (vs the 2.0% forecast and 2.5% in 2Q17), mainly
due to slower investment growth after the solid 2Q data.
Private consumption numbers were also disappointing, with
retail sales data and real disposable income data for
October below the levels the market was expecting.

In the next month we expect some upward movement in the
USD/RUB ahead of the anticipated rate cut in December (to
8.0% from the current 8.25%). We think that the ruble’s
weakening will still be supported by the inflation reading
(inflation figures have surprised on the negative side for the
last four months in a row) and we expect manufacturing PMI
and industrial production to remain weak (they have been
declining since August). We see good reason for the market’s
expectations of another interest rate cut in 1Q18 to intensify.

However, in the longer run (end of 1Q18) we forecast a
recovery in the ruble thanks to hopes of a positive signal
from private consumption. In our opinion, the positive
impulse will be triggered by consumer and investment
demand connected with the World Cup football championship,
scheduled to be held in Russia in June-July 2018.
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HUF — MNB policy dominates
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Chart 37: PMI and industrial production in Hungary
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The Hungarian central bank’s (MNB) decision to ease
monetary policy by using non-standard measures (which
will formally start in January 2018) helped to weaken the
Hungarian forint in November. EUR/HUF climbed from
below 311 at the beginning of the month to above 313 in
late November and prompted us to change our forecast for
EUR/HUF. In the next three months we anticipate a
stabilisation, but in 2Q18 we expect some appreciation of
the forint, mainly due to the continuation of positive trends
in the economy and the expiry of the effects of non-
standard monetary policy measures.

The MNB move towards even more unconventional
monetary policy tools (announced in October) pushed the
long end of the curve down by 40bp during the month. The
central bank said it wants to start using swap operations
with five- and ten-year maturities. According to the MNB,
the quarterly allocation of planned unconditional interest
rate swap contracts will be set at HUF300bn. The bank also
said it wants to launch a mortgage bond purchase program
for maturities of over three years. Operational details will be
announced in December. According to the MNB, the
purpose of those programs is to increase of the share of
long-dated credit at fixed interest rates.

The forint’s depreciation happened despite the solid macro
numbers released in November. Most of the macro
indicators beat market forecasts (PMI manufacturing,
industrial production data, trade balance figures, wages).
The exception was inflation for October, which undershot
the forecast by 0.1pp. However, the central bank’s plan to
introduce new non-standard measures in January prevailed
on the FX market and pushed the forint down.

We have increased our forecasts for EUR/HUF in 1Q18
from 300 to 310 because of the MNB'’s determination to
offset the positive effect of solid macro numbers on the
Hungarian forint by using non-standard measures to ease
monetary policy conditions. We expect a stabilization of
EUR/HUF at around 300 from 3Q18, due to some
deceleration of growth momentum in Hungary in the
second half of next year.
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G10 FX: IMM Speculative Positioning

Michael Flisher
michael.flisher@santandergcb.com
(+44) 20 7756 5799

IMM commitment of traders report:
USD Composite position
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Speculators turning less bearish the USD in Q4-17, with the
net short USD Composite position falling to just 58k contracts in
the week ended 14 November 2017. This is the least negative
speculators have been the USD since June, with almost a 150k
improvement in the net USD Composite position over the past
four weeks. The USD Index has yet to follow this move higher.

The net short JPY position rose to a four-year high, at 136k
contracts, in late November, as a more upbeat USD stance saw
speculators increase their negative view on the JPY.

EUR and GBP positioning little changed in November,
although speculators are slightly less upbeat the EUR, and
negative the GBP again.

Speculators have increased their negative CHF stance, with
the net short position rising to 28k contracts, the largest since
May 2013. This is a sharp contrast to the steady neutral +/-5k
contracts held through the summer months.

Upbeat CAD, AUD and NZD speculative positions scaled
back in November, largely due to increased optimism on the
USD. Speculators reduced their bullish CAD and AUD positions
to around 45k contracts, while turning bearish the NZD again,
taking this position to -11k contracts.

Net Speculative Contracts ('000s)*

14-Nov-17 17-Oct-17 4w chg YtD chg -150 -100 -50 O 50 100 150
USD** -58.1 -204.2 146.1 -377.3 EUR —
EUR 84.6 90.5 -5.9 154.6 cap
GBP 4.5 5.0 9.6 60.2
JPY -136.0 -101.3 -34.7 -49.2 Py
CHF -28.0 -4.9 231 145 CHF
AUD 44.0 61.8 -17.8 47.3 AUD N
NZD -11.9 7.0 -18.9 -0.5 N>
CAD 47.3 75.1 -27.8 51.2 CAD

Net Speculative Contracts as % of Open Interest**

14-Nov-17 17-Oct-17 4w chg YtD chg -100%  -50% 0% 50%  100%
USD*** -5% -19% 14% -35% EUR' ! . :
EUR 27% 32% 5% 48% cap
GBP -4% 4% -8% 33%
JPY -58% -48% -10% -5% Py
CHF -42% -10% -32% 6% CHE
AUD 43% 56% -13% 46% AD  mlaNov17
NZD -25% 21% -45% -6% NZD 17-Oct17
CAD 51% 66% -15% 55% CAD [r—

Sources: CFTC, Bloomberg, Santander. Note: *Net Speculative Contracts = Long non-commercial traders contracts minus short non-commercial traders
contracts, **Open Interest = The total number of outstanding long and short futures contracts, **USD composite index = USD composite index uses AUD, CAD,
CHF, EUR, GBP, JPY, NZD and MXN IMM positioning to arrive at an aggregate USD position.
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Latin America FX: Positioning indexes (Z-scores)

USD/BRL
Net Foreign (USD bn) —— 12wk MA (%) BRL (rhs)
40 - - 4.5
30 - - 4.0
- 3.5
20 -
- 3.0
10 1 25
0 T T T 2.0
Nov-13 Nov-14 Nov-15 Nov-16 Nov-17
USD/MXN
Net Spec (% Ol) —— 12wk MA (%) ——MXN (rhs)
80% - - 25

40% -

- 15
20% M

-80% - - 10
Nov-13 Nov-14 Nov-15 Nov-16 Nov-17
USD/CLP

Foreign NDF (USD bn) —— 12wk MA (%) CLP (rhs)
20 - - 750
15 -
- 650
10 -
- 550
5 .

0 T T T 450
Nov-13 Nov-14 Nov-15 Nov-16 Nov-17
USD/PEN

Foreign NDF (USD bn) —— 12wk MA (%) PEN (rhs)

12 - - 4.0
8 .

- 3.5
4 .
0 v"\‘vw\-/ ! T V/\/\_ 30
-4 - - 2.5
Nov-13 Nov-14 Nov-15 Nov-16 Nov-17

Sources: BM&F, CFTC, BCCh, BCRP, Bloomberg and Santander.

Z-score USD/BRL
Z-score (Offshore USD/BRL longs)

1 _W M fUSDIongs
0

| UWMV

10-90%

_1 J
Nov-13 Nov-14 Nov-15 Nov-16 Nov-17
Z-score USD/MXN
Z-score (USD/MXN longs) 10-90%
2 -
4 USD longs
1 MWWWWM
. h
o LW
_2 J
Nov-13 Nov-14 Nov-15 Nov-16 Nov-17
Z-score USD/CLP
Z-score (Offshore USD/CLP longs) 10-90%
3 -
4 USD longs
2 .
1 .
0 -
-1 - ) \
_2 J
Nov-13 Nov-14 Nov-15 Nov-16 Nov-17
Z-score USD/PEN
Z-score (USD/PEN longs) 10-90%
3 -
4 UsD longs

LS
Lo

Nov-16

1

Nov-13 Nov-14 Nov-15 Nov-17



Euro Interest Rate Forecasts

Government Bond yield Forecasts Swap rate forecasts
Germany | Current|1Q18 2Q18 3Q18 4Q18 Euro Current| 1Q18 2Q18 3Q18 4Q18
ECB Depo | -040 |-0.40 -0.40 -0.40 -0.40 ECB Depo | -040 |-040 -040 -040 -0.40
3m -0.79 (-0.70 -0.70 -0.60 -0.55 3m -0.33 | -0.33 -0.28 -0.23 -0.13
2y -0.70 | -045 -0.30 -0.15 0.05 2y -0.19 | 005 0.15 0.25 040
Sy -0.34 | 0.00 0.15 035 0.55 Sy 0.21 045 060 0.75 0.90
10y 0.34 0.70 095 110 1.25 10y 0.81 115 135 150 1.60
30y 1.18 155 175 185 190 30y 1.48 185 200 210 215

US Interest Rate Forecasts

Government Bond yield Forecasts Swap rate forecasts
us Current | 1Q18 2Q18 3Q18 4Q18 us Current| 1Q18 2Q18 3Q18 4Q18
FOMC * 1.25 150 175 200 225 FOMC * 1.25 150 175 200 225
3m 1.27 135 160 190 215 3m 1.48 155 180 210 235
2y 1.76 210 240 270 3.00 2y 1.93 230 260 290 3.20
S5y 2.07 250 275 3.00 3.20 Sy 2.14 255 280 3.05 325
10y 2.33 290 3.10 330 350 10y 2.33 290 3.10 3.30 350
30y 2.75 3.15 330 345 3.60 30y 2.53 290 3.05 320 3.35

UK Interest Rate Forecasts

Government Bond yield Forecasts Swap rate forecasts
UK Current | 1Q18 2Q18 3Q18 4Q18 UK Current| 1Q18 2Q18 3Q18 4Q18
MPC 0.50 050 050 050 0.50 MPC 0.50 050 050 050 0.50
3m 0.42 040 037 037 042 3m 0.52 055 052 052 052
2y 0.46 0.70 050 035 0.40 2y 0.82 110 0.80 0.70 0.80
5y 0.73 125 090 0.80 0.90 5y 1.06 150 115 115 1.20
10y 1.25 160 140 130 150 10y 1.31 160 150 140 155
30y 1.80 230 210 180 2.00 30y 1.50 195 170 140 1.60

G10 Central Bank Calendar

Current Rate Apr May Jun Jul Aug Sep Oct Nov Dec Jan Feb Mar
FOMC * 1.25 Unch. +25bp Unch. s Unch. 13 31 - 21
ECB (Depo) -0.40 Unch. Unch. Unch. Unch. *x 14 25 - 8
BoE 0.50 Unch. Unch. Unch. Unch. +25bp 14 - 8 22
BoJ -0.10 Unch. Unch. Unch. Unch. Unch. 21 23 - 9
SNB -0.75 Unch. Unch. 14 - - 22
BoC 1.00 Unch. Unch. +25bp +25bp Unch. 6 17 - 7
RBA 1.50 Unch. Unch. Unch. Unch. Unch. Unch. Unch. Unch. 5 - 6 6
RBNZ 1.75 Unch. Unch. Unch. Unch. Unch. - - 7 21
Norges Bank 0.50 Unch. Unch. Unch. Unch. 14 25 - 15
Riksbank -0.50 ok Unch. Unch. Unch. 20 - 14 -

Source: Bloomberg, Santander. Note: Current levels as at 30-November-2017. For meetings that have already taken place, decision identified as +/- in bp, or "unch" for no
change. "-" denotes no meeting taking place that month *FOMC rate refers to upper bound rate. **FOMC announced it would begin to reduce its balance sheet from October
2017, Riksbank extended its government bond purchase programme until December 2017 and ECB extended QE until September 2018 at EUR30/month
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Brazil/Mexico Interest rate forecasts
Government Bond yield Government Bond yield
Brazil Current| 1Q18 2Q18 3Q18 4Q18 Mexico Current] 1Q18 2Q18 3Q18 4Q18
SELIC 750 [ 6.75 6.75 6.75 6.75 Banxico fondeo | 7.00 | 7.00 7.00 6.75 6.50
NTNF Jan' 19s 7.09 | 700 8.00 8.25 8.50 Mbono Jun. 22s| 7.09 | 7.15 7.10 6.60 6.30
NTNF Jan.' 25s | 10.13 |10.00 10.00 10.20 10.25 MBono Jun. 27s| 6.81 | 7.40 7.30 6.75 6.50
Chile/Colombia Interest Rate Forecasts
Government Bond yield Government Bond yield
Chile Current| 1Q18 2Q18 3Q18 4Q18 Colombia Current| 1Q18 2Q18 3Q18 4Q18
BCCh TPM 250 | 250 250 2.75 3.25 Banrep O/N 475 | 425 4.00 4.00 4.00
BCP 5Y 395 | 395 395 4.00 4.20 TES 5Y 579 | 573 576 5.81 5.96
BCP 10Y 454 | 460 460 4.70 4.90 TES 10Y 6.58 | 6.59 6.72 6.87 7.10
LatAm Central Bank Calendar
Current Rate Apr May  Jun Jul Aug Sep Oct Nov  Dec Jan Feb Mar
Brazil 7.50 -100bp -100bp -100bp -100bp -75bp 6 - 7 21
Mexico 7.00 +25bp +25bp Unch. Unch. Unch. 14
Chile 2.50 -25bp -25bp Unch. Unch. Unch. Unch. Unch. Unch. 14 - 1 20
Colombia 4.75 -50bp -25bp -50bp -25bp -25bp Unch. -25bp -25bp 14
Argentina 28.75 +150bp Unch. Unch. Unch. Unch. Unch. +150bp+100bp * * * *
CEE Interest Rate Forecasts
Poland Hungary/Czech Republic/Russia Base Rates
Poland Current| 1Q18 2Q18 3Q18 4Q18 CEE Current] 1Q18 2Q18 3Q18 4Q18
Reference Rate | 1.50 | 1.50 1.50 150 1.75 Hungary 0.90 [ 0.90 0.90 0.90 0.90
2y 153 [ 1.87 219 232 244 Czech Republic | 0.50 | 0.75 0.75 1.00 1.25
10y 332 | 372 380 3.78 3.86 Russia 825 1 8.00 8.00 8.00 7.75
CEE Central Bank Calendar
CurrentRate | Apr May  Jun Jul Aug Sep Oct Nov  Dec Jan Feb Mar
Poland 1.50 Unch. Unch. Unch. Unch. Unch. Unch. Unch. 5 10 7 7
Czech Republic 0.50 *x Unch. Unch. +20bp Unch. +25bp 21 - 1 29
Hungary 0.90 Unch. Unch. Unch. Unch. Unch. Unch. Unch. Unch. 19 30 27 27
Russia 8.25 -50bp -25bp Unch. -50bp -25bp 15 - 9 23

Source: Santander, BZWBK. Note: Current levels as at 30-November-2017. For meetings that have already taken place, decision identified as +/- in bp, or "unch" for no
change. "-" denotes no meeting taking place that month. *The Argentina Central Bank decides on monetary policy on a fortnightly basis. **At an unscheduled meeting on 6 April

2017, the Czech Central Bank ended the EUR/CZK Cap on 30 March 2017 after more than three years.



Forecasts and returns vs. forwards and consensus (% non-annualised)

EUR/USD 1.15 1.17 1.18 USD/BRL 3.28 3.38 3.50
vs.forward -2.8 -1.2 -0.3 vs.forward 1.1 42 7.9
vs.consensus forecast -1.7 -0.8 -1.7 vs.consensus forecast 0.9 4.0 6.1
GBP/USD 1.30 1.28 1.26 EUR/BRL 3.77 3.95 413
vs.forward -3.4 -4.9 -6.4 vs.forward -2.0 28 73
vs.consensus forecast -0.8 -2.3 -4.5 vs.consensus forecast -0.8 3.1 4.3
EUR/GBP 0.88 0.91 0.94 USD/MXN 20.0 19.70 17.90
vs.forward 0.6 39 6.5 vs.forward 75 5.9 -3.8
vs.consensus forecast -1.7 1.6 2.9 vs.consensus forecast 5.8 46 -4.5
USD/JPY 116 118 119 EUR/MXN 23.0 23.0 211
vs.forward 3.2 4.9 5.8 vs.forward 44 4.7 -4.1
vs.consensus forecast 1.8 35 4.8 vs.consensus forecast 4.0 3.7 -6.1
EURIJPY 133 138 140 USD/CLP 630 640 650
vs.forward 0.2 3.7 55 vs.forward -2.1 -0.6 1.0
vs.consensus forecast 0.3 2.3 33 vs.consensus forecast 0.0 24 3.6
EUR/CHF 1.16 1.17 1.18 EUR/CLP 725 749 767
vs.forward -0.7 0.2 1.1 vs.forward -5.1 -2.0 0.4
vs.consensus forecast 0.0 0.0 0.0 vs.consensus forecast 1.7 15 1.9
USD/CHF 1.01 1.00 1.00 USD/COP 3100 3200 3100
vs.forward 2.2 14 14 vs.forward 3.1 6.4 3.1
vs.consensus forecast 1.9 2.0 3.1 vs.consensus forecast 2.4 6.0 3.3
EUR/SEK 9.4 9.3 9.1 USD/ARS 18.3 18.8 19.4
vs.forward -5.2 -6.3 -8.3 vs.forward 4.7 7.9 11.3
vs.consensus forecast -1.1 -1.1 -1.6 vs.consensus forecast 1.6 34 49
EUR/NOK 9.2 9.1 9.1 EUR/PLN 4.22 4.23 4.23
vs.forward -6.3 -14 14 vs.forward 0.4 0.6 0.6
vs.consensus forecast -1.1 -1.3 -0.7 vs.consensus forecast 0.2 0.7 0.7
USD/CAD 1.25 1.24 1.24 EUR/CZK 25.7 25.6 25.5
vs.forward -3.0 -3.8 -3.8 vs.forward 0.8 0.4 0.0
vs.consensus forecast 0.0 -0.8 0.0 vs.consensus forecast 1.2 1.2 1.4
AUD/USD 0.76 0.74 0.75 EUR/HUF 308 302 300
vs.forward 0.4 -2.2 -0.9 vs.forward -14 -3.3 -4.0
vs.consensus forecast -1.3 -5.1 -5.1 vs.consensus forecast -0.6 -2.6 -3.2
NZD/USD 0.70 0.69 0.71 EUR/RUB 69 66 63
vs.forward 2.3 09 3.8 vs.forward -0.6 -5.6 -9.9
vs.consensus forecast 0.0 -2.8 0.0 vs.consensus forecast 1.3 -5.0 -9.6

Direct returns of long currency positions against the USD (or EUR), in %. Equivalent tenors for forwards. FX forecasts interpolated from end-of-

quarter forecasts. Sources: Bloomberg and Santander.
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G10 FX: Spot and forward rates

ATMf vol.

EUR/USD GBP/USD USD/JPY EUR/JPY GBP/JPY USD/CHF EUR/CHF GBP/CHF

Spot 1.183 1.345 112.4 132.9 151.1 0.986 1.166 1.326
1M 1.186 1.347 112.2 133.0 151.0 0.983 1.166 1.324
2M 1.188 1.348 112.0 133.0 150.9 0.981 1.165 1.322
3M 1.190 1.349 111.8 133.0 150.9 0.979 1.165 1.321
6M 1.197 1.353 111.2 133.1 150.5 0.972 1.164 1.316
oM 1.204 1.358 110.6 133.2 150.1 0.965 1.163 1.310
12M 1.212 1.362 109.9 133.2 149.7 0.958 1.162 1.305
EUR/USD GBP/USD USD/JPY EUR/JPY GBP/JPY USD/CHF EUR/CHF GBP/CHF
1w 6.6% 8.3% 7.9% 7.4% 10.3% 6.2% 5.7% 7.9%
1M 6.5% 7.5% 8.0% 7.4% 9.5% 6.3% 5.4% 7.4%
2M 6.7% 7.4% 8.0% 7.6% 9.2% 6.5% 5.6% 7.6%
3M 6.6% 7.5% 8.1% 7.8% 9.4% 6.6% 5.6% 7.7%
6M 7.1% 7.9% 8.7% 8.7% 9.8% 7.1% 5.9% 8.0%
oM 7.3% 8.1% 9.0% 9.1% 10.0% 7.4% 6.0% 8.2%
12M 7.4% 8.3% 9.1% 9.3% 10.1% 7.6% 6.0% 8.4%

Implied/realized vol. ratio

0.8

0.4
0.2
0.0
-0.2
-0.4
-0.6
-0.8
-1.0

EUR/USD GBP/USD USD/JPY EUR/JPY GBP/JPY USD/CHF EUR/CHF GBP/CHF

6M ago

1w 1.13 0.97 1.22 1.13 1.02 1.13 1.24 0.84
1M 1.09 1.00 1.20 1.12 1.09 1.00 1.07 0.91
2M 1.12 1.01 1.22 1.19 1.08 1.05 1.11 0.96
3M 0.99 0.94 1.09 1.11 0.98 0.91 0.99 0.88
6M 1.04 0.98 1.14 1.17 0.99 0.96 1.03 0.90
oM 1.05 1.03 1.14 1.08 1.02 1.05 1.10 0.98
12M 1.00 0.97 1.04 1.08 0.97 1.05 1.17 0.99
25-delta risk reversals
EUR/USD GBP/USD EUR/GBP
= Today —e— 1M ago 6M ago mmmm Today —e— 1M ago 6M ago = Today —e—1M ago
0.20 1.50
||
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21100
-1.20
-1.40 0.00 l I
w 1M 2M  3M  6M  SM 1Y W 1M 2M 3M 6M 9M 1Y W 1M 2M 3M 6M 9M 1Y

Sources: Bloomberg and Santander.



Latin America FX: Spot and forward rates

USD/ARS USD/BRL USD/CLP USD/COP USD/MXN USD/PEN

Spot
M
2M
3M
6M
oM
12M

17.43
17.74
18.09
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21.25

3.24
3.25
3.27
3.28
3.31
3.35
3.39

644
643
644
644
645
646
647

3007
3016
3023
3028
3047
3068
3086

18.6
18.7
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ATMf vol.

USD/ARS USD/BRL USD/CLP USD/COP USD/MXN USD/PEN

1w
1M
2M
3M
6M
oM
12M

9.08
11.30
12.40
13.35
14.95
16.43
17.23

13.21
12.09
12.05
12.18
12.90
13.82
14.85

9.79
10.72
10.03

9.77

9.43

9.38

9.35

10.49
10.65
11.09
11.36
11.93
12.30
12.48

10.40
10.27
11.11
11.51
12.57
14.55
14.38

3.51
3.73
4.06
4.33
4.96
5.67
6.14

Implied/realized vol. ratio

USD/ARS USD/BRL USD/CLP USD/COP USD/MXN USD/PEN
1w 2.34 1.70 1.65 1.54 1.17 2.25
M 2.09 1.15 1.41 1.34 1.11 1.48
2M 1.81 1.20 1.34 1.53 1.05 1.56
3M 1.79 1.31 1.33 1.63 1.12 1.66
6M 1.60 1.41 1.42 1.60 1.26 1.92
oM 1.89 0.99 1.35 1.49 1.37 1.83
12M 2.06 1.11 1.26 1.38 1.27 1.71
25-delta risk reversals
USD/BRL USD/MXN USD/CLP
mmmm 30-Nov-17 —4—6m ago —e—1m ago mmm 30-Nov-17 —4—6m ago —e—1mago mmmm 30-Nov-17 —4—6m ago
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Sources: Bloomberg and Santander.
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EXPLANATION OF THE RECOMMENDATION SYSTEM

RECOMMENDATIONS

Definition
Long / Buy Appreciation of a given currency with an expected return of at least 5% in 3 months.
Short / Sell Depreciation of a given currency with an expected return of at least 5% in 3 months.
NOTE: Given the recent volatility seen in the financial markets, the recommendation definitions are only indicative until further notice.
DEFINITIONS
*Net Speculative Contracts Long non-commercial traders contracts minus short non-commercial traders contracts.
**Open Interest The total number of outstanding long and short futures contracts.
***USD composite index USD composite index uses AUD, CAD, CHF, EUR, GBP, JPY, NZD and MXN IMM

positioning to arrive at an aggregate USD position.

We generally review our FX recommendations monthly, in our regular FX Compass publication, and when market events/moves so warrant.
Comprehensive disclosures for all G-10 Rates, Macro & FX Strategy/research produced by Banco Santander, S.A. can be found on our website.

G10 Rates/FX Strateg

Antonio Villarroya Head of Macro and Strategy Research antvillarroya@gruposantander.com +34 91 257 2244
Luca Jellinek Head of Rates and FX Strategy luca.jellinek@santandergcb.com +44 20 7756 4111
Stuart Bennett Head G10 FX Strategy stuart.bennett@santandergcb.com +44 20 7756 4136
Michael Flisher G10 FX Strategist michael.flisher@santandergcb.com +44 20 7756 5799
Antonio Espasa Chief Economist aespasa@gruposantander.com +34 91 289 3313
Laura Velasco Economics laura.velasco@gruposantander.com +34 91 175 2289
Beatriz Tejero Economics beatriz.tejero@gruposantander.com +34 91 257 2410
Stuart Green UK Economics stuart.green@santandergcbh.com +44 20 7756 6170
Adam Dent UK Rates Strategy adam.dent@santandergcbh.com +44 20 7756 6223
José Maria Fernandez Rates Strategy josemariafernandezl@gruposantander.com +34 91 257 2244
Edgar da Silva Figueira Rates Strategy efda@gruposantander.com +34 91 257 2244
Latin America Research — Strategy

Juan Pablo Cabrera Chief Rates & FX Strategist — Chile jcabrera@santander.cl +56 22 320 3778
Diana Ayala Latam Macro, Rates & FX Strategy diana.ayala@santander.us +1 212 407 0979
Juan Miguel Arranz Chief Rates & FX Strategist — Argentina jarranz@santanderrio.com.ar +54 11 4341 1065
Latin America Research — Economics

Sergio Galvan Economist — Argentina sgalvan@santanderrio.com.ar +54 11 4341 1728
Mauricio Molan Economist — Brazil mmolan@santander.com.br +55 11 3012 5724
David Franco Chief Economist — Mexico dafranco@santander.com.mx +52 55 5257 8170
Tatiana Pinheiro Economist — Brazil, Peru tatiana.pinheiro@santander.com.br +55 113012 5179
Marcela Bension Economist — Uruguay mbension@santander.com.uy +59 82 1747 5537
Central and Eastern Europe

Maciej Reluga Head CEE Macro, Rates & FX Strategy maciej.reluga@bzwbk.pl +48 22 534 1888
Piotr Bielski Economist BZWBK piotr.bielski@bzwbk.pl +48 22 534 1888
Marcin Sulewski Economist BZWBK marcin.sulewski@bzwbk.pl +48 22 534 1884
Konrad Soszynski Economist BZWBK konrad.soszynski@bzwbk.pl +48 22 534 1886

IMPORTANT DISCLOSURES

This report has been prepared by Banco Santander, S.A. and is provided for information purposes only. Banco Santander, S.A. is registered in Spain and
is authorised and regulated by Banco de Espafia, Spain.

This report is issued in the United States by Santander Investment Securities Inc. (“SIS”), in Spain by Banco Santander, S.A., under the supervision of the
CNMV and in the United Kingdom by Banco Santander, S.A., London Branch (“Santander London”). SIS is registered in the United States and is a
member of FINRA. Santander London is registered in the United Kingdom (with FRN 136261, Company No. FC004459 and Branch No. BR001085), and
subject to limited regulation by the UK’s Financial Conduct Authority (“FCA”) and Prudential Regulation Authority (“PRA”). SIS, Banco Santander, S.A. and
Santander London are members of Santander Group. A list of authorised legal entities within Santander Group is available upon request.

This material constitutes “investment research” for the purposes of the Markets in Financial Instruments Directive and as such contains an objective or
independent explanation of the matters contained in the material. Any recommendations contained in this document must not be relied upon as investment
advice based on the recipient’s personal circumstances. The information and opinions contained in this report have been obtained from, or are based on,
public sources believed to be reliable, but no representation or warranty, express or implied, is made that such information is accurate, complete or up to
date and it should not be relied upon as such. Neither the information nor forecast shall be taken as a representation for which Banco Santander, S.A., or
any of its legal affiliates or any of their employees incur any responsibility. Furthermore, this report does not constitute a prospectus or other offering
document or an offer or solicitation to buy or sell any of the currencies referred to in this report. Information and opinions contained in the report are
published for the assistance of recipients, but are not to be relied upon as authoritative or taken in substitution for the exercise of judgement by any
recipient, are subject to change without notice and not intended to provide the sole basis of any evaluation of the instruments discussed herein.

This report may include forward looking statements about the objectives and strategies of members of Grupo Santander. Such forward looking statements
are inherently subject to uncertainties beyond the control of the members of Grupo Santander including, but not limited to, economic and financial
conditions globally, regulatory development, technological developments and competition. Any reference to past performance should not be taken as an
indication of future performance.


http://santanderresearch.com/disclaimer-rates.html

This report is for the use of intended recipients only and may not be reproduced (in whole or in part) or delivered or transmitted to any other person without
the prior written consent of Banco Santander, S.A.. Investors should seek financial advice regarding the appropriateness of investing in financial
instruments and implementing investment strategies discussed or recommended in this report and should understand that statements regarding future
prospects may not be realised. Investors should note that the manner in which any strategies set out in this report are implemented may cause exposure to
significant risk. Investors should carefully consider their ability to bear such risks through consultation with their legal, accounting and / or other advisors.

The material in this research report is general information intended for recipients who understand the risks associated with investment. It does not take into
account whether an investment, course of action, or associated risks are suitable for the recipient. Furthermore, this document is intended to be used by
market professionals (eligible counterparties and professional clients but not retail clients). Retail clients must not rely on this document.

To the fullest extent permitted by law, no Santander group company accepts any liability whatsoever (including in negligence) for any direct or
consequential loss arising from any use of or reliance on material contained in this report. All estimates and opinions included in this report are made as of
the date of this report. Unless otherwise indicated in this report there is no intention to update this report.

Banco Santander, S.A. and its legal affiliates (trading as Santander and/or Santander Global Corporate Banking) may from time to time take positions in
the currencies mentioned herein as principal or agent. Banco Santander, S.A. and its legal affiliates may have a financial interest in the currencies
mentioned in this report, including a long or short position and/or options, futures or other derivative instruments based thereon, or vice versa.

Banco Santander, S.A. and/or a company in the Santander group is a market maker or a liquidity provider for EUR/GBP, EUR/JPY, EUR/PLN and
EUR/USD.

ADDITIONAL INFORMATION

Banco Santander, S.A. or any of its affiliates, salespeople, traders and other professionals may provide oral or written market commentary or trading
strategies to its clients that reflect opinions that are contrary to the opinions expressed herein. Furthermore, Banco Santander, S.A. or any of its affiliates’
trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed herein.

No part of this report may be copied, conveyed, distributed or furnished to any person or entity in any country (or persons or entities in the same) in which
its distribution is prohibited by law. Failure to comply with these restrictions may breach the laws of the relevant jurisdiction.

Investment research issued by Banco Santander, S.A. is prepared in accordance with the Santander group policies for managing conflicts of interest. In
relation to the production of investment research, Banco Santander, S.A. and its affiliates have internal rules of conduct that contain, among other things,
procedures to prevent conflicts of interest including Chinese Walls and, where appropriate, establishing specific restrictions on research activity.
Information concerning the management of conflicts of interest and the internal rules of conduct are available on request from Banco Santander, S.A..

COUNTRY & REGION SPECIFIC DISCLOSURES

U.K. and European Economic Area (EEA): Unless specified to the contrary, issued and approved for distribution in the U.K. and the EEA by
Banco Santander, S.A. Investment research issued by Banco Santander, S.A. has been prepared in accordance with Grupo Santander’s policies for
managing conflicts of interest arising as a result of publication and distribution of investment research. Many European regulators require that a firm
establish, implement and maintain such a policy. This report has been issued in the U.K. only to persons of a kind described in Article 19 (5), 38, 47 and
49 of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (all such persons being referred to as “relevant persons”). This
document must not be acted on or relied on by persons who are not relevant persons. Any investment or investment activity to which this document relates
is only regarded as being provided to professional investors (or equivalent) in their home jurisdiction. United States of America (US): This report is
being distributed to US persons by Santander Investment Securities Inc (“SIS”) or by a subsidiary or affiliate of SIS that is not registered as a US broker
dealer, to US major institutional investors only. Any US recipient of this report (other than a registered broker-dealer or a bank acting in a broker-dealer
capacity) that would like to effect any transaction in any security or issuer discussed herein should contact and place orders in the United States with the
company distributing the research, SIS at (212) 692-2550, which, without in any way limiting the foregoing, accepts responsibility (solely for purposes of
and within the meaning of Rule 15a-6 under the US Securities Exchange Act of 1934) under this report and its dissemination in the United States. US
recipients of this report should be advised that this research has been produced by a non-member affiliate of SIS and, therefore, by rule, not all disclosures
required under NASD Rule 2711 apply. Hong Kong (HK): This report is being distributed in Hong Kong by a subsidiary or affiliate of Banco Santander,
S.A. Hong Kong Branch, a branch of Banco Santander, S.A. whose head office is in Spain. The 1% ownership disclosure satisfies the requirements under
Paragraph 16.5(a) of the Hong Kong Code of Conduct for persons licensed by or registered with the Securities and Futures Commission, HK. Banco
Santander, S.A. Hong Kong Branch is regulated as a Registered Institution by the Hong Kong Monetary Authority for the conduct of Advising and Dealing
in Securities (Regulated Activity Type 4 and 1 respectively) under the Securities and Futures Ordinance. The recipient of this material must not distribute it
to any third party without the prior written consent of Banco Santander, S.A. Japan (JP): This report has been considered and distributed in Japan to
Japanese-based investors by a subsidiary or affiliate of Banco Santander, S.A. - Tokyo Representative Office, not registered as a financial instruments
firm in Japan, and to certain financial institutions defined by article 17-3, item 1 of the Financial Instruments and Exchange Law Enforcement Order. Some
of the foreign securities stated in this report are not disclosed according to the Financial Instruments and Exchange Law of Japan. There is a risk that a
loss may occur due to a change in the price of the shares in the case of share trading and that a loss may occur due to the exchange rate in the case of
foreign share trading. China (CH): This report is being distributed in China by a subsidiary or affiliate of Banco Santander, S.A. Shanghai Branch
(“Santander Shanghai”). Santander Shanghai or its affiliates may have a holding in any of the securities discussed in this report; for securities where the
holding is greater than 1%, the specific holding is disclosed in the Important Disclosures section above.

For further country and region specific disclosures please refer to Banco Santander, S.A.

Local Offices

Madrid Lisbon London Milan

Tel: 34-91-257-2035 Tel: 351-21-389-3400 Tel: 44-870-607-6000 Tel: 39-02-8542-09810
Fax: 34-91-257-0252 Fax: 351-21-387 0175 Fax: 44-20-7332-6909 Fax: 39-02-8606-71648
Brussels Paris Frankfurt Tokyo

Tel: 32 2286 5447 Tel: 33 15353 7000 Tel: 49 6959 67-6403 Tel: 813-5561-0591

Fax: 32 22306724
New York

Tel: 212-756-9160
Fax: 212-407-4540
Lima

Tel: 511-215-8133
Fax: 511-215-8161

Fax: 33 15353 7060
Bogota

Tel: 571-644-8008
Fax: 571-592-0638
Mexico DF

Tel: 525-629-5040
Fax: 525-629-5846

Fax: 49 6959 67-6407
Buenos Aires

Tel: 54114-341-1052
Fax: 54114-341-1226
Santiago de Chile
Tel: 562-336-3300
Fax: 562-697-3869

Fax: 813-5561-0580
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Tel: 582-401-4306
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