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FX Spot Returns

G10 spot returns vs. USD
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FX Forecasts

G10 FX Forecasts

Q3-19 Q4-19 Q1-20 Q2-20 Q3-20 Q4-20
EUR-USD 1.14 1.17 1.18 1.20 1.21 1.22
GBP-USD 1.30 1.31 1.33 1.35 1.37 1.38
GBP-EUR 1.14 1.12 1.13 1.13 1.13 1.13
EUR-GBP 0.88 0.89 0.89 0.89 0.88 0.88
USD-JPY 112 115 118 116 115 115
EUR-JPY 128 135 139 139 139 140
USD-CNY 6.70 6.70 6.65 6.50 6.50 6.50
EUR-CHF 1.15 1.18 1.20 1.21 1.23 1.24
USD-CHF 1.01 1.01 1.02 1.01 1.02 1.02
EUR-SEK 10.6 10.4 10.3 10.3 10.2 10.1
EUR-NOK 9.6 9.5 9.4 9.3 9.3 9.2
USD-CAD 1.31 1.29 1.28 1.27 1.25 1.25
AUD-USD 0.68 0.70 0.70 0.71 0.72 0.72
NZD-USD 0.65 0.67 0.68 0.68 0.69 0.69

LatAm FX Forecasts

Q3-19 Q4-19 Q1-20 Q2-20 Q3-20 Q4-20
USD-BRL 3.75 3.9 4.0 4.1 4.1 4.1
USD-MXN 19.3 19.8 19.8 20.1 20.3 20.5
USD-CLP 680 685 687 689 691 692
USD-COP 3250 3300 3250 3300 3350 3400
USD-ARS 48.0 52.0 53.9 55.9 57.9 59.3
USD-PEN 3.36 3.37 3.37 3.38 3.37 3.39
EUR-BRL 4.3 4.6 4.7 4.9 5.0 5.0
EUR-MXN 22.0 23.2 23.4 24.1 24.6 25.0
EUR-CLP 775 801 811 827 836 844
EUR-COP 3705 3861 3835 3960 4054 4148
EUR-ARS 55 61 64 67 70 72
EUR-PEN 3.8 3.9 4.0 4.1 41 4.1

CEE FX Forecasts

Q3-19 Q4-19 Q1-20 Q2-20 Q3-20 Q4-20
EUR-PLN 4.29 4.27 4.28 4.24 4.20 4.25
EUR-CZK 25.8 25.6 25.4 25.2 24.9 25.0
EUR-HUF 325 325 320 322 315 315
USD-RUB 65 67 67 67 64 65
EUR-RUB 74 78 79 80 77 79

Sources: Santander
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G10 FX: Main Themes

Currency 3Mview 12M view Main Themes

drove the USD higher in 2018 - US growth, high interest rates and risk -

usbD e The USD remains firm, but may now have topped out. The factors that
\ are still present, but a dovish Fed should curtail further gains.

e The ECB retains a dovish stance. Growth and inflation forecasts are on
the low side, but the negative impact on EUR/USD may be countered by
a more dovish US outlook.

EUR

GBP e Sterling remains vulnerable, given UK politics and Brexit uncertainty.
Economic data have also turned softer, weighing on the pound. However,

a dovish Fed and lower USD could provide some support for GBP/USD.

JPY e Low risk appetite boosted demand for the yen, it should weaken if the
uncertainties fade. But downside pressure on the currency from a loose

BoJ policy is now being countered by dovish policies elsewhere.

CNY e US-China trade tensions remain a risk, with policymakers set to continue with
stimulus measures. Much will depend on the June G20 meeting, but further

CNY weakness may spark US retaliation and capital outflows.

CHF The CHF should gradually weaken: the SNB still views the CHF as
‘highly valued’ and, despite firm economic data, should maintain a very

loose policy into 2020 and remain willing to intervene.

CAD o We see scope for some CAD appreciation. Oil prices have weakened, but
are having less effect on the CAD. A dovish Fed should help the CAD, and

the BoC could be less dovish if activity picks up in line with their forecast.

AUD

e Global risk sentiment, with a focus on the US and China, has pulled the
AUD lower. Further trade uncertainty, together with speculation of
additional RBA rate cuts, should continue to limit the AUD.

NZD e The RBNZ cut rates in May, and could do so again as soon as August.
Looser monetary policy, and elevated global trade fears, are likely to

continue to restrict the NZD over the summer.

SEK e Although CPIF is back above 2%, domestic data have deteriorated this
year and the Riksbank is looking unlikely to eke out a rate hike in 2019.

With global trade fears elevated, a SEK recovery is unlikely just yet.

NOK e With the economy performing relatively well, oil prices recovering from
their early 2019 lows, and the Norges Bank now in the middle of a hiking

cycle, the NOK should strengthen over the coming months.

NN ] 0 & ¢ ¢ &= NN
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' Bullish ’ Mildly Bullish —> Neutral \ Mildly Bearish l Bearish

Source: Santander
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G10 FX Overview
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The USD remains firm, in our opinion too firm, but may now have
topped out. The factors that drove the USD higher in 2018 - US growth,
high interest rates and risk - are still present, but a dovish Fed should
curtail further gains.

The EUR has held up well over the last month. This resilience has
come despite concerns over EMU activity, a dovish ECB and global
trade risks still weighing on sentiment. In absolute terms, the EUR
remains vulnerable, but the prospect of looser US monetary policy
weighing on the USD suggests that in relative terms it should edge
higher over the coming months.

The pound has remained under pressure. The combination of UK
political uncertainty, a softening in UK economic data and a still firm US
dollar has kept the pound on the back foot against both the USD and
EUR.

The yen has remained strong, in our view too strong. A loose BoJ
monetary policy, low inflation and sluggish growth have not weakened
the yen as we expected. However, ironically the adoption of looser
policies by other central banks, weaker CPI and concern over global
growth are weighing on other G10 currencies, which, amid still low risk
appetite, is helping keep the yen firm.

The renminbi has remained soft, holding on to much of May’s decline,
with USD/CNY threatening to test, and then break above, the 7 level.
The US-China trade tensions continue to have an impact on the
economic outlook, so stimulus measures remain. But there may be
reluctance to allow the CNY to weaken further amid policymakers’
unwillingness to lose control of the currency and spur capital outflows.

We continue to believe that the Swiss franc should be weaker than it is.
However, the SNB’s very loose monetary policy has not proved
sufficient to significantly or sustainably pull the CHF lower, even before
other central banks’ recent adoption of more cautious/dovish rhetoric.

We retain a cautious stance on the AUD in 2019. Persistent global
trade uncertainty, as well as softer domestic data have kept the AUD
under pressure over the past quarter. The RBA cut rates in June, but
we expect another cut to come in August.

An uncertain global economic backdrop has weighed on the NZD, and
this, together with a more expansive monetary policy from the RBNZ, is
likely to continue to drag the currency lower during the months ahead.

We remain cautious on the SEK. Domestic data have picked up a little
over the past month, but the backdrop of international uncertainty amid
the US-China trade dispute continues to weigh on the currency. We
expect the Riksbank to struggle to squeeze in a rate hike this year.

We remain positive on the CAD. The currency is still a strong performer
against its G10 peers. The Bank of Canada’s recent dovish rhetoric did
weigh on the currency, but this is now being countered by similar
comments from other central banks. The decline in the oil price has
also been a drag on the currency, but recent economic data have been
good and the BoC still expects recent slower growth to be temporary.

We are positive on the NOK. The economy is performing well, even
though CPI has edged lower. The NOK should be supported by a
tighter monetary policy, at a time when most developed market central
banks are turning significantly more dovish.
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USD - Don’t look down
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Chart 1: EUR/USD still appears rather cheap,
even after the FOMC

——EUR/USD - -9
1.24 -
127 - ——EUR-USD 10Y spread | 21
(%), rhs

1.2 -

23
1.18 -
1.16 - 23
1.14 -

2.7
1.12 -
1.1 . . . -2.9

Jan-18  Jun-18  Nov-18  Apr-19

Source: Bloomberg, Santander

Chart 2: Being long the USD could appear less
attractive in the months ahead
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The USD remains firm, in our opinion too firm, but may now have
topped out. The factors that drove the USD higher in 2018 - US
growth, high interest rates and risk - are still present, but a dovish
Fed should curtail further gains.

The USD should be receiving less support from the ‘RAR’, i.e. rates,
activity and risk. The US rate hike cycle looks to have come to an
end. The Fed, as expected, kept US interest rates unchanged at the
June FOMC. But it adopted a more dovish stance, expressing
concern about the economic outlook, and therefore opening the
door to near-term rate cuts. As a result, the US 10Y vyield dropped
below 2% for the first time since November 2016

We believe that the USD bull-run, which has broadly held since
April 2018, was largely motivated by high US rates, which were
expected to rise further. The fact that US interest rates remain high,
and above its G10 peers, should prevent a big sell-off in the USD,
but may no longer be enough to justify further appreciation.
Admittedly, with other G10 central banks also adopting more dovish
stances, USD pairs could still receive some help from interest rate
differentials between the US and its peers.

However, whilst these differentials should remain in the USD’s
favour, recent movements already indicate that the dollar is on the
expensive side, e.g. a lot of the move in EUR/USD in the 12 months
from April 2018 can be explained by the move in EU-US 10Y vyields.
However, since late April 2019, even though the spread has
remained negative, it has moved in a more EUR-friendly direction,
which has not been reflected in EUR/USD.

Additionally, US activity data appear to remain USD positive. The
US economy continues to outperform its peers, but the pace of that
outperformance has slowed, but not been reflected in the USD, e.g.
the US ISM has dropped to 52.1 from 60.8 in August 2018.

This still implies a more attractive activity backdrop than in many
G10 economies, but the positive gap has shrunk. Further, with US
GDP expected to slow to 1.9% in 2020, its outperformance versus
its peers should narrow further.

The FX market continues to focus on global trade uncertainty,
together with low risk appetite. This focus has continued to favour
demand for the dollar as a safe-haven asset.

We have long argued that a more ‘protectionist’ administration
would not want to see the USD strengthen and recent comments by
President Trump suggest that he is getting irritated by other G10
policymakers taking, or threatening to take, action that weaken their
currencies versus the USD. The market, in our opinion, has not
placed sufficient weight on these concerns, but going forward it
might.

Hence, we see the ‘RAR’ environment as less USD supportive in
relative terms, but as suggested by the absolute level of US rates,
activity and risk could still justify the FX market keeping the
currency firm. However, commitment of traders’ data continue to
show that speculators are considerably long the USD. Given this
positioning and that the RAR factors, which encouraged USD
buying since April 2018, are fading, we expect a repositioning to
spur a sensible move lower in the USD.
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EUR — No new bad news is good news
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Chart 3: EUR/USD still appears on the cheap
side given policy and yield spreads
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Chart 4: Time to reposition? There is room for
speculators and others to sell the EUR further,
but will they want to add to an already
crowded long USD position?
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The EUR has held up well over the last month. This resilience has
come despite concerns over EMU activity, a dovish ECB and global
trade risks still weighing on sentiment. In absolute terms, the EUR
remains vulnerable, but the prospect of a looser US monetary policy
weighing on the USD suggests that in relative terms it should edge
higher over the coming months.

It has been a positive month for the euro. EUR/USD has bounced off
of May’s low at 1.1107. However, the currency has not thrown off its
cloak of vulnerability and in our opinion constantly feels at risk to
another wave of selling pressure.

However, its relative resilience over the last month might at least
imply that a lot of the known ‘bad news’, such as slow growth and
ECB pessimism, has been priced in. Hence, the direct risk to the
currency going forward stems from new factors, e.g. Trump’s threat
of sanctions on Germany and ire at Draghi inspired EUR weakness..

The pressure of new risks to the EUR is likely to remain, but if these
risks do not materialise over the coming months, there are now
signs that the market may be re-positioning to price in a less bullish
outlook for the US dollar, which by default should provide support for
EUR/USD.

Consequently, we retain a positive outlook for EUR/USD and the
EUR in general, but the motivation for this has less to do with a
genuinely positive EUR view and more to do with the expectation
that the USD will falter in H2-19 and into 2020.

Eurozone economic activity remains subdued, but at least recent
revised forecasts do not expect it to deteriorate further. The ECB
made only small changes to its economic forecasts. It expects the
economy to grow by 1.2% (vs. 1.1% before) this year, 1.4% (1.6%)
in 2020 and 1.4% (1.5%) in 2021. Meanwhile, inflation is forecast at
1.3% (1.2%) in 2019, 1.4% (1.5%) in 2020 and 1.6% (1.6%) in 2021.

Admittedly, the currency took a hit in June, after the IMF warned that
the Eurozone forecasts looked ‘precarious’ given trade tensions and
Brexit. However, the Fund was also reported, by Reuters, as
suggesting that the euro is slightly undervalued. Further, both we
and the market expect US growth to slow into 2020, albeit holding
above Europe’s, and the narrowing of the gap with the US should
help the EUR, again in comparison with the USD.

The ECB kept its policy unchanged at the June meeting. President
Draghi reiterated the risks to activity, but the fact that he did not add
significantly to past dovish/pessimistic comments actually provided
some support for the EUR. Draghi did indicate that further stimulus
measures, rate cuts and more QE are being discussed. However, as
most G10 central banks, with the notable exception of the Norges
and Riksbank, are positioning for further easing, the ECB stance is
having less of a negative effect on the currency, as the market
guestions how much scope there is for more ECB easing.

Hence, whilst the market’s bias remains euro sceptic, there seem to
be fewer new factors to drive the currency even lower. The Fed
looks more likely to move before the ECB does. Plus, we still think
EU-US vyield spreads suggest EUR/USD is undervalued. The GDP
story still favours the USD, but slower US growth should weigh on
the USD looking ahead, and at least encourage a market that is very
long USD and short EUR to reposition in the latter’s favour.
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GBP - Looking to the USD for support
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Chart 5: Sterling has been weighed down by
political uncertainty, as well as softer
economic data

60 - 81
40 - 80
20 - 79
- 78
0
- 77
-20
- 76
-40 L 75
-60 - 74
UK economic data surprise index
-80 GBP trade weighted index, rhs - 73
Jan-18 Jun-18 Nov-18 Apr-19
Source: Bloomberg, Santander
Chart 6: Upside data surprises have not
helped the pound amid ongoing political
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The pound has remained under pressure. The combination of UK
political uncertainty, softer UK economic data and a still firm USD
has kept the pound on the back foot against the USD and EUR.

We still feel that sterling is too cheap and since the EU referendum
in 2016 has sold off more than fundamentals justify. However, whilst
this ‘cheapness’ might provide some support for the pound over the
months ahead, political uncertainty and soft UK data hint at further
downside risks.

Consequently, we have revised our sterling forecast profile lower to
reflect the lower spot level. The UK political backdrop should
continue to be a drag on the GBP. We now expect GBP/USD at
1.30 by year-end, compared to 1.36. However, GBP/USD should
find some support if the USD finally weakens amid expectations of
US rate cuts, so we still look for GBP/USD gains into 2020, albeit
from a lower starting point.

The new UK PM will not be chosen until the week starting 22 July.
Further, the next Brexit deadline remains 31 October, implying that
politics will remain a key focus for the pound, and on balance, is
likely to temper demand for sterling.

Indeed, sterling volatility measures that straddle the October Brexit
date seem to be reflecting that uncertainty. One- and three-month
GBP/USD vols have declined during June. But six-month vol, the
tenor that includes the new Brexit date, remains high.

The downside pressure on the pound has also been reflected in
positioning data. The commitment of traders report shows that the
speculative part of the market has increased its bets against the
pound. This is important for spot sterling because, first, the
positioning data, unlike with some G10 currencies, is strongly
correlated with GBP/USD. Second, whilst the net short position has
increased, there appears ample scope for it to widen further, adding
to pressure on the pound.

Aside from UK politics, there are now other factors weighing on
sterling, namely softer UK economic data. Between March and early
May, UK economic data had tended to surprise to the upside,
supporting the pound, pulling GBP/USD to 1.32 and GBP/EUR to
around 1.17. However, since early May the data have tended to
disappoint and the pound has weakened.

Further, the inventory-led improvement in Q1-19 GDP, +0.5% QoQ,
ahead of the first Brexit deadline in March, looks to be reversing.
The economy contracted 0.4% MoM in April, increasing the chance
of negative GDP growth in Q2-19.

As expected, given the economic and political backdrop, the BoE
kept policy unchanged in June. The market has moved away from
expecting rate hikes over the next year. In absolute terms, this
would be sterling negative, but with other central banks either
cutting rates or adopting more dovish rhetoric, in relative terms
there is still some grudging support to be found for the pound.

For example, GBP/USD has been dragged lower by a combination
of UK uncertainty and USD strength. However, since March the pair
appears to have diverged from the UK-US 10Y yield, suggesting
that it has been oversold. If, as expected, the Fed cuts rates, the
dollar should come under its own downside pressure, which, despite
all the UK issues, could prevent GBP/USD from weakening further.
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JPY — Caught in a policy squeeze
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Chart 7: JPY continues to be driven by
global risk factors and equities
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Chart 8: Japanese GDP growth looked good

in Q1-19, but the details were less
impressive
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The yen has remained strong, in our opinion too strong. A loose
BoJ monetary policy, low inflation and sluggish growth have not
weakened the yen as we expected. However, ironically the adoption
of looser policies by other central banks, weaker CPI and concern
over global growth are weighing on other G10 currencies which,
amid still low risk appetite, is helping to keep the yen firm.

The JPY tends to be viewed by the FX market as a safe-haven
currency. Hence, demand for the yen has been boosted by
concerns over global trade and low risk appetite. This continues to
be evidenced by soft equity markets and a lower oil price. The
correlation between the Nikkei and USD/JPY has been 0.77 year-
to-date, implying that as stocks have been sold off the yen has
strengthened.

Hence, whether looking at oil or equities, the short-term message

seems clear: the JPY will find it hard to reverse its recent gains as
long as markets remain nervous and risk appetite low. Therefore,

the focus will be on the G20 meeting on 28 June and whether US-
China relations improve.

In addition, the yen is now being kept firm by a squeeze in relative
G10 monetary policies. The BoJ kept its ultra-loose monetary policy
unchanged in June. The policy has not effectively been altered
since September 2016, a stance that we long believed should have
been the catalyst for yen weakness.

Unfortunately, the FX market has tended to ignore the past negative
effect of the loose BoJ policy on the yen, but is now focussed on the
current dovishness of other banks as a reason why the yen should
strengthen against their currencies.

BoJ Governor Kuroda did warn that further easing was possible if
the Bank lost momentum to achieve its 2% inflation target.
Currently, headline CPl is below 1% YoY, and labour cash earnings
contracted 0.1% YoY in May, despite unemployment at a record
low. In addition, Q2-19 GDP was stronger than expected, growing
0.5% QoQ, albeit after -0.1% QoQ in Q1-19, but export growth in
May slumped.

We suspect that without faster wage growth, the Bank will struggle
to hit its inflation target. The BoJ forecast CPI at 1.6% in the fiscal
year 2021. This indicates that inflation is expected to remain below
target through to 2022. Hence, the market is looking for the BoJ to
follow other central banks and add to stimulus.

Governor Kuroda had already indicated that options include i)
cutting the deposit rate from -0.1%; ii) reducing the target for 10Y
yields from the current 0%; iii) expanding the monetary base; and
iv) increasing asset purchases. The knee-jerk response to further
BoJ stimulus should be yen negative, but would it be sustained
amid doubts as to the effectiveness of new measures?

A more negative deposit rate could increase the pressure on the
financial sector. Second, lower US 10Y vyields and a softer USD risk
smothering any positive effect on USD/JPY from a lower JGB
target. Third, both the monetary base and asset purchases are
already significant, with perhaps limited room for increases. Indeed,
the BoJ’s balance sheet as a percentage of GDP is 103%.
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CNY - The ‘magnificent’ 7
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Chart 9: Chinese export growth continues to
struggle
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Chart 10: Chinese consumer and producer
price inflation
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The renminbi has remained soft, holding on to May’s decline, with
USD/CNY threatening to test, and then break above, the 7 level.
The US-China trade tensions continue to have an impact on the
economic outlook, so stimulus measures remain. But there may be
reluctance to allow the CNY to weaken further amid policymakers’
unwillingness to lose control of the currency and spur capital
outflows. Things should become clearer at, and after, the G20
meeting on 28-29 June.

Concerns over the global trade outlook have continued to weigh on
the Chinese economy. The IMF revised down its estimates for
China’s growth to 6.2% this year and 6% in 2020. President Xi did
indicate that the economy had improved and was stabilising, but
recent data releases still highlight weakness.

Medium-term confidence will depend largely on the outcome of the
G20 meeting on 28-29 June. President Trump has warned that he is
prepared to block any trade deal that he feels is not good enough.
However, the president’s recent backtracking from threatening tariffs
on Mexico suggests that if a ‘successful’ agreement is reached, the
market will respond positively, probably by buying back into riskier
assets.

Recent economic data have confirmed that Chinese activity remains
vulnerable. The May PMiIs, both Caixin and official, declined. In
particular, employment components were weak and export
indicators slipped further. Another rise in credit growth for May
showed that policymakers continue to ensure that consumers and
small businesses have sufficient funds. However, industrial profits
were still 3.7% YoY lower in April, albeit after a big gain in March.
Further, the jump in CPI to 2.7% YoY in May owed more to higher
food prices than spending pushing up prices. Excluding food, CPI
was 1.6% YoY, the lowest since September 2016.

Hence, policymakers are expected to continue showering the
economy with support and further stimulus. Where will this support
come from? Well, the consensus continues to see monetary, rather
than fiscal, policy doing most of the work. First, the recent rise in
credit growth shows that policymakers have backed away somewhat
from the need to cut leverage and debt. Second, the PBoC has
reiterated its support for SMEs, stating its intention to increase the
amount and reduce the cost of loans to small firms. Third, further
cuts to banks’ reserve requirement ratios are expected.

Plus, speculation remains as to whether the PBoC will use a weaker
CNY as a tool to counter trade tensions. The PBoC Governor hinted
that there was no line in the sand for the currency, nor was it
wedded to defending the nation’s currency at a particular level.

This was interpreted as a signal that it would allow USD/CNY to
break above 7. We still feel that the Bank will be reluctant to do this,
amid fear of losing control of the currency and concern that capital
outflows will, as in 2015, trigger a deeper depreciation. Such a move
would also likely trigger US retaliation, which once again refrained
from labelling China as a currency manipulator. However, with CNY
volatility increasing, much will depend on the outcome of the G20,
although we suspect that allowing the CNY to tumble further may
merely offer a potential solution to one problem by creating another.
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CHF — A safe franc again?

Stuart Bennett We continue to believe that the Swiss franc should be weaker than it
stuart.bennett@santanderCIB.co.uk is. However, the SNB’s very loose monetary policy has not proved
(+44) 33114 80134 sufficient to significantly or sustainably pull the CHF lower, even

before other central banks’ recent adoption of more cautious/dovish
rhetoric. Further, the Swiss economy has held up well, and there are
signs that the franc may have been boosted by the recent decline in

%hgrzt 1151, Swiss GDP growth picked up again  isk appetite amid global trade tensions.

The SNB kept its monetary policy unchanged at its June meeting.
1 - Given the uncertainty surrounding Libor, the Bank announced that it

08 - was introducing a new ‘policy’ rate to replace its previous
' benchmark Libor rate. However, this new rate implies no substantive
0.6 - changes, with the Bank indicating that sight deposits still face a
04 - -0.75% interest rate.
07 - In addition, the SNB continues to warn that the CHF is ‘highly
valued’ and that it reserves the right to intervene in the FX market to
0 - weaken it. Given the SNB’s low ‘policy’ rate, large balance sheet
02 -  Eurozone GDP QoQ% and rhetoric, the_d_ownside pressure on the CHF should be
0 B Switzerland GDP QoQ% unbearable, but it is not proving the case.
©O N N N N 0 0 0 0 O Over the last three months, the CHF has performed positively
g a 0 0 0o ddgd g against all of its G10 peers, with the exception of the yen. This might
oM s s e m S 9 guggest that despite its negative rates, the franc is once again being
Source: Bloomberg, Santander viewed as a safe-haven investment against trade tensions and weak
equities, etc.
Previously we had suggested that the CHF had lost its attraction as
a safe haven, due to its negative carry. However, over the last three
months, as trade tensions have mounted, EUR/CHF has tended to
move more in line with USD/JPY, showing a correlation of 0.61,
compared to just 0.17 in the prior three months.
Chart 12: ...but inflation is expected to Hence, demand for the safety of both the yen and the CHF appears
remain low to have increased as risk appetite has declined. Nevertheless, these
4 - pressures may be asymmetric for the franc and if trade tensions,
3 | etc. ease over the coming months it cannot be guaranteed that the
CHF will weaken. We recall that the CHF soared in recent years as
2 A Eurozone risks mounted, but did not reverse these gains when
1 those European fears abated.
0 - In addition, the Swiss economy continues to hold up well against the
4 ‘strong’ currency. The SNB still expects growth this year of around
1.5%, with Q1-19 GDP exceeding expectations, growing by a CHF
2 1 ___cwitzerland headline CPI YoV % friendly (_).6% QoQ. B_ut the Bar_lk is Warnir_lg that downside glqbal
3 | growth risks could spill over quickly to Switzerland. Once again, the
Jan-01 Jan-07 Jan-13 Jan-19 sk to the CHF is asymmetric, with good Swiss activity supporting
the CHF, but soft growth, caused by a global slowdown, also now
Source: Bloomberg, Santander likely to be CHF positive, if it implies a further decline in risk
appetite.

Inflation is still forecast to remain very weak, staying below the 2%
target. CPl is forecast at 1.1% in 2021. Hence, the SNB is not
expected to change policy any time soon, and certainly not before
the ECB. Thus, another downside CHF risk is that with the SNB
having little room to run a looser policy, G10/CHF crosses will be
pulled lower, as other banks ratchet up the dovish rhetoric and/or
ease policy. In such a situation, the SNB may have few options open
to it, other than merely accepting a stronger CHF or intervening to
weaken it, which traditionally has tended to have mixed results.
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CAD - Still a good performer
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Chart 13: Swings in the oil price should
impact both the Canadian economy and the
CAD
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Chart 14: The (BoC) expected pick-up in
activity and firm inflation could pull the BoC
away from its dovish stance
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We remain positive on the CAD. The currency is still a strong
performer against its G10 peers. The Bank of Canada’s recent
dovish rhetoric did weigh on the currency, but this is now being
countered by similar comments from other central banks. The
decline in the oil price has also been a drag on the currency, but
recent economic data have been good and the BoC still expects
recent slower growth to be temporary.

We reiterate that the CAD has been a strong performer throughout
2019. However, because of the market’s main focus on USD/CAD,
the currency’s gains against other developed market peers
sometimes goes unnoticed.

That said, absolute downside pressure on the CAD has mounted
over the past few months. First, the oil price has declined. Second,
Canadian GDP growth has disappointed. Third, the Bank of Canada
adopted a more dovish approach in April, which encouraged the
interest rate market to price out the chance of a rate hike in 2019.

In terms of the oil price, the WTI measure has been falling since late
April. It dropped from a high at USD66.30/bbl on 23 April, to just
above USD50/bbl in mid-June. Given that Canada is an oil-
producing economy, the CAD tends to be correlated with changes in
the oil price.

However, since late April the CAD has proved resilient, posting
gains against all its G10 peers with the exception of the yen and
CHF, which suggests that other factors, especially global risk and
the Fed outlook, may have outweighed the oil effect.

Indeed, the correlation between USD/CAD and WTI has completely
broken down in the short term. Over the last six months the
correlation has been almost zero, suggesting that oil has had no
impact on the CAD.

However, the longer-term, five-year, correlation is a more intuitively
reasonable -0.75, i.e. oil rises, USD/CAD goes down and the CAD
strengthens. Our analysis suggests that this long-term link still
implies USD/CAD is overvalued given the oil price and should be
closer to 1.3000.

GDP data have not been a CAD positive. The economy grew only
0.3% QoQ in annualised terms in Q1-19. In addition, global trade
tensions imply more risks. However, the BoC sees the late 2018 and
Q1-19 weakness as temporary and expects growth to pick up
looking forward.

In April the Bank revised its 2019 GDP forecast down to 1.2% from
1.7%, but 2020 was unchanged at 2.1% and 2021 at 2%. Further,
employment data remain very strong, with 5.4% unemployment the
lowest on record amid signs of wage growth. Hence, both headline
and core CPI are expected to hover around the target 2% level.

Consequently, although the BoC adopted a more dovish stance
recently and 2019 rate hikes have been priced out, the economic
outlook should still allow for rate hikes in 2019, and crucially provide
CAD support by allowing BoC policy to be less dovish than other
central banks. Forthcoming data, especially April GDP, released on
28 June, will be key to showing signs of the quick pick-up in activity

that the Bank is expecting.
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AUD — Wounded by the first rate cut since 2016

Michael Flisher We retain a cautious stance on the AUD in 2019. Persistent
michael flisher@santanderCIB.co.uk global trade uncertainty, as well as softer domestic data have
(+44) 33114 80232 kept the AUD under pressure over the past quarter. The RBA

cut rates in June, but we expect another cut to come in
August, dragging AUD/USD down to 0.68 in Q3-19. We still
see the pair ending the year at close to 0.70.

The Australian economy last experienced a recession in 1991.

Chart 15: Domestic growth rates have fallen to Back then, George H. W. Bush was still the US president,
multi-year lows (%) Amazon Inc., now the world’s largest company, had not even
6 - Australian GDP YoY been founded, and the first ever mobile text message had not
10Y average yet been sent. In other words, the Australian economy has
51 /\ seen many years of uninterrupted growth, 27 of them, in fact.
47 ”A /\ [\ But all good things come to an end, and there is growing
3 N w A speculation that Australia’s solid run is showing signs of strain.
V‘ \/W‘ ‘\,[\ Indeed, growth fell to 1.8% YoY in Q1-19. This is a 10-year
2 1 \ low, and well below historical growth levels (Chart 15).
1 A day before this GDP release, the RBA cut interest rates by
25bp, to 1.25%, a new all-time low. This followed a record 30
0 M meetings with unchanged rates. The dovish shift was
e expected, so had already been priced into the AUD. However,
91 93 95 97 99 01 03 05 07 09 11 13 15 17 19 with the RBA tending to cut rates in twos in the past (see RBA
set to cut rates after record 30 meetings unchanged), we
Source: Bloomberg, Santander expect another 25bp cut to come in August.

A growth rebound would reduce the chances of additional rate
cuts thereafter, but while the RBA still forecasts annual growth
at 2.75% in both 2019 and 2020, these numbers are starting
to look a little optimistic. Indeed, with home loans and building
approvals significantly down, and house prices still falling
sharply, household spending and confidence are likely to take

Chart 16: Speculators hold a large net short AUD a hit, as household debt-to-income ratios rise to new highs.

position, but this is now very close to the May Aside from the soft growth data, the unemployment rate has
2015 all-time high, at 76.85k contracts risen in 2019. At 5.2% currently, this is significantly above the
RBA’s latest “full-employment” estimate, at 4.5%. Recently,

" 082 RBA assistant governor Ellis signalled that a jobless rate
50 - r 080 closer to 4% may be needed. Either way, it is clear the Bank
o | - 0.78 wants the unemployment rate to fall further.
0 A‘] ,'(\H m ‘ - 076 As well as missing its “full employment” target, the RBA is
v L 0.74 struggling to hit its 2-3% inflation target. In Q1-19, headline
-25 1 V '\' L 072 CPI fell to just 1.3% YoY, a 10-quarter low. Consequently,
50 | o070 growth, jobs and |nfl_at|0n data are all currently pointing to
' looser monetary policy. In fact, the market has even begun to
<75 - - 0.68 speculate on whether the RBA may eventually need to begin
Feb-15  Feb-16  Feb-17  Feb-18  Feb-19 its own QE programme. Even the discussion of this is likely to
Net Speculative Contracts (000) —— AUD/USD, rhs keep the AUD restrained in the months ahead.
Source: CFTC, Bloomberg, Santander Global trade pressures persist, and these should continue to

impact the AUD in the months ahead. After all, China imports
about a third of Australian exports, so if the US-China trade
conflict hurts the Chinese economy, this is likely to negatively
affect the Australian economy. Global trade uncertainty,
domestic data and a dovish RBA all point to a soft AUD in the
month ahead. However, as the speculative market already
has a large net-short AUD position (Chart 16), we only see
limited scope for an even softer AUD/USD.


https://santanderresearch.com/documents/20181/323505/RBA%20set%20to%20cut%20rates%20after%20record%2030%20meetings%20unchanged.pdf/f255a4f3-c668-4d9c-9259-330ed2968184
https://santanderresearch.com/documents/20181/323505/RBA%20set%20to%20cut%20rates%20after%20record%2030%20meetings%20unchanged.pdf/f255a4f3-c668-4d9c-9259-330ed2968184
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Chart 17: GDP growth is below the 3% YoY rate
that Deputy Governor Bascand suggested is
needed for the RBNZ to meet its inflation and
employment goals
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Chart 18: The RBNZ base rate has been losing its
yield advantage in recent years (%)
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An uncertain global economic backdrop has weighed on the
NzD throughout Q2-19, and this, together with a more
expansive monetary policy from the RBNZ, is likely to
continue to drag the currency lower in the months ahead. As
the second weakest developed market currency year-to-date,
much of the bad news is probably already priced into the NZD.
However, we are cautious on the NZD in the short term and
see NZD/USD sitting close to 0.65 in Q3-19.

The RBNZ cut rates in early May, the Bank’s first decision
under its newly-established seven-person Monetary Policy
Committee. It has not decided on monetary policy again since,
but does so on Wednesday, 26 June.

Both we, and the market, expect the Bank to leave rates at
1.50% at this meeting. However, the RBNZ’s rhetoric will be
important, as there is far more uncertainty over what it will do
thereafter. The market is pricing in a 94% chance of a further
rate cut in 2019, but economists are split as to when the next
cut will come, and how many will follow.

Comments by RBNZ assistant governor Hawkesby added to
this uncertainty (and boosted the NZD) in early June, as he
suggested rates will remain “broadly around the current level”.
However, we see little point in a one-off 25bp rate cut, some
30 months after its last, especially when most commercial
banks only passed on about 15bp of this to consumers. Hence,
we expect another cut to come in August. We would not rule
out a further cut in November, but this will be data dependent.

Just 18 months ago, the RBNZ cash rate was higher than any
of its developed market peers. However, this yield advantage
has gradually eroded since then, with the cash rate overtaken
by the US and Canada bank rates. Further RBNZ cuts could
see it fall into fourth place by year-end (Chart 18).

After the RBNZ rate cut in May, Deputy Governor Bascand
suggested that New Zealand’s economy needs to grow at
around 3% a year for the central bank to meet its inflation and
employment goals. The Q1-19 GDP data showed growth at
2.5% YoY. While unchanged since Q4-18, it is below 3%, and
therefore implies that a loose policy is still needed.

At the end of May, New Zealand’s Finance Minister unveiled
the government’s 2019 budget. Net expenditure was lifted to
NZD3.8bn per year over the four tax years ending June 2023
(up from NZD2.4bn in the previous budget). Despite the
increased spending, the Treasury downgraded its GDP
estimates, and now sees growth of just 2.1% for the year
ending 30 June 2019 (2.9% predicted in December).

Domestic growth has been hurt not only by softer domestic
demand but also by a cooling global economy. In fact, both
the Finance Minister and the RBNZ have warned that the
economy faces continued risks from the US-China trade
dispute. These global risks are likely to continue to limit the
currency in the month ahead.



o

SEK - Inflation boost

Michael Flisher We continue to hold a cautious stance on the SEK. Domestic
michael.flisher@santanderCIB.co.uk data have picked up a little over the past month, but the
(+44) 33114 80232 backdrop of international uncertainty amid the US-China trade

dispute continues to weigh on the currency.

EUR/SEK touched a 10-year high in mid-May, but the cross
has dropped back below 10.7 in June, with the SEK boosted
by firmer inflation data. We expect the Riksbank to struggle to
squeeze in a rate hike this year, but still see the cross edging
towards 10.6 in Q3-19 and to 10.4 by year-end.

Chart 19: EUR/SEK hit a 10-year high on trade

tensions in May... The SEK has struggled throughout 2019 and continues to be
115 - by far the worst performing G10 currency year-to-date. A more
EUR/SEK cautious Riksbank at the end of April, as well as escalating
11.0 4 Post-float average US-China trade tensions, prompted a particularly poor start to
May for the SEK, with EUR/SEK rising to a 10-year high, at
10.5
above 10.8.
10.0 7 The SEK has recovered over the past few weeks, with firmer
95 . inflation data for both April and May boosting the currency and
/ pulling the cross back below 10.7. CPIF has been comfortably
9.0 4 within reach of the Riksbank’s 2% inflation target for two years
85 | now, but it slipped below this level in Q1-19. As such, the
' Riksbank will have been relieved to see it creep back to its 2%
8.0 ; ; , , , ; target in April and to 2.1% in May.
o7 09 11 13 15 17 19

The Riksbank still expects CPIF to drop to 1.5% over the
Source: Bloomberg, Santander coming months, and if this were the case, it would probably
end the Bank’s warning of a possible rate hike late this year.
The Bank already tweaked its rate hike message in April, from
suggesting a H2-19 hike to a late 2019 or early 2020 increase.

The market is pricing in no change in rates from the Riksbank
this year, so if it does manage to eke out a hike, it should
boost the SEK. However, as the Bank has already suggested
that high household debt means any hikes will need to be

Chart 20: ...but was supported after CPIF data gradual, the scope for SEK upside is probably limited in this
rose back above 2% case. Further, although the Norges Bank has lifted rates twice
351 r3s this year, it will be difficult for the Riksbank to hike with the
3.0 r 3o ECB still suggesting additional Eurozone stimulus may be
2.5 I 25 required.
2.0 2.0
15 L 15 A December hike cannot yet be totally excluded, especially if
10 L 10 CPI continues to rise, but the global backdrop of international
05 L o5 trade fears and most developed market central banks turning
0.0 0.0 more dovish is likely to restrict the Riksbank’s ability to do so.
05 - 95 Recent growth data have been upbeat in Sweden, with the
-10 - - 10 Q1-19 GDP print coming in at a solid 0.6% QoQ, following the
1011 12 13 14 1> 16 17 18 19 20 21 very good 1.2% QoQ in Q4-18. Given the soft data last
—— Sweden Headline Inflation (+ Riksbank forecasts) summer, annual growth (currently 2.1%) is likely to rise over

—— Sweden Underlying Inflation (+ Riksbank forecasts)
Riksbank Inflation Target

Source: Riksbank, Bloomberg, Santander

the next couple of quarters. However, there are risks to
quarterly growth, with the construction boom perceived to now
be over.

The international backdrop is likely to continue to be the main
driver for the SEK in the month ahead, with the currency
vulnerable to changes in risk sentiment. The focus will be on
US-China trade talks at 28-29 June G20 meeting, but also on
whether global central banks feel forced to ease policy.
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NOK — Hiking against the trend
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Chart 21: CPI dipped in April, but remains above
target
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Chart 22: The Norges Bank lifted rates again in
late June, the Bank’s third hike in just nine
months, and more than any other G10 currency
central bank in the same period
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We are still positive on the NOK. Norway’s economy is
performing well, with most data strengthening in recent
weeks, even though CPI has edged lower. The NOK should
be supported by monetary policy, as the Norges Bank hiked
rates again in June, at a time when most developed market
central banks are turning significantly more dovish.

Global growth and the oil price will be key for the NOK in the
short term, especially given the current geopolitical tensions in
the Persian Gulf and the upcoming OPEC meeting. We still
forecast EUR/NOK at 9.5 by Q4-19.

Domestic data have mostly been firm since early May. Trade,
employment, confidence, retail sales and industrial production
data have all improved over this time. Further, the Bank’s
regional network report for Q2-19 showed the outlook for
producers jumping to its highest level in almost seven years.

The Q1-19 GDP print did disappoint though, with the mainland
rate slipping to 0.3% QoQ (below the Bank’s 0.64% forecast).
Also, although inflation remains comfortably above the Bank’s
2% target (Chart 21), it softened in May.

Nevertheless, the Norges Bank hiked rates in June by 25bp,
taking the deposit rate to 1.25%, its highest level since early
2015. The decision itself was little surprise, as the Bank had
suggested a hike was likely. It represents the Bank’s third rate
hike since last September, more than any other G10 currency
central bank (Chart 22).

The Norges Bank expects to hike rates again over the coming
six months , and we see a December hike as looking more
likely than a September one.

Tighter monetary policy from the Norwegian central bank, at a
time when developed market central banks elsewhere are
turning more dovish, or even cutting rates, should be positive
for the NOK.

However, the yield advantage further hikes would usually
imply is difficult to see, given that global trade and growth
fears have been pulling most developed market bond yields
lower in recent months, including those in Norway.

Further, as the petroleum sector makes up half of Norway’s
exports, the ¢.20% drop in the oil price since late April has been
key to the NOK’s direction, weighing on the currency.

Oil looks set to continue to lead the NOK in the weeks ahead,

with the commodity focussed on the upcoming OPEC meeting

in Vienna. Despite being initially scheduled for April, and then
delayed until June, the OPEC meeting is now set to take place
1-2 July. At this meeting, OPEC is expected to extend
production cuts into H2-19.

This could be important for the NOK, as if this and/or

geopolitical risks given recent tensions in the Persian Gulf,
limit oil supply, then any subsequent boost in the ail price
should push up the currency.
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LatAm FX: Main Themes

Currency 3Mview 12M view Main Themes

e  More auspicious prospects for the progress of the pension system reform
have favoured the strengthening of the USDBRL cross lately.

BRL ’ |:|'> e Such a trend has been underpinned by the more dovish approach the
FOMC has suggested recently.

e As inflation dynamics have fared better than broadly expected, the
Brazilian central bank may introduce further monetary stimuli going
forward.

e Our call is for Banxico to keep a restrictive tone for the remainder of the
year.

MXN ’ \ e The market is pricing a more dovish Fed that could move pre-emptively

before long.

e The huge monetary policy differential between Banxico and the Fed will be
supportive for the MXN, at least in the short term.

e The importance of the external scenario will remain a recurring theme for
USDCLP, with copper the best reflection of China-US trade tensions.

CLP ’ |:> e Risk factors centre on a pronounced global slowdown and copper prices
suffering at the margin, both directly impacting local activity.

e In the medium term, the convergence of the US economy toward its
potential and a pick-up in emerging market growth would constitute an
ideal scenario for the CLP, in our view.

e In June the COP rallied after BanRep decided to end the FX accumulation
program that started in September as the currency hit its lowest level since
' 2016. Current COP levels are more in line with fundamentals.

COP —>

e External factors will continue to be a main driver of the COP’s
performance, yet we see some pressures coming from domestic factors,
as the current account balance widens and fiscal accounts remain a
source of concern.

e The government’'s bet on growth as a key factor to meet its fiscal targets
remains optimistic, in our view, as leading indicators continue to point to a
moderate recovery.

e The peso has appreciated 2.8% in June (to Tuesday 18 June), while the
central bank policy rate has dropped 462 basis points.

e CPI falling to 3.1% in May, a surprisingly placid mood in the country, and
ARS I —

the apparent shift to the centre of the political spectrum by the two most
important political contenders are at the root of the encouraging

performance.

e The factors above, together with the maintenance of a tough
macroeconomic policy as agreed with the IMF, enable us to project a
stable FX path in the coming two months.

e The PEN remains one of the best performers among its LatAm and EM
peers, recovering some ground after the sharp depreciation in May.

PEN : \ e The external environment will likely be in the driver's seat, with copper

prices and the US dollar being the main influences, while the central bank
will likely intervene at times of high volatility.

e The central bank’s board seems comfortable with its holding stance, and
with the slow start for the economy in the first quarter, we consider that the
board will remain on hold until 4Q19.

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

Source: Santander.
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BRL — Is that an open window?

Luciano Sobral Although by no means a smooth process, the pension
lusobral@santander.com.br system reform bill has worked its way through Congress,
(+55) 11 3553 3753 increasing the likelihood that a first round vote in the Lower

House will take place before the mid-year break in mid-July.
If this is indeed the case, we, along with market participants,
would be positively surprised, as a vote in 2H19 was our
most likely scenario. As a result of this process going
forward, after having breached the USD/BRL4.00 threshold,
which led the Brazilian Central Bank (BCB) to intervene in
the FX market, the improvement on the political front recently
pushed the Brazilian exchange rate all the way back to the

. vicinity of USD/BRL3.85.
Chart 23: Brazilian 5Y CDS - Breakdown by

influence factors (bp) Moreover, the proposal outlined by the Lower House’s
A0 e Factors Special Commission has marginally diluted the bill presented
30— External Factors by the Federal administration, thereby increasing the
300 likelihood that a robust reform will be implemented and,
250 hence, substantial savings obtained. According to our
200 calculations, the reform should lead to savings of
150 approximately R$750 billion in the next 10 years — an
100 amount close to the volume of savings (R$800 billion)
5 implied in the original proposal sent to Congress by former
¢ President Temer. Therefore, in addition to making room for
= = other reforms to be assessed by congressional
Moo canspoozzzeweecercresnee  fEpresentatives, we believe that the potential overhaul of the

gg; £ pension system could thwart the deterioration of the fiscal
°noe balance and thus enhance market participants’ perception of

Source: Santander, Bloomberg Brazilian financial assets

Besides the potentially positive impact on financial asset

prices, the potential approval of the pension system reform

could eliminate the last source of concern preventing the

- o BCB from implementing further stimuli for the economy. We

Chart 24: Brazilian domestic yield curve (% pa) note that domestic activity indicators continue to suggest a
00 e gradual recovery trend; current inflation dynamics remain
Mo | T favourable; market participants’ inflation expectations are
firmly anchored at targeted levels; and there are mounting
signs that monetary policy stances in leading economies are
unlikely to change from the accommodative nature by which
they are currently characterised. Thus, except for concerns
about fiscal dynamics, all the conditions required for a looser
monetary policy have seemingly been met. Hence, if the
pension system reform is approved, we believe that the
monetary authority could embark on a new cycle of interest
rate cuts in the country.
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Consequently, we foresee a strengthening BRL in the
Source: Santander, Bloomberg aftermath of potential structural changes implied by the
pension system reform and believe that the monetary
loosening that could follow is likely to limit the room for a
perennial strengthening trend. For 2020, we continue to
anticipate a weaker BRL compared to our YE19 FX rate of
USD/BRL 3.90.
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MXN — The risk is for a MXN appreciation in the short term

Guillermo Aboumrad
gjaboumrad@santander.com.mx
(+52) 55 5257 8170

Chart 25: Consumer prices (yly %)
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Chart 26: Gross domestic product (y/y % s.a.)

10.0
8.0 1
6.0 1
4.0 4

20 4
0.1

-6.0
-8.0

0.0 T I !
2.0 -0.8
18
40 4
55 50
7.8

-10.0 -

2008
2009 4
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019

Source: Santander, INEGI

Although the Mexican economy is weakening, our call is for
Banxico to keep a restrictive tone for the remainder of the
year. Core inflation is not only sticky to the downside but
slightly higher. Also, we see a risk of more credit rating
downgrades, although we do not expect these to materialise
in the short term. On 11 June, we revised our GDP growth
estimate downwards. We now see the Mexican economy
growing by 1.0% and 1.5% in 2019 and 2020, respectively,
down from our previous forecasts of 1.5% and 1.8%. The
first quarter of 2019 was affected by one-off factors such as
gasoline shortages, and the first half of the year has seen
some uncertainty surrounding the beginning of the new
administration, which has affected both private investment
and consumption. The pledge of fiscal discipline by the
administration means that government expenditure is far
behind schedule. Meanwhile, private sector investment is still
awaiting more clarity on the high real interest rate
environment, assessing the new administration’s plans,
waiting for USMCA to be approved, and becoming more
cautious given the perceived risks to global growth.

We believe global growth risk could intensify next year, in
line with the market pricing a more dovish Fed that could
move pre-emptively before long. On that basis, we also
revised downward our Mexican GDP growth forecast for
2020. It is unclear at this juncture whether the global
economy was already decelerating, with the trade disputes
exacerbating the problem, or if the global economy was
progressing reasonably and the trade disputes have begun
to threaten a global deceleration. Whichever is the case,
global growth is at risk, and we believe the risk could
intensify in 2020. A global deceleration in 2020, especially in
the US economy, would make any recovery in the Mexican
economy a challenge.

The significant monetary policy differential between Banxico
and the Fed will be supportive for the MXN, at least in the
short term. Banxico may stay on hold for the remainder of
the year, while the market is pricing a few cuts by the Fed
this year. Nevertheless, with global rates at the long end of
the yield curves already collapsing, Mexican rates at the long
end have substantial value, as our forecast for the coming
years calls for Banxico to catch up with the Fed next year (as
economic growth decelerates), and most likely close the
spread with the Fed from current levels as core inflation
recedes going into 2020. This is also supportive for the MXN.

On this basis, we are revising our year-end USDMXN FX
forecasts for 2019 and 2020 to 19.8 and 20.5 from 20.5 and
21.0, respectively. By the same token, we now see the yield
for the Mbono 29 finishing 2019 and 2020 at 7.9% and 7.7%,
from our previous 8.60% for both years. In addition, the new
agreement between US President Donald Trump and the
Mexican government that prevented the imposition of tariffs
on Mexican exports to the US could pave the way for a
prompt resolution of USMCA.
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CLP — BCCh to create FX asymmetry, not direction

Juan Pablo Cabrera In the last few weeks, the news flow has been predominantly

jcabrera@santander.cl negative for the CLP, with the USD trading strong in global

(+56) 22 320 3778 markets, copper prices under pressure, and the BCCh cutting
rates unexpectedly by 50bp on 7 June. As a result, the
USDCLP rate continues to trade close to the 700 handle as
this report goes to press, underperforming broad EM
currencies and commodity currencies (approximately 1% in
the last four weeks). Offshore positioning indicates that non-
residents remain long USD in Chile, although these positions
have been stable in the past few weeks.

Chart 27: BCCh policy rate vs. output gap On the domestic front, the BCCh poured a bucket of cold

5:5% 1 s water on local investors, cutting rates by 50bp to 2.50%, only
——BCCH rate - 20% six months after signalling that its next move would be a hike.
——Output Gap, right - 5% The Board stated that the stimulus needed to be

L 0% “‘recalibrated”, as the neutral interest rate estimate was
reduced by 25bp, to 4.00%, and its estimate for potential
growth was raised to 3.4%, mainly due to the effects of
immigration on the labour supply. This, coupled with the

[ 05% softening of the economy in the last few months and the

- 10% deterioration of the external outlook, led the Bank to cut rates
- 1s% in a bold move, given its recent history of a limited number of
| om small rate adjustments (the MPR had been adjusted only

o ‘ ‘ ‘ . ‘ ‘ e eight times in the last four years, always by 25bp). Now BCCh
Jan-13 Jan-14 Jan-15 Jan-16 Jan-17 Jan-18 Jan-19 guidance suggests that rates should remain stable in
upcoming meetings, but the risks seem skewed to the dovish
side, as the output gap could continue to widen in a context of
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Source: Santander, Bloomberg

low inflation.

Regarding growth, April’'s IMACEC came in at 2.1% yly, and
Chart 28: CLP vs non-USD benchmark, push_ed the YTD average to 1.7% yly vs. 3._6% i_n _4Q18. Some
Nov’16=100 of this weakness is due to the always volatile mining sector,
1 - but the underlying trend also points to a slowdown: in the last

—vs. CommFX six months, annualised non-mining growth was 2.3% vs.

el vs. EM FX almost 3.7% y/y in 4Q18. Due to a positive base-year effect,
108 vs DXY growth figures should begin to improve in July, but in general
106 local growth sentiment remains dovish: 2019 consensus fell to
108 2.9%, -70bp from February. On the inflation side, May CPI

was a relatively high 2.3% y/y, but mostly due to a one-off
102 1 \\ adjustment in electricity tariffs; the core measure fell to 1.7%
100 \ / yly, the lowest level in 10 months. Although the CLP is
98 - : weakening, FX pass-through in the recent past seems to be
o | o negligible, so softening output gap conditions should continue

to keep inflation at very comfortable levels, not far from 2%.
94 -

All'in all, we continue to see the CLP highly correlated to
external forces, i.e. copper and the global USD. The dovish
stance of the BCCh will not be trivial, but should not drive the
peso weaker per se. We do expect CLP underperformance
An increasing value means a stronger CLP and vice versa  yg, peers, but if the USD plummets globally after the Fed cuts
Source: Santander, Bloomberg rates, or as a result of some other factor, we would also
expect to see a rally in the peso. As per our metrics, even
considering recent rate cuts and weak copper prices, the CLP
at 700 looks a little undervalued. We believe that in the
coming months a range of 665-695 makes sense for the peso,
based on the notion of a range-bound USD globally, where
trade frictions set a floor and a dovish Fed sets a ceiling on

the greenback.

92 4

90 ‘ :
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COP — BanRep provides some relief

Diana Ayala Following our last FX Compass (published on 23 May), the
Diana.ayala@santander.us COP remained under pressure in the last days of May, staying
(+1) 212 407 0979 close to the 3400 level, the weakest since 2016, despite oil

prices remaining high with Brent at over USD70/bbl. However,
this trend changed in June, as the COP rallied following
BanRep’s decision to end the international reserve
accumulation program that began in September. Indeed, after
accumulating $1.8bn over nine months, in addition to the $1bn
purchased from the Treasury, the board decided at its monetary
policy meeting on 31 May to suspend the program in order to
evaluate its impact on the currency. This coupled with a weaker
Chart 29:COP strengthens despite lower oil prices  dollar, which depreciated 0.82% in June according the DXY
index, led the COP to rally and appreciate 4.08% during the first

This section of the FX Compass will be on pause over the next
few months until further notice

(z/;bl) _3;&;;%2”3']’:)5) (Lljr?vz%ggo 20 days of June. The rally came despite the decline in oil prices,

o5 which have decreased almost 9% in the past month, with Brent

80 2800 hovering around USD60/bbl. After this rally, we consider that

75 2900 the COP is trading more in line with its fair value, at around

70 000 3250 COP/USD.

22 3100  We consider that the COP may continue to trade close to the

55 w0 current levels in the short term. However, in the second half of

50 5300 the year, we expect the COP to come under renewed pressure

45 and to end 2019 near the 3300 level, as the external

T T T U v v v e o o 3400 environment remains uncertain, with trade tensions persisting
NN NN NN NN N ; ; :

& & WY & @Y amid the potential deceleration of the global economy.

Moreover, domestic factors will play a part, as the current
account continues to widen and the fiscal front remains a
concern.

Source: Santander, Bloomberg

BanRep reported that the current account deficit widened in

Chart 30: Current account widens in 1Q19 ) .
1Q19 to -4.6% of GDP from -3.8% in 4Q18 and -3.5% in 1Q18.

mmm Goods Balance . . .
(USDbn) m Sorvices Balance  "oPP"  BanRep reported that in contrast to 1Q18, the wider deficit
15 —lTncomfe BaéaTce 15 reflects mainly an increase in the external balance, in particular
s Transfers Balance - P
10 = Current Account 10 in the goods balance, but also FX depreciation accounted for

0.2% ppts of GDP. On the positive side, the deficit was mainly

l"""“ I"I I“"“““"" 5 financed by FDI, which surged in 1Q19 and reached US$3.3bn,
0 0 US$1.4bn higher than a year ago. In general, we consider that
the current account deficit will remain above 4.0% of GDP,
fostering strong demand for dollars.

[&)]

5 -

[¢)]

10 0 10
-15 II -15  In addition, fiscal policy remains a source of concern. The

20 | 20 government recently presented the Medium Term Fiscal Plan
25 o5 Where it confirmed its goal to decrease the fiscal deficit to -2.4%
30 30 of GDP in 2019 from -3.1% in 2018, the original target before

the Fiscal Rule Committee widened it to allow some room for
the additional fiscal cost of Venezuelan migration. While the
Source: Santander, BanRep 2019 target seems achievable, concerns remain for 2020
onwards, as corporate tax revenues are expected to fall, as set
out in the 2018 Financing Law, and costs continue to increase.
Moreover, the government’s bet on growth seems risky, as
leading indicators continue to point to a moderate recovery, with
growth slightly above 3.0% in 2019 and 2020, below the official
forecasts of 3.6% and 4.0%, respectively. On this front, the
opinion of the rating agencies remains divided, with Fitch
(negative outlook) expressing concern about the government’s
optimistic view and Moody’s more confident in the government’s
ability to meet its targets (stable outlook).

1Q09 3Q10 1Q12 3Q13 1Q15 3Q16 1Q18
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ARS — A visible horizon until 11 August primary elections

Juan Arranz The peso has appreciated 2.8% this month (to Tuesday 18
jarranz@santanderrio.com.ar June), while the central bank policy rate -the 7-day Lelig- has
(+54) 11 4341 1065 dropped 462 basis points during the same period. This

encouraging performance of the two most sensitive
economic indicators reflects CPI falling to a 3.1% monthly
rate in May, well below the 4.7% cyclical peak recorded in
March, and a surprisingly calm mood in the country, despite
still negative economic activity indicators. Last but not least,
the encouraging performance of both FX and the CB policy
rate also reflects the apparent shift to the centre of the
Chart 31: ARS/USD and NI zone political spectrum by the two most important political
$5500 coalitions:

I. Centre-left alliance, led by Cristina Fernandez de
Kirchner, who surprised Argentines in May by
announcing that she would run for vice-president
alongside her former cabinet chief, Alberto
Fernandez (no relation), who is standing for the

$4000 W ) presidency.
A-'.M . . . .
II.  Market enthusiasm for President Macri’'s choice of

$35.00
vice-presidential running mate. Macri’s selection of
$3000 Miguel Angel Pichetto, the 68-year-old leader of the
108 Whov $4an BFeh 19:4pr & Peronist majority in the Senate, is a fresh sign that
the 2019 presidential race is apparently increasingly
focused on only two contenders.

$5000

$45.00

—u01eti00 - RRS/USD lower Upper

Strict monetary and fiscal policies, in turn, continue to be

Source: Santander, Central Bank, Bloomberg enforced by Minister Dujovne and Governor Sandleris. As a
result of these measures, the government has achieved the
2019 Treasury primary balance goal so far this year and has
been able to freeze the monetary base, which has remained
unaltered since September 2018, even as CPI inflation
exceeded 50% annually in May.

We anticipate low FX volatility until the beginning of August,
given seasonally high demand for MO, resulting from the 50%
additional monthly salary locals will collect in July and the
coming winter vacation, together with a positive seasonal
peak of corn and soybean exports next month, which
increases total proceeds from exports. At the beginning of
August, public opinion polls should provide a more accurate
indication of Argentines’ voting intentions in the obligatory 11
August primary elections.

Thus, our base case scenario currently assumes that the
government has finally begun to reap the benefits of: (i) its
strict fiscal and monetary policy; (i) the market’s positive
view of the shift towards the centre of the political spectrum
by the two most important coalitions running in the October
presidential elections; and (iii) the seasonal peak of exports
of corn and soybeans in June and July, together with (iv) the
higher seasonal demand for currency and bank reserves
usually recorded from mid-June to late July.

Taken together, all of the above enables us to project a
stable FX path in the coming 60 days.
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PEN — Calm after the storm

Diana Ayala Since our last publication, news on the external environment
Diana.ayala@santander.us has improved marginally, giving most EM currencies room to
(+1) 212 407 0979 breathe. The PEN was no exception, and the currency

appreciated 1.5% in the first three weeks in June, after

reaching 3.38 at the end of May, the lowest level since the

start of the year. The improvement can be partially explained
This section oft'he FX Comp'ass will be on pause over the next by the weakening of the US dollar so far this month, as well
few months until further notice as the improvement in metal prices, on the back of positive
news on the US-China trade dispute, with the copper price
increasing 2.1% in June. However, the improvement in the
currency was capped by pressures coming from the demand
for USD from offshore accounts and local players in the first
two weeks of the month. In general, however, PEN continues
to be one of the best performers among its LatAm and EM
peers, and is still performing relatively well vs. other copper
exporter currencies.

Chart 32: PEN performing well among copper
exporters

CAD Despite the recent improvement, we consider that the risks

DR remain biased to the downside as the external outlook is still
uncertain, owing to the ongoing trade conflict between the

PEN - US and China as well as expectations of a further slowdown
in the global economy. While we see the PEN range-bound

BRL in the short term, we consider that the currency may come
under pressure in 2H19.

CLP On the local front, headline inflation jumped again to 2.73%

A yly in May from 2.59% y/y in April, reflecting mainly

inflationary pressures from food & beverages, as well as

2 g 0 1 2 3 4 from transportation, due to higher gasoline prices and leisure
prices, reflecting mainly higher cable prices. Core inflation
(CPI ex-food and energy prices), on the other hand,
remained practically stable at 2.56% y/y, but has been above
2.0% for almost a year, suggesting that demand side
pressures persist.

Year-to-date appreciation (%)

Source: Santander, Bloomberg

In terms of growth, economic activity is showing signs of
recovery, as it expanded 3.1% y/y in April, maintaining the
pace after the 3.2% y/y growth registered in March, up from

Chart 33:USDPEN FX flows (billion)

ggg ] the 2.1% y/y and 1.6% y/y reported in February and January,
150 respectively, despite fewer working days due to the Easter
100 - week. With this, GDP growth for 2Q19 should be close to

50 4 3.5%, improving from the low 2.3% y/y seen in 1Q19. In

0 4 general, the economy continues to show signs of

50 A improvement after a slow start due to low public investment,
100 4 reflecting the changes in local governments.
150 1 Finally, in terms of monetary policy, we consider that the
ggg i central bank remained tilted toward the hawkish side in its

latest communiqué, with the board still differentiating the
primary sector from the rest of the activities and

® Local Investors m Offshores = Local Corp = CenBank ® Net acknowledging that the economy ex-primary sector remains

dynamic, continuing to believe that the output gap for these

Source: Santander, Central Bank activities is narrowing. In general, we consider that the
economy will pick up in the coming quarters, as local public
investment normalises. However, given the weakness of the
first quarter, we believe that the central bank will try to keep
the policy rate on hold for longer and we see the first hike by

end-2019.
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CEE FX: Main Themes

Currency 3Mview 12M view Main Themes

e We decided to revise our 2H19 EUR/PLN forecasts down, since
the starting point is now lower than we were expecting. In the
\ , short term, we think the zloty could give up part of its recent
gains, but the remainder of the year should in general be positive
for the Polish currency. The key assumption underlying this
scenario is a gradual recovery of economic growth in Europe and
only a mild deceleration in Poland.

PLN

not believe the central bank will deliver a rate hike in June. At the
same time, we see a downward risk to our 2Q forecast.

CZK ‘ e We think EUR/CZK could rise towards our 2Q target as we do

¢ We maintain our forecast that EUR/HUF should stay close to 325
HUF up to the end of this year. We think the forint could depreciate on
:> , the back of the dovish tone of the central bank’s communications.
However, any weakening is unlikely to be significant, owing to the
still robust results of the Hungarian industrial sector.

e We decided to revise our short-term forecast for USD/RUB. We
RUB believe that at the end of 3Q19 USD/RUB will remain around 65,
:> :> owing to the rising expectations of lower interest rates in the US,
which usually have a positive effect on emerging market
currencies. We do not believe that weaker macro data from
Russia, expected in the coming months, will push USD/RUB up.

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

Source: Santander Bank Polska S.A.
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PLN — Stronger starting point for 2H

Marcin Sulewski, CFA
marcin.sulewski@santander.pl
(+48) 22534 18 84

Chart 34: EUR/PLN and change of the Polish y/ly GDP

pace of growth
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We decided to revise our 2H19 EUR/PLN forecasts down
since the starting point is now lower than we were
expecting. In the short term, we think the zloty could give
up part of its recent gains, but the remainder of the year
should in general be positive for the Polish currency. The
key assumption underlying this scenario is a gradual
recovery of economic growth in Europe and only a mild
deceleration in Poland.

Recently, the zloty has tracked global equity trends and the
EUR/USD performance. The decline in global stock indexes
since early May weighed on the zloty. However, in mid-May
the market mood started to improve, coinciding with the
release of better-than-expected Polish macro data. The
combination of supportive internal and external factors
pushed EUR/PLN to 4.26, its lowest since January.

Overall, in 1H19 the zloty performed somewhat better than
we had expected with EUR/PLN trading mostly in the lower
half of the 4.26-4.34 range in which it has been holding
since August 2018. In January, we thought the Polish
currency could be under pressure in 1H19 and start to
recover later in the year. However, the risk factors for the
zloty’s performance have had little impact: the economic
slowdown in Poland is not that apparent, the Fed stepped
back from 2019 rate hikes in early January and Brexit
disruption has been limited for now.

The US interest rate market is pricing in a Fed rate cut in
2H19 and the global stock indexes suffered a correction in
May after a robust start of the year.

However, equities have already started to recover and we
think the market may again start to price in an improvement
in the economy, since the general macro data seem not to
be deteriorating further. Rising stock indexes — proxy of a
robust demand for risky assets — should support demand
for the zloty. Furthermore, we expect EUR/USD to rise later
in the year.

We see two factors that could curb the zloty’s gains — a
gradual deceleration in Polish GDP growth and the neutral
bias of the Polish MPC. As shown in the graph, it is not only
the pace of GDP growth itself that matters for EUR/PLN but
also any change in that pace. Since we maintain our view
that the Polish economy should level-off after an
exceptionally strong performance in 2018, domestic
economic trends should be neutral for the zloty.
Furthermore, we think the MPC will stay on hold, despite a
continued rise in inflation, at least until the end of the year.

We are not assuming that recent changes in Polish politics
(new finance minister) or the result of the autumn general
elections will have a meaningful or persistent impact on the
Zloty.
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CZK - Boosted by data

Marcin Sulewski, CFA
marcin.sulewski@santander.pl
(+48) 22534 18 84

Chart 35: Czech and German industrial output (% yly)
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In the last couple of weeks, the Czech koruna benefited from
the rise of global stock indexes, robust domestic macro data
and hawkish comments by national bank members. We think
EUR/CZK could rise towards our 2Q target, as we do not
believe the central bank will deliver a rate hike in June. At
the same time, we see a downward risk to our 2Q forecast.

In April, retail sales rose 4.8% yly (the fastest pace since
July) and industrial output 3.3% y/y (the highest annual
percentage change since November), both exceeding
expectations. On top of that, the flash estimate of 1Q19 GDP
growth was slightly higher than expected (2.6% vs 2.5%), in
line with the 2.6% of 4Q18. There was also an upside
surprise from inflation, which neared the top end of the 1%-
3% yly tolerance band when it rose to 2.9% in May.

Robust macro data spurred hawkish comments by Czech
central bankers, including the central bank’s head, Jiri
Rusnok. The governor said that more rate hikes should
happen after a pause. Recall that after the last hike in early
May, the statement said that rates could change in either
direction. It seems stubbornly high inflation and decent
macro data might have influenced the central bank’s view.
We think that interest rates could stay on hold at the June 26
meeting to make the pause announced in May more
pronounced. Also, the room for a hike is reduced by the
recent significant appreciation in the koruna.

HUF — Dovish central bank likely to weigh on forint

Konrad Soszynski

konrad.soszynski@santander.pl
(+48) 22 534 18 86

Chart 36: CPI Hungary (% yly)

——CPl%yly == =CPl% y/y forecast

LH e LY
=% g8 o
fao<ITa<

0 Lo f LS
-1 b g-m

We maintain our forecast that EUR/HUF should stay close to
325 up to the end of this year. We think that the forint could
depreciate on the back of dovish signals from the central
bank. However, any weakening will not be significant owing
to the still robust results of the Hungarian industrial sector.
We estimate June’s industrial production rose by 6.7% yly
(vs. 6.0% yly in April), while the June PMI reading is likely to
reach 55.4 vs. 57.9 in May. Also, the inflation reading for
June should stay close to 4.0% y/y (vs. 3.9% y/y in May),
which would not support expectations of the central bank’s
rhetoric becoming more hawkish.

Since the end of May, EUR/HUF decreased to 322.20 from
327.30, hitting 320 on the way. HUF strengthening was a
result of a fast decline of USD OIS rates (fully pricing in a
25bp cut in US rates on a one month horizon and next 25bp
cut on a four month horizon). The marginal forint depreciation
noticed in the second ten days of June was a reaction to the
release of the Central Bank of Hungary (MNB) minutes for
May, in which the MNB suggested that it planned to maintain
accommodative monetary policy. The forint appreciation was
not prevented by weaker Euro zone data for April and central
bank representatives’ comments about the possibility of a
further deterioration of economic activity in the Euro zone.

In 2020 we expect a gradual HUF appreciation. The stronger
forint should be supported by a return of inflationary tension
due to the tight labour market. Consequently we forecast
EUR/HUF at 315.00 in 2H20E.
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RUB — Helped by the Fed

Konrad Soszynski
konrad.soszynski@santander.pl
(+48) 22 534 18 86

Chart 37: USD/RUB and EUR/USD
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Chart 38: CPI Russia (% yly)
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We decided to revise our short-term forecast for USD/RUB.
We now believe that at the end of 3Q19E USD/RUB wiill
remain around 65, owing to rising expectations of lower
interest rates in the US, which is usually positive for emerging
market currencies. We do not believe that weaker macro data
from Russia, expected in the coming months, will push
USD/RUB up. We see Russia’s June PMI-manufacturing
reading at 49.9 (the second month in a row below 50) and we
think that industrial production for June rose by 2.1% yly,
better than the poor 0.9% y/y in May but still below the
average of the first five months of 2019. We expect June
inflation to decrease to 5.0% y/y from 5.1% y/y in May.

Aggressive market pricing of a possible US interest rate cut
helped USD/RUB to fall in June, despite the slide in the Brent
oil price. As a consequence, USD/RUB is now at 64.20, from
65.40 in late May. The ruble’s appreciation was not prevented
by the Central Bank of Russia’s (CBR) declaration in May
that it wants to cut interest rates, which it did in mid-June.
The ruble also appreciated despite the May PMI
manufacturing reading being weaker than expected (with a
drop below 50 for the first time since August 2018) and a
negative surprise from the trade balance data.

At the end of 2019E we think the USD/RUB should climb to
67 as a reaction to the poor performance of the Russian
economy. In our opinion, Russia will be negatively affected by
the deterioration of Asian economies (as a consequence of
Sino-US trade and tariff wars) and muted demand for
commodities. Moreover the ruble will be hit by CBR’s
comments about the possibility of interest rate cuts. The
argument for further monetary easing is a decrease in the
central bank's economic growth forecasts for 2019 from
1.2%-1.7% to 1.0%-1.5%, due to the slowdown in world
trade. It is also worth noting that, according to the CBR’s
head, the inflation generated by the VAT increase at the
beginning of this year is slowly fading away and all this
should allow rates to return to a neutral level around mid-
2020.
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G10 FX: IMM Speculative Positioning

Michael Flisher e Speculators have turned negative on the GBP in recent

michael.flisher@santanderCIB.co.uk weeks. Indeed, they have gone from holding a relatively neutral

(+44) 33114 80232 GBP position in April and early May, to a net short position of 45k
contracts in the week ended 11 June. The resignation of Theresa

IMM commitment of traders report: May as Conservative party leader, which has sparked a

GBP/USD position Ie_ac!ership contest that may result in a more pro-Brexit prime
minister, has weighed on the GBP positioning ahead of the 31
20 - 135 October Brexit deadline, as fears of a no-deal exit have risen.
0 \.v. A e The net long USD composite position is back above 200k,
20 | | 120 reaching 212k contracts in early June, with the USD position
' benefitting directly from the more cautious GBP stance.
-40 4
e The net short JPY and CHF positions have declined, as
601 % global trade fears (US, China, Mexico), and Brexit have
-80 1 prompted safe-haven demand for these currencies. The net short
100 J L 120 JPY and CHF positions have fallen by 16k and 15k contracts
Jun-18 Oct-18 Feb-19 Jun-19 over the past four weeks, to around 45k and 25k contracts,
Net Speculative Contracts (‘000) === GBP/USD, rhs respectlvely.

e The speculative market is still net short the EUR, although
with EUR/USD unable to break below the 1.11 level in in May,
speculators have reduced this position slightly, to .87k contracts.

Net Speculative Contracts ('000s)*

11-Jun-19 14-May-19 4w chg YtD chg -100 -50 0 50 100
USD** 212.4 175.1 37.3 209.8 EUR . ' ' '
EUR -86.8 -95.3 8.5 -178.9 cap
GBP -44.8 -3.3 -415 575
JPY -45.2 -61.6 16.4 70.9 Py
CHF -24.8 -40.0 152 -10.9 CHF
AUD -63.2 -64.0 0.8 -49.6 AUD ®11-Jun-19
NZD -16.1 -11.4 4.7 15 NZD 14-May-19
CAD -32.8 -47.6 14.7 -50.2 CAD

Net Speculative Contracts as % of Open Interest**

11-Jun-19 14-May-19 4w chg YtD chg -100%  -50% 0% 50%  100%
USD**+* 20% 14% 5% 20% EUR ' ' ' ' :
EUR -22% -24% 2% -51% P
GBP -40% -3% 37% -49%
JPY -52% -46% -6% 5% Py
CHF -74% 2% 1% -56% CHF = 11-Jun-19
AUD -49% -52% 3% -34% AUD 14-May-19
NZD -26% -23% -3% 7% NzD
CAD -39% -56% 17% -65% CAD

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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G10 FX: IMM Speculative Positioning
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Latin America FX: Positioning indexes (Z-scores)

USD/BRL
Net Foreign (USD bn) —— 12wk MA (%) BRL (rhs)
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Euro Interest Rate Forecasts

Government Bond yield Forecasts

Swap rate forecasts

Germany | Current [ 3Q19 4Q19]1Q20 2Q20 Euro Current | 3Q19 4Q19]1Q20 2Q20
ECB Depo | -040 |-0.40 -0.40]|-040 -0.20 ECB Depo | -0.40 |-0.40 -0.40]-0.40 -0.20
3m -0.57 | -057 -052]-045 -0.39 3m -0.34 (-0.32 -0.32|-0.25 -0.19
2y -0.75 | -055 -045(-0.35 -0.15 2y -0.37 | -0.15 -0.05| 0.05 0.25
5y -0.66 | -040 -0.25|-0.10 0.10 5y -021 | 0.10 0.25| 040 0.60
10y -0.31 | 0.05 0.20 | 0.35 0.55 10y 0.20 0.60 0.75| 090 1.10
30y 0.26 060 0.70 | 0.85 1.00 30y 0.74 110 120|135 150
US Interest Rate Forecasts
Government Bond yield Forecasts Swap rate forecasts
us Current | 3Q19 4Q19|1Q20 2Q20 us Current [ 3Q19 4Q19|1Q20 2Q20
FOMC * 2.50 250 250|250 250 FOMC * 2.50 250 250 (250 250
3m 2.15 245 245|245 245 3m 2.34 260 255|255 255
2y 1.72 230 240 | 250 2.60 2y 1.74 235 240 )| 250 2.60
5y 1.74 235 245|255 265 5y 1.72 235 240 | 250 2.60
10y 2.01 240 250 | 260 2.70 10y 1.95 235 245 ) 255 265
30y 2.53 275 280|285 295 30y 2.20 245 250 | 255 2.65
UK Interest Rate Forecasts
Government Bond yield Forecasts Swap rate forecasts
UK Current | 3Q19 4Q19|1Q20 2Q20 UK Current [ 3Q19 4Q19|1Q20 2Q20
MPC 0.75 0.75 0.75| 075 0.75 MPC 0.75 0.75 075 0.75 0.75
3m 0.77 0.77 0.77 | 0.79 0.82 3m 0.78 085 0.85| 0.87 0.90
2y 0.58 0.75 0.80 | 0.90 0.90 2y 0.82 105 110 120 1.20
S5y 0.60 085 100 | 1.10 1.20 5y 0.86 120 130 | 135 1.40
10y 0.81 110 120|125 125 10y 1.00 130 135|135 1.30
30y 1.42 175 180 190 2.00 30y 1.18 150 150 | 155 1.65
G10 Central Bank Calendar
Current Rate | Jan Feb Mar Apr May  Jun Jul Aug Sep Oct Nov  Dec
FOMC (Upper) 2.50 Unch. Unch. Unch. Unch. 31 - 18 30 - 11
ECB (Depo) -0.40 Unch. Unch. Unch. Unch. 25 - 12 24 - 12
BoE 0.75 Unch. Unch. Unch. Unch. - 1 19 - 7 19
BoJ -0.10 Unch. Unch. Unch. Unch. 30 - 19 31 - 19
SNB -0.75 Unch. Unch. - - 19 - - 12
BoC 1.75 Unch. Unch. Unch. Unch. 10 - 4 30 - 4
RBA 1.25 Unch. Unch. Unch. Unch. -25bp 2 6 3 1 5 3
RBNZ 1.50 Unch. Unch. -25bp 26 - 7 25 - 13 -
Norges Bank 1.25 Unch. +25bp Unch. +25bp - 15 19 24 - 19
Riksbank -0.25 Unch. Unch. 3 - 5 24 - 19

Source: Bloomberg, Santander. Note: Current levels as at 20-June-19. 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. **The FOMC announced in March that is would phase out its Quantitative Tightening between
May 2019 and September 2019. US, EZ and UK rates forecasts as correct as at last I&E report (31 May 2019)
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Brazil/Mexico Interest Rate forecasts

Brazil Current[ 3Q19 4Q19 1Q20 2Q20 Mexico Current[ 3Q19 4Q19 1Q20 2Q20
SELIC 6.50 | 575 550 550 550 Banxico fondeo 825 | 825 825 8.00 7.75
NTNF Jan' 25s 731 | 725 7.00 7.00 7.00 Mbono Jun. 21s 766 | 775 785 780 7.75
NTNF Jan.' 29s 783 | 750 750 750 7.50 MBono Jun. 29s 750 | 770 790 7.80 7.70

Chile/Colombia Interest Rate Forecasts

Chile Current| 3Q19 4Q19 1Q20 2Q20 Colombia Current| 3Q19 4Q19 1Q20 2Q20
BCCh TPM 250 [ 225 225 200 2.00 Banrep O/N 425 | 425 450 475 475
BCP 5Y 290 [ 280 280 275 295 TES Jul 24s 533 [ 593 599 6.05 6.07
BCP 10Y 3.17 | 340 340 335 345 TES Apr '28s 6.08 [ 643 654 6.61 6.64

Argentina/Peru Interest Rate Forecasts

Argentina Current| 3Q19 4Q19 1Q20 2Q20 Peru Current| 3Q19 4Q19 1Q20 2Q20
LELIQ 7-day 65.44 [ 57.90 4850 43.88 37.00 BRCP Ref. Rate 275 | 275 3.00 325 325

LatAm Central Bank Calendar

Current Rate | Jan Feb Mar Apr May  Jun Jul Aug Sep Oct Nov  Dec
Brazil 6.50 Unch. Unch. Unch. Unch. 31 - 18 30 - 11
Mexico 8.25 Unch. Unch. Unch. 27 - 15 26 - 14 19
Chile 2.50 +25bp Unch. Unch. -50bp 18 - 3 23 - 6
Colombia 4.25 Unch. Unch. Unch. 21 26 - 27 31 - 20
Argentina* 65.44 -557bp -356bp +1803bp +578bp -320bp ~ ~ ~ ~ ~ ~ ~
Peru 2.75 Unch. Unch. Unch. Unch. Unch. Unch. 13 10 14 12 8 13

CEE Interest Rate Forecasts

Poland Current| 3019 40Q19 1Q20 2Q20 CEE Current| 3019 40Q19 1Q20 2Q20
Reference Rate 150 [ 150 150 175 1.75 Hungary 090 | 125 150 150 1.50
2y 159 [ 165 170 185 1.85 Czech Republic 200 | 200 225 250 250
10y 235 | 240 250 255 245 Russia 750 | 725 7.00 7.00 7.00

CEE Central Bank Calendar

Current Rate | Jan Feb Mar Apr May  Jun Jul Aug Sep Oct Nov  Dec
Poland 1.50 Unch. Unch. Unch. Unch. Unch. Unch. 3 - 11 2 6 4
Czech Republic 2.00 Unch. Unch. +25bp 26 - 1 25 - 7 19
Hungary 0.90 Unch. Unch. Unch. Unch. Unch. 25 23 27 24 22 19 17
Russia 7.50 Unch. Unch. Unch. -25bp 26 - 6 25 - 13

Source: Bloomberg, Santander. Note: Current levels as at 20-June-19. For meetings that have already taken place, decision identified as +/- in bp, or "unch" for no change. "-"
denotes no meeting taking place that month. *On 7 August 2018 = Argentina’s monetary policy committee voted unanimously to change the key interest rate to 7-day Leliq rate,
which the bank has been changing on a daily basis since the start of October (the decision was made fortnightly previously).



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

M 6M 9M M 6M 9M
EUR/USD 1.14 117 1.18 USD/BRL 3.75 3.90 4.00
vs.forward 0.9 35 44 vs.forward -2.3 1.6 4.2
vs.consensus forecast 0.9 1.7 0.9 vs.consensus forecast -2.6 26 6.7
GBP/USD 1.30 1.31 1.33 EUR/BRL 4.28 4.56 4.72
vs.forward 25 33 49 vs.forward -0.8 59 9.5
vs.consensus forecast 2.4 1.6 2.3 vs.consensus forecast 1.7 44 7.6
EUR/GBP 0.88 0.89 0.89 USD/MXN 19.3 19.80 19.80
vs.forward -1.6 0.2 -0.5 vs.forward 2.0 46 4.6
vs.consensus forecast -15 04 -0.3 vs.consensus forecast -0.8 15 2.6
USD/JPY 112 115 118 EUR/MXN 22.0 23.2 23.4
vs.forward 4.0 6.8 9.5 vs.forward 29 8.3 9.3
vs.consensus forecast 37 6.5 10.3 vs.consensus forecast 0.1 33 3.5
EURIJPY 128 135 139 USDI/CLP 680 685 687
vs.forward 49 10.5 144 vs.forward -0.9 -0.2 0.1
vs.consensus forecast 47 8.5 114 vs.consensus forecast -2.6 -1.1 -04
EUR/CHF 1.15 1.18 1.20 USD/COP 3250 3300 3250
vs.forward 3.2 59 7.7 vs.forward 0.3 1.8 0.3
vs.consensus forecast 2.7 44 53 vs.consensus forecast 1.6 2.3 1.5
USDI/CHF 1.01 1.01 1.02 USD/ARS 48.0 52.0 53.9
vs.forward 2.3 23 3.2 vs.forward 10.6 20.0 24.3
vs.consensus forecast 09 1.9 2.7 vs.consensus forecast 0.4 57 8.9
EUR/SEK 10.6 10.4 10.3 USD/PEN 3.36 3.37 3.37
vs.forward -0.3 -2.2 -3.1 vs.forward 0.9 1.2 1.2
vs.consensus forecast -0.2 -1.9 -2.4 vs.consensus forecast 0.9 15 1.2
EUR/NOK 9.6 9.5 9.4 EUR/PLN 4.29 4.27 4.28
vs.forward -0.7 -1.7 2.7 vs.forward 0.8 0.4 0.6
vs.consensus forecast -05 -1.0 -0.9 vs.consensus forecast -0.2 -0.5 -0.2
USD/CAD 1.31 1.29 1.28 EUR/CZK 25.8 25.6 25.4
vs.forward -0.5 -2.0 -2.8 vs.forward 0.7 -0.1 -0.8
vs.consensus forecast -2.2 -3.0 -2.3 vs.consensus forecast 0.0 -04 -04
AUD/USD 0.68 0.70 0.70 EUR/HUF 325 325 320
vs.forward -1.9 1.0 1.0 vs.forward 0.4 0.4 -1.1
vs.consensus forecast -14 0.0 -14 vs.consensus forecast 0.9 0.9 0.0
NZD/USD 0.65 0.67 0.68 EUR/RUB 74 78 79
vs.forward -14 1.7 3.2 vs.forward 3.9 9.9 10.8
vs.consensus forecast 0.0 15 15 vs.consensus forecast 0.2 4.0 2.8

Direct returns of long currency positions against the USD (or EUR), in %. Equivalent tenors for forwards. FX forecasts interpolated from end-of-
guarter 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 1.130 1.268  107.68 121.69 13658  0.984 1.112 1.248
1M 1.133 1.270  107.41 121.69 136.45  0.981 1.111 1.246
2M 1.136 1.272  107.17 121.72 136.33  0.978 1.111 1.244
3m 1.138 1.273  106.96 121.74 13621  0.976 1.110 1.242
6M 1.145 1.277  106.34 121.79 13581  0.969 1.109 1.237
oM 1.153 1.281 10567 121.81 135.34  0.961 1.108 1.231
12M 1.159 1.283 10511 121.85 13491  0.955 1.107 1.226
EUR/USD GBP/USD USD/JPY EUR/JPY GBP/JPY USD/CHF EUR/CHF GBP/CHF
W 5.3% 5.9% 5.7% 6.0% 7.0% 5.3% 4.1% 5.8%
1M 5.0% 5.9% 6.0% 6.1% 7.4% 5.1% 4.0% 6.0%
2M 5.3% 6.4% 6.3% 6.4% 8.0% 5.3% 4.2% 6.4%
3M 5.4% 6.9% 6.5% 6.6% 8.3% 5.4% 4.3% 6.8%
6M 5.7% 8.8% 6.7% 7.0%  10.3%  5.7% 4.6% 8.5%
oM 5.9% 9.1% 6.9% 7.3%  10.5%  5.9% 4.7% 8.8%
12M 6.1% 9.5% 7.0% 75%  10.8%  6.1% 4.9% 9.1%

Implied/realized vol. ratio

6M ago

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

1w 0.92 0.99 0.95 1.00 0.98 0.90 1.03 1.00
1M 0.91 0.94 1.03 1.05 1.04 0.78 0.92 0.90
2M 1.01 1.04 1.13 1.05 1.10 0.93 0.97 1.02
3M 1.06 0.97 1.22 1.05 1.05 1.03 1.04 0.97
6M 1.04 1.07 1.05 0.99 1.02 1.02 1.08 1.06
o9M 0.98 1.08 1.12 1.00 1.06 1.03 1.04 1.09
12M 0.98 1.15 1.15 1.00 1.12 1.08 1.05 1.17

25-delta risk reversals

EUR/USD GBP/USD EUR/GBP
mmm Today —e— 1M ago 6M ago mmm Today —e— 1M ago 6M ago mmm Today —e—1M ago
0.6 0.50 2.00
0.4 0.00  —
||

ﬁjf, ! N . 050 I I e

02 e gy -1.00 1.00

0.4 -1.50

0.6 0.50

0.8 -2.00

-1.0 -2.50 0.00

w 1M 2M 3M  6M OSM 1Y W 1M 2M 3M 6M 9M 1Y W 1M 2M 3M 6M 9M

Sources: Bloomberg and Santander. As of 20-June-19

1y



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

43.3
45.4
47.5
49.4
55.6
61.4
66.4

3.84
3.85
3.86
3.87
3.90
3.93
3.95

684
683
683
683
684
684
684

3201
3208
3213
3219
3236
3250
3270

18.9
19.0
19.1
19.2
19.5
19.8
20.1

3.33
3.34
3.34
3.34
3.36
3.37
3.38

ATMf vol.

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

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

8.00
12.52
15.72
17.86
25.83
27.81
28.94

13.61
13.39
13.54
13.58
13.62
13.60
13.63

9.05
8.94
9.17
9.19
9.36
9.57
9.66

10.07
9.87
10.19
10.19
10.60
10.98
11.25

8.46
8.73
9.44
9.79
10.53
11.04
11.45

3.17
3.52
3.77
3.91
4.37
4.79
5.01

Implied/realized vol. ratio

USD/ARS USD/BRL USD/CLP USD/COP USD/MXN USD/PEN
1w 1.15 1.30 1.07 1.80 1.02 1.01
1M 1.38 1.23 1.01 1.19 0.59 0.95
2M 0.81 1.16 1.03 1.05 0.77 0.93
3M 0.97 1.11 1.03 1.04 0.87 1.05
6M 1.49 1.10 1.06 1.16 1.03 1.21
9M 1.50 0.96 1.03 1.17 0.98 1.40
12M 1.21 0.94 0.98 1.18 0.94 1.40
25-delta risk reversals
USD/BRL USD/MXN USD/CLP
mmm 20-Jun-19 —4—6m ago —e—1m ago m 20-Jun-19 —4—6m ago —e—1m ago mmm 20-Jun-19 —4—6m ago
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Sources: Bloomberg and Santander. As of 20-June-19
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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. These data may not be the
same as the IMM’s total open interest data.

***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 Strategy

Antonio Villarroya Head of Macro and Strategy Research antvillarroya@gruposantander.com +34 91 257 2244
Stuart Bennett Head G10 FX Strategy stuart.bennett@santanderCIB.co.uk +44 33114 80134
Michael Flisher G10 FX Strategist michael.flisher@santanderCIB.co.uk +44 33114 80232
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@santanderCIB.co.uk +44 20 7756 6170
Adam Dent UK Rates Strategy adam.dent@santanderCIB.co.uk +44 20 7756 6223
José Maria Fernandez Rates Strategy josemariafernandezl@gruposantander.com +34 91 257 2244
Latin America Research — Strategy

Diana Ayala Latam Macro, Rates & FX Strategy diana.ayala@santander.us +1 212 407 0979
Juan Pablo Cabrera Chief Rates & FX Strategist — Chile jcabrera@santander.cl +56 22 320 3778
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
Luciano Sobral Economist — Brazil lusobral@santander.com.br +55 11 3553 3753
Jankiel Santos Economist — Brazil jankiel.santos@santander.com.br +55 11 3012 5726
Guillermo Aboumrad Economist — Mexico gjaboumrad @santander.com.mx +52 55 5257 8170
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@santander.pl +48 22 534 1888
Piotr Bielski CEE Economist piotr.bielski@santander.pl +48 22 534 1888
Marcin Sulewski CEE Economist marcin.sulewski@santander.pl +48 22 534 1884
Konrad Soszynski CEE Economist konrad.soszynski@santander.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 Corporate & Investment 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. 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
Tel: 34-91-257-2035

Fax: 34-91-257-0252
Brussels

Tel: 32 2286 5447
Fax: 32 2230 6724
Bogota

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

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

Lisbon
Tel: 351-21-389-3400

Fax: 351-21-387 0175
Paris

Tel: 33 15353 7000
Fax: 33 15353 7060
Buenos Aires

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

London
Tel: 44-870-607-6000

Fax: 44-20-7332-6909
Frankfurt

Tel: 49 6959 67-6403
Fax: 49 6959 67-6407
Caracas

Tel: 582-401-4306
Fax: 582-401-4219
Sé&o Paulo

Tel: 5511-3012-5721
Fax: 5511-3012-7368

Milan
Tel: 39-02-8542-09810

Fax: 39-02-8606-71648
New York

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

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