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THE YEAR AHEAD

EWEN CAMERON WATT

Editor-in-Chief, Macro Forum

Turning over the calendar page toanew
year should havelittle relevance forreal
assetsinvestors.Longtimehorizonsand
idiosyncratic project dynamics mean
thatasingleyearis oftennomorethana
momentintime.

2024, though, may be the exception.
Therearenumerousturningpoints.
Nominalinterestrates clearly peaked
inrecentmonths andinflationadjusted
rates will follow suitin 2024. Nominal
rates affect valuations through discount
mechanisms, realrates through activity.
Politics offers dramatictwistsand turns
withlandmark electionsin Taiwan,
Mexico, Indiaand the United States.
Fiscaldynamics continue toraise the
supply oflongdurationbonds. Andthe
supposedly inexorable march forward of
responsible/sustainable/ESGinvestingis
hitting speedbumps. Toborrow from 19th
century British Prime Minister Disraeli,
‘What we anticipate seldom occurs: but
what we least expect generally happens'.

"“WHAT WE ANTICIPATE
SELDOM OCCURS: BUT
WHAT WE LEAST EXPECT
GENERALLY HAPPENS."”

The Turning Point for rates may be too
late for some

Since the global nadir forinterestrates
inmid-2021, Central Banks have been
reiningininflationand counteringthe
effects of enormous monetary stimulus.
Asanexample, the Federal Reserve
balance sheet has droppedbyover US$1.2
trillion from peak, US money supply
growthis nownegative, andrateshave
climbedfromzeroto5.25%. Withthe
notable exception of the Bank of Japan,
the other main centralbanks followed
suit. Andevenin Tokyo, policy adjustment
tohigher, butnothigh, ratesis now
underway.

4 TheStreetView | THE YEAR AHEAD

EXHIBIT 1: RATE CUTS AND RATE RISES IN 2024 (%

Candidates for Rate Cuts 2024

BRAZIL

CHILE

7.1

Real Rate

4.4

RealRate Inflation Trend

Inflation Trend

CHINA MEXICO

3.8

Real Rate

6.6

Inflation Trend RealRate Inflation Trend

USA

2.1

Real Rate Inflation Trend

Candidates for Rate Rises 2024

EGYPT

(14.5) v

Real Rate Inflation Trend

JAPAN

(2.7)

RealRate Inflation Trend

TURKIYE

(22.3) ﬁ

RealRate Inflation Trend

Source: Bloomberg LP, data as of 31 December 2023


https://player.vimeo.com/video/892267479?h=ffe9a66b55&amp;badge=0&amp;autopause=0&amp;player_id=0&amp;app_id=58479

Morerecently the tide hasbegunto slow.
Forwardrate expectations have shifted
toadownwardtrajectory overthe next
12-24 months, atleastinnominalterms.
Centralbanks are nowfightingarearguard
actiontojustify today’'srates,asea
change fromtryingto getahead ofrising
inflation.

Assetsandinvestment styles which
most benefitted fromlowratesand easily
availableleverage are now challenged.
The wall of rollovers for commercial
property, buyout capitaland early-stage
venture capitalhave onlyjustbegun
toexpunge equityintheseareas. The
IMF estimates that US$15 trillion of
private sector debtrolls overin 2024/5,
allat materially much higherrates.
Underlying corporate cash flows may
remain strong, judging by publiccompany
announcements, butdebtloadsand
transaction faminesbite deepinto
returns. 35-45% discounts for private
equity fundslisted onthe London Stock
Exchange andthe 10-15% discount for
buyout secondaries suggests painto
come, albeitnot sosevereas sixmonths
agowhentheywereat 80.

Who will cut, who will hike in 24?

Obvious candidates are countries with
highrealratesandadownwardinflation
trend. Countriesinthis categoryinclude
Brazil, Chile, China, Mexicoand the US
(see Exhibit 1).

Duration sensation

A combination of rising deficitsand
Central Banks moving frombuyer to
sellerasinflationisreinedin meanthat
US Treasury bonds suffered their third
yearoflossesin 2023, thelongestlosing
streak since 1928. The traditional 60-40
modelthat underpins strategicallocation
models forlongerterminvestors has
comeunder scrutiny. We suspect that
lossesin 2024, ifthey emerged, would
pose anevengreater challenge since
shorttermrates willbe falling. While
much analysis hasfocusedonthe US, afar
greaterrisk existsin Europe where there
isnofiscalanchorandrecessionwill eat
intorevenue collection.

5 TheStreetView | THE YEAR AHEAD

EXHIBIT 2: LONG REAL ASSETS, SHORT FINANCIAL ASSETS

Real Assetsrelativeto Financial Assets since 1925
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Source: BofA Global Investment Strategy, Global Financial Data, Bloomberg, USDA, Savills,
Shiller, ONS, Spaenjers, Historic Auto Group. Note: Real assets (Commodities, Real Estate,
Collectibles) vs. Financial Assets (Large Cap Stocks, Long-term Govt. Bonds)

Reprinted by permission. Copyright © 2024 Bank of America Corporation (“BAC"). The use of
the above in no way implies that BAC or any of its affiliates endorses the views or interpretation
or the use of such information or acts as any endorsement of the use of such information. The
informationis provided “as is” and none of BAC or any of its affiliates warrants the accuracy or
completeness of the information.

Why does this matter forreal assets? Anditisnotasifrealassetsare expensive
tojudge fromthis chart, courtesy of
Bank of America. (Thereare of course
two sides tothisasthe maindriveristhe
extraordinary performance of NASDAQ

overthelast 15years).

Therubber hitstheroadin fourways:

1. Portfoliolossesandlowrealisations
affect appetite forriskyassetsin
leveraged wrappers.

2. Ifdurationequalslosses,thesearch
for cash flow matching strategies
without endless supply headaches
leads straight toinfrastructure.

Theinflationrelatedreturns of
infrastructure will clearly remain
attractiveas governmentbond

3. Asgovernmentsstruggle tomake oversupplymounts.

ends meet fiscal supportavailable
tobackup private sector capital
wanes. Well-funded projects with
longduration cash flows will attract
plenty of attention.

Politicstothe fore

Major elections come thickandfast
in2024.Some—the US forinstance—

have the potentialtochangelongterm
outlooks. Others, Indiaforinstance,

are expectedtounderpinpolicy
continuity. Commentators willswarm
overthevarious events. We do not make
predictionsasto outcomes, butthe
stakesin 2024 and beyond could be likely
toraiselongertermrisk potential, whichin
itself, isalready unusually high. The Middle
East, Ukraine,andthe South China Sea
remain potential flash points.

4. Lastlyaneraofhigherratesrewards
higher IRR strategies. The 2022
G20Infrastructure Monitorreports
historicreturnsindeveloped
marketsinthelowteensandwith
low volatility. AnIRR of 12.5%
netheldfor5yearsisaMOIC of
1.8x, comfortably above the 1.5x
commonly assumedforlisted
equities, thus compensating for
illiquidity risk.



EXHIBIT 3: GLOBAL ELECTIONS CALENDAR 2024 (SELECTED COUNTRIES)

Mexic““

Taiwan, APAC

Presidential elections,
Legislative elections

January 2024

Indonesia, APAC

Presidential elections,
Legislative elections

February 2024

South Korea, APAC
Legislative elections

April 2024

South Africa, SSA

Presidential elections,
Legislative elections

May 2024

India, APAC
Legislative elections

May 2024

Source: Copyright © 2024 by S&P Global Market Intelligence, a division of S&P Global Inc. All

Romania

*

United States

Ghana

South Africa v

Mexico,LatAm

Presidential elections,
Legislative elections

June 2024

United States, N. America

Presidential elections,
Legislative elections

November 2024

Romania, ECIS
Presidential elections

November 2024

Romania, ECIS
Legislative elections

December 2024

Ghana, SSA

Presidential elections,
Legislative elections

December 2024

rights reserved. Reprinted by permission. As of 20 November 2023.
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Some Surprises

China exceeds current pessimistic
growthexpectations.Inrecentmonths
the People’s Bank of China ("PBOC")
hasinjected over 7 trillionRMB into
domesticmoney markets. Thevisitin
late 2023 by President Xitothe PBOC
hasbeen comparedin somecircles to
Deng Xiaoping's famous trip to Shenzhen
in 1992 whichkick started the 30-year
private sector wealthboom. Evenifthis
isan exaggerationthe pointisclear—
Chinese policyisnowaddressingthe
balance sheetrecessionbrought onby
the collapse of Evergrande. Thisdoesn't
needtobedramatictoaddtotheglobal
economy—a3% growthratetotheend
ofthe decade adds anotherIndiatothe
world.

“THE TRADITIONAL
60-40 MODEL THAT
UNDERPINS STRATEGIC
ALLOCATION MODELS
FOR LONGER TERM
INVESTORS HAS COME
UNDER SCRUTINY"



This pushdeflatesthe RMB and further
pulls downthe North Asian currencies
which have tracked the RMB/USD cross
rate. Inpassing this probably involves
holding fewer Treasuries thaninthe past.
Notable too that for otherreasonsthe
SaudiArabian Monetary Authority and
other GCC SWFsareincreasingtheir
emphasisoninvestingathome andthus
reducingtheirrecycling of surplusesinto
lowerrisk assets.

Protectionist policies such astheInflation
Reduction Actboost demand for green
energyintheUS andfurtherenhancethe
exposure of South American economies
tothe American economy. Mexico, for
instance has surpassed Chinaasthe
largest exportertothe US.

The US escapesarecession.Insodoing
Latam currencies catchabidbecause of
highrealratesand diminished currency
volatility. Thisis alower convictionview
thanayearagoin particular because
Labour dynamics, whilst positive, are
losingsome steam.

Commodities, in particular those backing
energy transition, continue tobeafocus
for strategicacquisition.

Thedrought of private assets fundraising
beginstorecede.Peakingnominalrates
andthusunfavourable discounting
mechanisms forilliquid assets could help.
Equally the realisation that 8 mega cap
tech stocksapartthe US equity market
made nomoneyin 2023 maydrive more
diversification.Inthisrespect, return
levels and their concentrationmatteralot
tostrategicassetallocators. Theauthor
canattestto thisfromhislongexperience
inthisarena.

Takentogetheranaction-packed
calendarloomsahead. Your analyst has
been writing these pieces for (too) many
years.Healways triestoimagine one
critical variable which he would like to
know ayearinadvance. This time there
aretwo -the spreadbetweenlongand
shorttermdollarratesand theidentity
ofthe next President of the United
States.
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ACTIS ATLAS - IS IT WORKING?

DR. JOONAS TARAS

Investment Principal, Macro

Inshort, itis. The granular
characterisation of country buckets we
introducedinaStreet View Special
(June 2023) has aligned to differential FX
outcomes since then. We argue this will
continue.

Thesebucketsare Global Influencers,
BigMiddles, Supply ChainHeroes, Stable
but Small, Natural Resource Winners, and
Structurally Challenged (see Exhibit 1).

Intheinterests of simplicity we confined
countriestoasingle bucket. The unifying
themeisinvestmentrisk—usingcurrency
performance and volatility for floating
regimes and fiscal credibility for fixed
rates.

Thisis notaframework forrejectionor
selection, butaseries of working titles to
assist effectiveinvestmentand portfolio
management. Iltdoes not determine
thebestplacestoinvest—thevariables
employedare easily observableand
therefore discountable.

Segmentingrisk allows for potential
mitigation strategies. Understanding
whatyou'readdressingandwhy is
aboveallthe stock-in-trade of portfolio
management excellence. Whatlooks
toorisky canbecomerewarding with
good financialand operational risk
management, as wellas purchase price
levels.

Have our categories delivered different
currency outcomes of late? They have
(see Exhibits 2 and Exhibit 3).

Big Middles (MXN, BRL, INR, KRW)was
clearly thebestperforminggroup last
year (up +5%). The currencies of Stable
but Small (RON,BGN, UYU, MAD) also
performeddecentlyin 2023 (asagroup,
up +3%). Global Influencers (DXY, CNY,
JPY, EUR) and Natural Resource Winners
(CLP, ZAR, PEN, IDR, COP) saw more
mixed results, reflectingdivergencesin
domestic factorsand commodity prices,
respectively. The currencies of Supply
ChainHeroes (VND, MYR, THB, PHP,BDT)

EXHIBIT 1: ACTIS ATLAS: A COUNTRY TAXONOMY

© Globallnfluencers

® BigMiddles

® Supply ChainHeroes
Stable but Small

® Natural Resource Winners

® Structurally Challenged

Source: Actis

8 TheStreetView | ACTIS ATLAS — IS IT WORKING?

were more cyclically challengedlast year
by declining globaltrade momentum (as
agroup, down -2%) butasdemonstrated
by their low volatility in 2023, they remain
embeddedin soundfundamentalsand
there'snoregime changerisk. Finally, the
currencies of Structurally Challenged
(TRY, EGP, GHS, KES, NGN) performed the
worst last year (down -28% using official
exchangeratesand downby morethan
50% inparallelmarkets).

Justasimportantasshort-term
outcomesarethelongertermbalance
ofrisk. Leopards dochange spotsinFX
marketsandthere are plenty of examples
ofrapid snap backs. That said, we note
that having sound fiscaland monetary
policiesand somereasonable domestic
savings base are essential to prevent the
workings of Gresham’s Law (good money
ishoarded, bad money spentrapidly). As
long-terminvestorsinilliquid assets this
beliefis critical. There willbe months or
years where these fundamentals do not
work, butrarely, orever, decades.



https://www.act.is/the-street-view/article/
https://www.act.is/the-street-view/article/

GlobalInfluencers

GloballInfluencersare giversrather
thantakers of global investmentrisk.
Domesticfactors—startingwith
monetary policy decision (e.g. interest
rate decisions, liquidity management,
yield curve control) —account for most of
the currency variationinthis subset (see
Exhibit 4).

Thesedynamics continuedto play out
lastyear. These economies continue to
drive global outcomesin growth, inflation
andinterestrate space. Within this group
currency performance heterogeneity
wasalsothelargestacross Atlas buckets
(togetherwith Natural Resource Winners).
Thisgoesbackto divergencesindomestic
monetary policy decisions (e.g. Japanvs
US) and economic conditions (e.g. China
vs US) that tend to drive these currencies.

The persistency of strongdollar through
most of 2023 reflects slowing global
growth againstabackdrop of relative

US economicresilience aswellas

higher US yields. The most pessimistic
forecastsfor 2023 inthe United
Statesfailedtobe met. Whereas most
commentators had expectedarecession
last year fullemployment and pandemic
savings drawdowns have supported
consumption. At this stage thereisonly
amoderate probability of afull-scale
recessionin 2024. Ifthisturns outtobe
too optimisticand/or US rates decline
steeply then some dollar weakness
against Asian currencies may emerge.

China has struggled under the weight

of propertylosses and diminished
household confidence. Chinese
government policyisfocusedon
combattingtheimpact ofapropertyled
balance sheetrecession. Such policy
influences have workedinthe past—2024
issetupforanacidtestofthe efficacy

of official policy. The Chinese renminbi
isalsounder some pressure both from
Japanand South Korea weaponising their
currencies tocompete and may weaken
furtheragainstthedollarasaresult.

EXHIBIT 2: EXCHANGE RATE PERFORMANCE, 2023 AND HISTORICAL

Exchangerate
(Dec 31, 2023)

Global Influencers

US dollar (DXY) 101.2
China 7.11
Japan 141
Euro 0.90
Big Middles

India 83.2
Brazil 4.86
Mexico 17.0
SouthKorea 1,288
Supply ChainHeroes

Vietnam 24,250
Malaysia 4.61
Thailand 34.1
Philippines 55.5
Bangladesh 109.6
Stable but Small

Romania 4.49
Bulgaria 1.77
Uruguay 39.1
Morocco 9.9
Natural Resource Winners

Chile 885
South Africa 18.5
Peru 3.70
Indonesia 15,420
Colombia 3,855
Structurally Challenged

Turkiye 29.5
Egypt 30.9
Nigeria 896
Ghana 12.0
Kenya 156

2023

performance

2022

performance

Annual

average

change, last

5yrs

Annual

average

change, last
10yrs

Note: + = appreciation against USD, - = depreciation against USD. For DXY (U.S. Dollar Index), + =
appreciation, - = depreciation. Bucket performance = simple average of members. Saudi Arabia
and UAE (Natural Resource Winners) are pegged to US dollar and not included in this analysis. For
performance, local currency is the base. For all currencies (including Structurally Challenged)
official exchange rates are used due to data availability reasons.
Source: Bloomberg LP. Data as of Dec 31, 2023.
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EXHIBIT 3: EXCHANGE RATE VOLATILITY (ANNUALISED), 2023 AND

HISTORICAL
(%]
) 8 » 2
c c — ©
© © © (]
(] >
£ £ > o
— —
M O NE D ® D m
o~ € ~ € h o %o
o o o o © o © o
N Q N Q 1 o 1 o

GlobalInfluencers

Europe gradually slipped towards
recessionaslastyearprogressed. ECB USdollar (DXY)
tightening has helped eurothoughasa
counterforce. Any pronounced dispersion
betweenbondyields brought onby Japan
deterioratingfiscal dynamics and private
sectorbalance sheetsputstheeuroat
risk against the dollar. The EU aims to Big Middles
reintroduce the Maastricht Criteriaon
debtanddeficitlevelsin 2024 with the
almost certain outcome that fewmember ~ Brazil
statescanmeettargetsof 3%deficitsand  Mexico
60% debt to GDP for the verylong-term
foreseeable future. 2024 willbe ayear
whenthe ECBhastokickthecanveryhard  Supply ChainHeroes
tokeepitontheroad, potentially risking
inflation fighting credibility.

China

Euro

India

SouthKorea

Vietnam

Malaysia

InJapanthe yenhasbeenprimarily driven
by thelargeyield differential with the Thailand
US andits outlier YCC policy. It hasalso
mimicked the RMB and wontrackinglower
againstthe USD. For this to change, either ~ Bangladesh
Chinasucceedsinreflation, capital flows Stable but Small
into Chinareverse theirdeclines of the
last 2 years, YCCisabandonedand/or
USrates decline steeply. Many of these Bulgaria
conditions are self-contradictory.

Philippines

Romania

Uruguay
Big Middles Morocco
BigMiddles are G20 members with Natural Resource Winners
substantial financialresources and Chil
ile

resilience. Theirresilience derives from
savings notcredit flows. Theseare South Africa
naturalinvestment destinations—given
low or declining currency volatility, high
realrates and Central Bank credibility — Indonesia
providedinappropriate policy does not
dilute opportunity. Their currencies have
limited exposure toasingle factorand Structurally Challenged
areratherdrivenbyamixofdrivers (trade Tarkiye

balances, energy prices, US activity).

Peru

Colombia

Egypt

Nigeria

Their currencies, asagroup, were the best
performinglastyear, wellabove the ten

oreven five-year historical performance Ghana
figures (e.g. average annual depreciation

atgrouplevelis-3% overlasttenyears).
This outcome against global headwinds Note: Historical vol (annualised) = typical deviation from mean over one year. Bucket figure =

(strong dollar, high US yields, oil price simple average of members. Saudi Arabia and UAE (Nat. Resource Winners) are pegged to US
9 -9 y onp dollar and not included in this analysis.

surges) supports theidea ofanincreasing Source: Bloomberg LP. Data as of Dec 31, 2023.
institutional maturity andresilience.

Kenya
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Mexico’s peso and Brazil'sreal

are particular standouts. Mexico
isbenefitting from supply chain
repositioning with the US policyresulting
ingrowing exports. The Mexicanpeso
isalso clearly supported by prudent
monetary policy (highrealrates) and
low public debt-to-GDP. Brazil survived
political transitionunscathed and worst
fearsaround fiscal policy have been
averted. Similarly to Mexico, real GDP
growth has surprisedtotheupside,
withrealrates stillaround 5-7%inboth
countries, policy setting could ease
further without excessive currencyrisk.

Under the slow global growth
circumstance outliers suchasIndia stand
out. Private and public sector balance
sheetsare healthy. Private sector credit
is growing steadily and thereis sufficient
budgetary headroom foragenuine capital
investmentcycletoemerge. These
positive dynamics have fedintorupee's
performanceinrecenttimes (roughlyflat
last yearand one ofthe lowest currency
volatilityin2023 across our 27 economies
studied).

SouthKoreaisthefourthlargest
economy in Asiawith considerable
financialdepthandresilience. Atrade-
exposed economy means thewonhas
struggledunderthe weight of weak
demand from Chinaand Europe. A
pickupinelectronics exports wouldhelp,
tentative signs of which have beenseenin
recentmonths’ data(areboundin South
Korean exports). However, foraslongas
Japanallows depreciationagainst the
RMB so South Koreais highly likely to
follow suit—both are vulnerable to RMB
depreciationversusthedollar.

Supply ChainHeroes

Supply Chain Heroes are materially
exposedtonon-resourcestargeted FDI,
so-called China Plus One, and generally
operate orthodox policies. These
countriesvaryinattractiveness with their
ability to absorb capitaland the global
economic cycle. However, for those
who succeed, investment opportunities
canbemultiyear. Theircurrencies are
primarily driven by FDIflows and trade
balances, withtheimportance of these
factorsincreasinginrecentyears.

Trade sensitive economies struggled
lastyear, asreflectedinthe weakening
trend of Supply Chain Heroes' currencies
in2023. Thesearecyclical pressuresand
globaltrade would respond positively to
any successful stimulus from Chinaand/
orturnaroundintheelectronicscycle—
which has yet to properly materialise.

Underlyingfiscaland monetary policies
supportedlow currency volatility even
last year (despite depreciation pressures)
and continue the trendsofthelast5and
10-years. One questionmarkthough, is
whetheralready cheap currencies could
cheapenfurtherifthe RMB continues
todepreciate. We cannotrule out this
possibility.

Stablebut Small

For Stable but Smalleconomies size
means these countries, despite having
sensible policy mixesimportrisk from
larger economiesin particularlarger
neighbours. The currenciesinthisbucket

EXHIBIT 4: WHAT DRIVES CURRENCIES

are primarily sensitive to the economic
activity, monetary policy and flows of
GlobalInfluencers.

Centraland Eastern Europetracks
mainstream Europeandtheeuro.Asa
group, their currencies were slightly up
last year, reflective of similar performance
forthe euro (againstwhichBGNis
pegged, MAD semi-peggedand RON
bound-managed). Theregionhasalso
benefitted from EU’s bolstered structural
investment fund flows and commitments
ontheback ofthe Ukraine crisis.

Declininginflationhas allowed some
headroomto cutinterestratesalthough
the example of Poland, where recent
cutsledtoamaterial currency sell-off, is
discouraging. Politicalrisks, though, are
risingas proxied by the recent election
ofapro-Russialeaninggovernmentin
Slovakiaandtheimpossible to predict but
draining effects of the Ukraine war.
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Currency Drivers (in %) O £ m n I N Z=Z OO
Capital Flows 15.3
Domestic Economic Activity 19.1 -
Trade Balance 18.4 17.9 13.9 - 15.3 23.0
Monetary Policy 129 13.8 13.1
Inflation
Agricultural Prices 17.5
Precious Metal Prices - 10.4 11.1
Industrial Metal Prices 12.0 10.4

EnergyPrices

FDI

US Activity

Global Sentiment

FXReserves

23.8

Remittances

Note: Percent figures represent the share of variation in the subset'’s indexed currency explained
by a given factor.
Source: Cross Border Capital, June 2023.
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Natural Resource Winners

NaturalResource Winnersare
materially netexporters ofoneormore
commodities. These economiesvary
enormously, notleastinthe cycles for
their product. Energy transition has
the potentialtoalterthelandscapein
this bucketas demandforassociated
materials soarsrelative to fossil fuels. This
groupis highly sensitive to commodity
prices, with energy and metals prices
drivingmore than half of their currency
movements.

NaturalResource Winners' currencies
excludingUSD pegged (i.e. the Gulf
region) remain characterised by highly
volatile outcomes, with divergencesin
commodity prices last year playingan
importantrole. Agricultural prices have
fallenasthe worst supply side disruptions
fromthe Ukraine war dissipated. The
copper price has declinedby nearly 15%
as China coolsand zinctoowas weak
untilrecently. The standoutis oilwhere
production cuts, morerobust than
expecteddemandandgeopolitics have
supported prices until recently. Worth
noting herethat afteraninitial spikeinthe
wake of the October 7thHamas attacks
that the oil price failedtohold onto
immediate gains suggestingdemand side
dynamics are paramount.

Asagroup, performance was roughly
flatlast year. Whilst Natural Resource
Winners are arguably generallyinagood
shape, close up thereisamorevaried
picture. Domesticfactors suchasrate
cuttingplayedarolelastyear(see CLPvs
PEN divergence), orleftist labour reform
rejectionin Colombia (partially behind
COP’s strongrun). Characteristically,and
alignedwiththelast5and 10-year trends,
their currencies were the most volatile
in2023 across our Actis Atlas buckets
excluding Structurally Challenged.

That said we distinguish between
commodities closely linked to Chinese
capitalinvestmentandthose more
exposedtoenergy transition needs.
Ingeneral, this should help Andean
countries. Economic slowdown willmost
probably block materialupside in the oil
price fromthemid US$80's (bar a major
regionalwarinthe Middle East). This
hardly dents budget surplusesin Saudi

Arabiaandthe adjoining GCC countries.
Itishardly asurprise that these countries
increasingly are exercisinginfluence
abroadthrough supporting struggling
neighboursandare also the main global
source of newinvestmentfunds.

Structurally Challenged

Structurally Challenged are countries
where past policy decisions and low
income andfiscal revenue levels have
created material macroeconomicand
currency volatility. Investmentis best
concentratedin sectors with strongrisk
protectionincluding creditenhancement,
political riskinsurance and FX/inflation
indexation. Thisbucket's currenciesare
particularly sensitiveto FXreservelevels
andremittance flows.

Asagroup, Structurally Challenged
currencies performedthe worstlastyear
(down -28% using official exchangerates).
Tighter globalfinancial conditions hardly
help countries withfinancingissues. It
isnotacoincidence that severedollar
shortages currently characterise most of
the countriesinthis bucket (as seeninthe
increasingrecentdivergence between
paralleland official exchangeratesin
Nigeriaand Egypt). Theimmutable Law
named after 16th century policymaker
Thomas Gresham has played out again.
Giventhe choice betweenaconstantly
declining currency and a store of value
people hoardthelatter. Parallelrates 30-
50% different from official rates usually
endinthe officialratelosing out, domestic
recessionsandwholesaleimport
substitution.

As examples Kenyaabandoned efforts
torefinance maturing Eurobonds and
availability of dollarsin Nigeriaremains
problematic. Egypt canrelyon GCCand
IMF financial support, but an unofficial
rate of 55 plus and an official levelaround
31/US$takesalot of bridging. Ratesin
Tiirkiye may have plateauedat 45% but
are still20% negative once adjusted
forinflation. The new economicteam
istalkingagood gamebuthassome

way to gobeforeanyrealstability can

be predicted. FDI, though, has picked
upandaseasonalboosttothe current
account surplus helps. But after falling
morethan 90% versus the dollar over the
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last decade alot of work stillneeds tobe
donetorestoreits credibility asasource
ofvalue. Tlirkiye thoughis a significant
manufacturingeconomy onthe edge
of amajoreconomicbloc. Areplay of
Mexicanand ASEAN recovery after their
respective 1995and 1998 crises remains
possible (inboth casesapick-upinFDlas
Tirkiyeis seeingnow was an early sign of
recovery).

Lookingahead, currencies, ratesand
economicresilience willlargely depend
onwhetheraglobal recessionwill
materialise. Forecasts suggest more
mixed fortunes ona 12-24-month basis
but still favour Big Middles, Supply Chain
Heroesand Stablebut Smallasawhole.
US activity remains akeyfactorlooking
forward.

Ourviewisthattherewillnotbea

major globalrecessioninthenext 6-12
months absent amaterialincreasein
geopoliticalriskalthough someregions
and countries will struggle to grow. We
base this view on the combined effects of
the prevalence of fixed-rate mortgages
inthe US (shielding the vast majority of
theirhomeowners) and policy actionin
China. Albeit having declined to pre-
pandemicaverages, thereis stillenough
fuelinthe tank of US household savings
and fullemployment to offset theimpact
ofraterises. Wealsobelieve China
pessimism has become excessive at this
point. Therisks toourviewarethat we
underestimate the degree of monetary
tighteningand/orthat severeasset
quality risks arise in the US commercial
real estate market. A furtherrisk would
be anaccentuation of global political risk
withaneartermfocusonthelsrael-Gaza
war escalationand the Russia/Ukraine
conflict.
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