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Is Fed Delay Buying Time for Emerging Markets?

» Financial confidence across emerging markets is already seeing declines while developed economies
are picking up seeing stronger growth numbers.

« The Fed Committee is likely to become modestly more dovish under Yellen - a Yellen-led Fed is
probably a welcome scenario for emerging economies and fixed income markets, which have
depended on extremely loose monetary policy from the Fed for growth since the global financial crisis.

« Economists predict tapering will begin in March. Still, the FOMC’s Oct. 30 statement, which was less
dovish than most economists expected, may imply the central bank has shortened its time line.

Financial Conditions Index

M Bloomberg Asia ex-Japan Financial Conditions Index -1.061

M Bloomberg Euro Area Financial Conditions Index 0.585
M Bloomberg US Financial Conditions Index 1.798

M Bloomberg US Financial Conditions Index 1.822
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Is Fed Delay Buying Time for Emerging Markets?

« Economies with current-account deficits are most at risk from higher U.S. interest rates.
» As Fed policy makers begin to tighten, these economies will need to reduce their dependency on

cheap foreign capital by transitioning to domestic sources of funding.
« To attract foreign investors, some countries may be forced to raise their own interest rates, even in an

environment of slowing growth.

Economic Surprise Index

Last Price
M Citigroup Economic Surprise Index - Asia Pacific -10.40
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Changing picture of Bulgaria’s Exports and Imports
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Bulgaria’s Growing Dependency on Oil and Gas
Imports?

» Imports to Bulgaria from Fuel Exporting Countries increased by almost 17% over 2012 as compared
to previous year.

« In particular, imports to Bulgaria from Russia increased by more than 18% over 2012 as compared to
the previous year.

 This reflects Bulgaria’s growing dependency on oil and gas imports.

Bulgaria’s Trade Flow

rading Partner Total Trade (M)  YoY (%) Exports (SM) YoY (%) Imports (SM) YoY (%)
World 58,564 -1.13 26,178 -3.11 32,386 0.54
European Union 34,204 -3.73 15,038 -7.28 19,165 -0.75
)Advanced Economies 30,102 -4.03 13,901 -5.76 16,200 -2.5
Emerging and Developing Economies 28,301 2.13 12,266 0.05 16,035 3.78
Developing Europe 23,467 1.07 9,473 -2.33 13,994 3.5
Non Fuel Exporting Countries 19,647 -2.26 10,592 -0.3 9,055 -4.48
CIS Countries 9,519 6 1,560 3.98 7,958 6.4
Fuel Exporting Countries 8,654 13.74) 1,674 2.3 6,980 16.87,
Russia 7,425 16.65 659 141 6,766 18.37
Germany 6,343 1.82 2,697 -0.1 3,646 3.27
Italy 5,003 -4.57 2,837 -2.71 2,166 -6.89




Past and Future Forecasted Performance of EURUSD
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How to Hedge Against Future Euro Weakness?

for explanation.
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How to Hedge Against Future Euro Weakness?

for explanation.
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Is Implied Volatility Underpriced across FX Pairs?

for explanation.

» Looking at the historical
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Is Implied Volatility Underpriced for EURUSD?

for explanation. . . . )
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Headlines Suggesting Volatility is Underpriced?

for explanation.
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“Volatilities have decayed
following ECB rate cut and
strong payrolls data“

“‘EUR/USD 1Y Implied
Volatility Falls to Lowest
Since Dec. 2007”

“‘EUR/USD Calls Are
Cheap on Low Volatility”



Changing picture of EURUSD Forecast

for explanation.
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v e L. 2 traders, both agreeing that EURUSD

Lo 1369 7388 spot will not change much by the end
of year 2013.
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for explanation.
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Market analysts / economists predict
Euro to weaken against US Dollar by
the end of 2013 while FX Options
market expects EURUSD to stay
unchanged by the end of the year.
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Tracking the FX Trade Volumes

for explanation.

SDR Derivatives Volumes

Same picture is observed for FX
Options — there is a growing demand
from Emerging Market currency pairs.
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The growing FX volumes traded are
observed across Emerging Markets .



Questions?

Annie Grebenyuk
agrebenyuk3@bloomberg.net



