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Inflation Idiosyncrasy

Resilient EM growth: EM economies as a group are currently outgrowing DM
economies by a significant margin (+4% ann. vs. 0% in DM, according to our
CAls). Activity remains particularly strong in Asia and (to a lesser extent) in
CEEMEA, but is significantly weaker in LatAm. We expect the drag on growth
from last year’s tightening in global financial conditions and the rise in
commodity prices to fade during 2023.

Past the peak in EM inflation: Median inflation in EM economies has risen less
than in DM economies and, driven by a fading contribution from energy and food
prices, we expect headline inflation rates to decline significantly in most EMs
over the course of 2023.

Significant divergence in EM inflation rates: As important as the trends in EM
inflation in aggregate has been the significant divergence in inflation rates
between EMs. Part of this divergence is regional — with low average inflation in
Asia, moderate inflation in LatAm, and high average inflation in CEEMEA — but
much of it appears to reflect country-specific factors.

Monetary policy — One size doesn’t fit all: Significant inflation divergence
implies the need for different monetary policy paths and market views. Our rate
views are more hawkish relative to consensus and market pricing in China,
Korea, Thailand, across most of the CEE economies, and in Mexico, whereas our
views are more dovish relative to market pricing in Brazil and Indonesia. The
recent US bank closures and consequent repricing of Fed rate expectations tilt
risks in EM towards less hawkish policy in the near term, but with a
higherthan-usual degree of uncertainty.

Recommended Trades and Conviction Views

China: Overweight A (onshore) and H (offshore) shares
EM Asia: Short SGDMYR, long USD-hedged Indonesia 5Y bonds
CEEMEA: Overweight equities in Poland and CEE credits

LatAm: Receive BRL DI Jan29s; short Peru vs long Chile 20y USD bonds
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EM Macro Focus: Inflation Idiosyncrasy

The economic and asset price performance of EM economies remains impressive in
aggregate: EM growth — on average — has been significantly stronger than DM growth,
EM inflation has risen by less than DM inflation, and EM exchange rates have generally
outperformed DM exchange rates over the past six months. But these averages mask
significant cross-country differences across EM economies, especially in terms of
inflation dynamics. This divergence contrasts with DM economies, where there has
been no obvious break in cross-country inflation correlations.

In this Macro Focus, we discuss the economic outlook for EM economies, focusing in
particular on the drivers and implications of cross-country inflation divergence.

Growth: EMs Outgrowing DMs by a Significant Margin, With Asia and
CEEMEA Outperforming LatAm

EM economies as a group are currently outgrowing DM economies by a significant
margin. Exhibit 1 (LHS) displays our EM and DM aggregate Current Activity Indicators
(CAls) — EM growth is currently running at a 4% annualised pace and activity has been
accelerating since late last year. By contrast, DM growth according to our CAls is
(marginally) in recessionary territory.

At a regional level, growth remains particularly strong across Asian EMs, aided by the
rapid acceleration in Chinese growth since the end of its Zero Covid policy. Growth has
also been relatively resilient in CEEMEA economies, but is significantly weaker in LatAm
(Exhibit 1, RHS).

Exhibit 1: EM Growth Has Remained Resilient, With Asia and CEEMEA Outperforming LatAm
GS Current Activity Indicators (CAl), 3-month moving average
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Source: Goldman Sachs Global Investment Research

Much of this regional growth divergence can be explained by relatively standard
economic impulses. In Exhibit 2, we update our growth impulse analysis, which
combines estimates of the impact of five factors on EM growth: (1) financial conditions;
(2) commodity prices; (3) DM growth; (4) fiscal policy; and (5) the Covid-19 lockdowns.’

T Our growth impulse estimates cover 18 EM economies. A full description of the methodology, together

with individual country estimates, can be found in “Post-COVID — The Trajectory of EM Growth"”, EM Macro
Themes, 20 October 2020.
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Looking at EM growth in aggregate, our estimates imply that the drag on growth
from last year’s tightening in global financial conditions and higher commodity
prices will be at its greatest this quarter (2023Q1; Exhibit 2, LHS). However, with
global financial conditions and commodity prices both having eased since last October,
the implied trough is shallower than previously appeared likely, and we expect the drag
on growth to fade thereafter (implying stronger growth in 2023H2).

At a regional level (Exhibit 2, RHS), a key reason why LatAm is unusually weak is
because the tightening in LatAm financial conditions has been unusually large due to
more aggressive tightening by central banks and relatively stronger FX performance.
Across Asia, by contrast, financial conditions have tightened to a lesser extent.
Moreover, China's re-opening is providing a large boost to growth for the region that is
understated by unweighted regional averages, as the direct effects occur in the largest
EM economy and the indirect effects from higher growth in China for other regions are
likely to be meaningful?. Taken together, this should imply a more favourable growth
backdrop in Asia this year than the baseline average estimates imply.

Exhibit 2: Maximum Drag From FCI Tightening and Commodity Price Effects in Q1; LatAm More Severely Affected than Asia and CEEMEA
Contributions to yoy growth rates relative to trend from different shocks, unweighted regional averages
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In addition to being buffeted by global forces, country-specific factors also play a key role
in shaping the economic outlook for many EM economies, including: South Africa
(where a power supply crisis is dragging on activity), Turkey (unorthodox monetary policy
and earthquake), and Russia (war and sanctions).

Inflation: Peaking in Aggregate, But Unusually Large Cross-Country
Divergence

Median inflation in EM economies has risen less than in DM economies, despite a
larger weighting of energy and food prices in EM inflation baskets (Exhibit 3, LHS).
In common with DM economies, headline inflation rates have also begun to decline in
most EMs in recent months, owing primarily to base effects in energy and food prices.

At least as striking as the performance of EM inflation in aggregate has been the

2 We have discussed sensitivities to China re-opening more extensively in a number of region-wide pieces,
and these are summarised in Global Economics Analyst, “The Boost to Global Growth and Inflation from
China’s Reopening (Briggs/Kodnani)”
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divergence in inflation rates across EM economies. The difference between the 25"
and 75™ percentile inflation rates for EM economies has reached levels not previously
witnessed this century, whereas there has been no material increase in this gap for
DMs?® (Exhibit 3, RHS). Moreover, this measure of EM cross-country inflation dispersion
excludes outliers — such as Argentina and Turkey. Measures that include these
economies have increased further.

Exhibit 3: No Common Trend for EM Inflation — Median EM Inflation Has Risen Less than DM, But EM Inflation Rates Have Diverged

Significantly Across Countries
Median and 25-75% quartiles of EM and DM headline inflation, based on the 28 EM and 15 DM economies in our forecast coverage;
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Looking ahead, we forecast that headline inflation rates will decline significantly
over the course of 2023 across most EMs. Based on our estimates of the contribution
of changes in (1) oil prices, (2) food commodity prices and (3) exchange rate
pass-through to EM inflation, we project forward the impact of these three factors on
future inflation (Exhibit 4).* On the assumption that commodity prices and exchange
rates evolve in line with forward pricing, the contribution from these sources has already
peaked and will fall sharply across EM economies through 2023.

Exhibit 4: Lower Commodity Prices Imply a Sharp Fall in the Contributions from Oil and Food Prices
Headline CPI vs. projected impact on yoy inflation from different shocks, unweighted regional averages
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This pattern of widening dispersion also holds true for EM core inflation, where in some economies the

larger and more broad-based core inflation increases point to a more prolonged inflation overshoot (in LatAm

and CEEMEA in particular).

4 Our estimates cover 24 EM economies in Asia, LatAm and CEEMEA. A full description of the methodology
together with individual country estimates can be found in “Modelling EM Inflation — Domestic \Weakness,
But Commodities to Drive Headline Higher”, EM Macro Themes, 16 March 2021.
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Exhibit 5 displays our Domestic Inflationary Price Indices (DIPIs) for EM economies,
which strip out the effects of changes in oil prices, global food commodity prices and
exchange rates. Our DIPIs suggest that underlying inflation dynamics were running
below central bank targets across most EMs until the end of 2021. However, there has
been a significant divergence since then, with underlying inflationary pressures rising
exceptionally sharply in CEEMEA economies through 2022, moderately in LatAm and
not at all in Asian economies.

In a number of CEEMEA and LatAm economies there has been a broadening of price
pressures away from energy and food costs and towards core goods and services. This
broadening of price pressures has been accompanied by (and, in our view, likely caused
by) a large increase in inflation expectations, both short- and medium-term, and by rising
wage pressures. Consequently, while we believe that headline inflation has peaked
across CEEMEA and LatAm, and will decline this year due to base effects in energy and
food prices, it is nevertheless likely to remain higher for longer than previously appeared
likely.

Exhibit 5: Domestic Inflationary Pressures Have Risen Across EM, But they Are Especially Acute in CEEMEA
Inflation decomposition to oil, food and FX shocks. DIPI - domestic inflationary pressures index
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Accounting for the Cross-Country Divergence in EM Inflation
In explaining cross-country divergence in EM inflation, we focus on three factors: i) a
simple measure of demand-side pressures® and capacity constraints®(Exhibit 6, top left

5 We construct a demand-side pressure measure by calculating GDP recovery since the start of the
pandemic, adjusted for pre-pandemic trend growth.

6 Some of the capacity constraints reflected supply-chain disruptions (e.g., long delivery times, difficulty
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panel), ii) exchange rate performance (Exhibit 6, top right panel), iii) economic exposure
to the war in Ukraine’ (Exhibit 6, bottom left panel). Each factor individually has some
explanatory power, but neither gives a full account of the story. For example, in some
places the economic exposure to the war in Ukraine helps account for higher inflation
(as in the CEE), whereas relatively lower inflation in some LatAm economies is
supported by stronger FX performance. Nevertheless, the range of inflationary
outcomes is unusually wide across EM, rendering it much harder than usual to find a
unifying theme and placing greater importance on country-specific factors.

Exhibit 6: Cross-Country EM Inflation Partly Accounted For By Demand-Side Pressures, FX and Economic Exposure to the War in Ukraine
Scatterplots of headline inflation in Q4 (%yoy) versus a measure of demand-side pressures (top left), FX (top right), and economic exposure to war
index (bottom left). Latest %yoy headline inflation values in bottom right
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In an attempt to gauge the relative importance of these factors, we analyse in a stylised
exercise the extent to which the three factors together explain inflation performance
(measured as deviations from EM average of +9.3%yoy in 2022Q4) versus the extent to
which country-specific factors dominate (Exhibit 7). In some economies, such as Brazil,
India, South Africa and Egypt, we find that the three factors do a good job of capturing
the relative inflation performance. By contrast, country-specific factors appear to play an
outsized role in a number of key economies, such as China, Israel and Korea, where
they are translating into relatively weaker inflation, whereas in countries like Peru and

sourcing key production components), which may not be well captured by a GDP-based measure. Given that
we are now observing a significant easing in these disruptions (China in particular), this is likely to be a
significant source of disnflation for a number of more exposed economies.

7 We use a measure that takes into account direct trade exposure to Russia and Ukraine as a % of GDP, as
well as composition of the trade. The more different the trade composition (i.e., if a country is importing goods
and services that are primarily exported by Russia and Ukraine), the higher the exposure. For more details, see
EM Macro Themes “Mapping Economic Exposures to Russia and Ukraine”.
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Hungary, country-specific factors are driving inflation considerably higher.

Exhibit 7: Country-Specific Factors Play an Outsized Role in China, Israel, Korea, Peru and Hungary
Relative contribution of factors in explaining EM inflation deviation from sample average (+9.3%)
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Source: Goldman Sachs Global Investment Research

Monetary Policy — One Size Doesn't Fit All

Significant inflation divergence implies the need for different monetary policy paths. Our
rate views have typically been on the hawkish side across much of CEEMEA, but are
more selective in LatAm and Asia. In particular, we have been more dovish in Brazil and
Indonesia, where we also have trade recommendations to receive rates in the former
and to go long IDR FX-hedged 5Y bonds in the latter. By contrast, our monetary policy
and market views have been more hawkish than market pricing in China, Korea,
Thailand, across most of the CEE economies, and Mexico.

The key recent financial market development has been the sharp repricing in global
interest rate markets amid two significant bank closures in the US. The US two-year rate
has fallen from 5.05% to 4.10%, with markets once again expecting Fed cuts before the
end of the year. Our US economics team has changed their call for next week’s Fed
meeting from a 25bp hike to a pause, but see significant uncertainty both for the
meeting and the policy path beyond.

From a macro perspective, tighter regional bank lending conditions (very US-centric) are
likely to substitute for some degree of Fed monetary policy tightening (which would
have more spillover into EM); this mix of tightening is therefore relatively more
favourable for EM, though there is significant uncertainty about the absolute scale of the
effect. In some cases, the negative risk sentiment shock may outweigh these effects,
for example, by putting pressure on EM FX which may require a more hawkish response
from the central banks in the near term. For now, until there is more confidence that
further bank runs have been avoided, the risks tilt towards less EM tightening/easier
policy, but with an exceptionally high degree of uncertainty.

Kevin Daly and Tadas Gedminas
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Summary of GS EM Forecasts and Market Views

15 March 2023

We summarize our latest views by region below. The tables on pages 11-12 review our
growth, inflation, policy rate, and FX forecasts, and page 13 summarizes our conviction
market views by region and asset class.

China’s policymakers have refocused on growth since the 20™" Party Congress. The
abandonment of Covid restrictions led to a large ‘exit wave’ of Covid which peaked
around yearend, but mobility has already recovered rapidly and economic data are
following suit. A notable easing in the regulatory stance on property and other
industries, alongside continued easy macroeconomic policy, should also support growth
in China this year. Following strong Jan-Feb economic data, particularly for services, we
now expect 6.0% real GDP growth for the full year, and 6.5% on a Q4/Q4 basis, well
above consensus forecasts. Growth is likely to be relatively consumer and
services-centric relative to past recoveries, reflecting the still-depressed state of
contact-intensive sectors of the economy. We anticipate that reopening demand in the
services sector will generate a moderate rise in core CPIl inflation (to 1.9% yoy in Q4)
from very low levels currently (0.6% yoy), with headline inflation higher but still below
the PBOC's 3% target (more like a ceiling in practice). We do not expect reopening to
cause significant problems for manufactured goods production—on the contrary, supply
chain stresses appear to be easing—and labor market slack will take some time to
absorb. This should leave policymakers a free hand to support the economy in 2023,
though we expect a gradual unwind of stimulus, particularly on the fiscal side (with the
augmented fiscal deficit shrinking by about 1.5pp this year from very elevated levels in
2022). The current account surplus is apt to gradually erode (to 1.5% of GDP this year)
on soft export demand and a resumption of outbound tourism.

Elsewhere in EM Asia, we expect relatively sluggish growth in early 2022, as reopening
boosts fade and the global industrial cycle bottoms out. Sequential growth should
improve somewhat over the year as China’s impulse spills over into the region (with a
notable boost to southeast Asia later in the year and into 2024 as China’s outbound
tourism resumes), the drag from tighter global financial conditions ebbs, and the
inventory overhang in the manufacturing sector is worked off. We believe inflation has
peaked in most countries—and indeed central banks have begun to take credit for this,
with Bank Indonesia and BNM opting to hold at their latest meetings. But we expect it
to remain above central bank targets in much of South and Southeast Asia. In Korea,
inflation is high but likely to decline further and the BoK also appears nearly at the end of
its tightening campaign.

Latin America’s nearterm macro-outlook remains challenging. In 2023 we expect
LatAm to undergo a transition from: (1) peak growth to sub-trend growth, (2) peak
inflation to more moderate (but still significantly above target) levels, and (3) peak rates
to slightly lower nominal policy rates by 2H2023, but with the monetary stance
expected to remain in restrictive territory.

We expect a deceleration in Latam real GDP growth from 3.7% in 2022 to a below-trend
0.9% in 2023, given the vanishing impulse from reopening, restrictive financial
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conditions, exigent credit conditions, tighter labor markets, diminished economic slack
(output gaps in Chile and Colombia are in positive territory), softer external impulse to
growth, and enduring political and policy uncertainty. On the positive side, growth in
2023 is set to be supported by the further drawdown of pent-up private spending,
moderating inflation, well-bid commodity prices, near/friend-shoring FDI inflows, and in
places like Brazil, additional fiscal and quasi-fiscal stimulus. Inflation should moderate
from 2H2022 multi-year highs but remain above target throughout 2023. Excluding
Argentina and dollarized Ecuador, inflation among the five inflation-targeting economies
(LA-IT5) should slide from a decade-high 7.9% in 2022 to a still-high 6.0% by end 2023,
down to 3.8% in 2024.

LatAm central banks were among the early hikers and in most places are ready to reap
the benefits of early action. Some central banks are still hiking (Colombia, Mexico),
others are on hold (Brazil, Chile, Peru). Still, we expect regional central banks to be
conservative given still above-target inflation, unanchored inflation expectations, and in
several places inadequate fiscal policy support and heightened political, fiscal, and policy
risk premia. We expect moderate rate cuts during 2H2023.

Growth continues to hold up relatively well across the majority of CEEMEA economies.
According to our CEEMEA (ex-Russia) aggregate CAl, sequential growth in the region
slowed from a 5% annualised pace in 2022H1 to 2% in 2022H2, but picked up to a 3%
pace in early 2023. We are monitoring the implications from US regional banking
stresses closely but, barring a significant escalation of these strains, the worst of the
headwinds facing the CEEMEA region may have already passed: global financial
conditions have eased since October, energy prices have fallen, and the prospects for
global growth have improved. Reflecting these trends, our 2023 and 2024 growth
forecasts are above consensus for the majority of CEEMEA economies.

We expect headline inflation rates to decline in CEEMEA during 2023, given the
prospect of sharply negative contributions from energy and food inflation. However,
underlying inflationary pressures appear stronger than in other regions, reflecting a
broadening of price pressures away from energy and food costs, and towards core
goods and services. There is also evidence of a destabilisation in inflation expectations
(in price-setting behaviour, measures of long-term expectations, and wage growth).
Consequently, our 2023 and 2024 inflation forecasts are above consensus and our rate
views are more hawkish than market pricing for most CEEMEA economies. In addition
to being buffeted by global forces, country-specific factors are also playing a critical role
in shaping the economic outlook for many CEEMEA economies, including: South Africa
(where a power supply crisis is dragging on activity), Israel (domestic politics), Turkey
(unorthodox monetary policy and earthquake), Russia (war and sanctions), Egypt
(balance of payments crisis), and Hungary (relief from previous BoP concerns). These
idiosyncratic factors have already driven a significant divergence in CEEMEA asset
prices this year, and we expect their importance to persist through 2023.
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GS Growth, Inflation, and Policy Rate Forecasts

Growth (Real GDP)* Inflation (CPI)* Policy Interest Rate”
Latest GS Cons Latest GS Cons Latest GS Cons
2023 2023 2023 2023 End-23 End-23
Mexico 3.6 1.5 1.3 8.4 6.1 5.9 11.00 10.50 10.85
Colombia 2.9 1.5 1.2 122 11.3 9.5 12.75 10.50 10.90
E Peru 1.7 17 A4 2.1 8.3 6.6 58 7.75 6.50 6.15
E Chile 0.3 -0.7 -1.0 12.8 8.3 8.0 11.25 8.25 7.35
Brazil 1.9 1.2 0.8 6.5 53 5.3 13.75 11.50 12.50
Argentina 5.9 -1.7 v 0.0 88.0 100.8 95.0 - - -
Poland 0.6 0.3 v 0.7 18.0 124 12.9 6.75 6.75 6.70
Czech Rep. 0.1 0.8 -0.1 15.1 12.6 10.0 7.00 7.00 6.00
Hungary 0.4 0.8 0.2 211 18.5 17.6 13.00 11.00 10.25
« |Romania 4.6 2.8 2.2 15.3 10.9 v 10.3 7.00 7.00 6.90
% Russia -3.7 0.0 -2.5 12.6 6.5 5.8 7.50 8.75 7.50
3 Ukraine -30.8 4.0 2.0 26.6 22.0 19.7 25.00 25.00 25.00
Turkey 3.5 2.9 v 2.7 85.5 41.0 v 45.0 8.50 30.00 17.40
South Africa 0.9 0.2 v 1.0 7.8 4.9 5.6 7.25 7.50 7.25
Israel 2.8 3.2 3.0 5.1 47 37 4.25 4.50 4.05
China 2.9 6.0 5.3 2.1 22 2.4 2.00 2.00 -
Korea 1.3 1.6 1.4 5.7 3.4 3.4 3.50 3.50 3.30
Taiwan -0.4 1.4 2.1 2.7 1.4 1.8 1.75 2.00 1.80
g Vietnam 5.9 5.8 6.0 4.3 4.4 3.8 6.00 6.00 v 6.60
g Thailand 1.4 3.3 v 37 6.0 2.8 2.8 1.50 2.50 1.95
;ﬁu Malaysia 7.0 3.9 v 4.0 4.0 3.0 v 3.0 275 3.00 v 3.00
India 4.4 6.0 5.7 6.8 55 v 5.4 6.50 6.50 6.60
Indonesia 5.0 4.7 4.9 5.7 41 4.0 5.75 5.75 5.75
Philippines 7.2 6.0 5.5 7.7 5.0 5.4 6.00 6.50 6.00
us 0.9 1.8 0.8 6.3 4.6 4.0 4.63 5.38 5.15
8 Euro Area 1.8 0.8 0.5 8.7 5.6 v 5.6 2.50 3.75 3.75
Japan 0.4 1.0 v 1.2 4.4 2.5 2.1 -0.10 -0.10 0.00

*The latest growth/inflation figures refer to the yoy growth of the latest quarter/month available; Annual average data are used for GS forecasts and consensus
AENd of year forecasts and consensus for policy rates:
LATAM: Mexico: TdF bancario; Colombia:Overnight target rate; Peru: Central bank reference rate; Chile: Overnight target rate; Brazil: SELIC target rate;
CEEMEA: Poland: 7-day intervention rate; Czech Rep.: 2-week limit repo rate; Hungary: 2-week repo rate; Romania: one week repo rate;

Russia: CBR 1-week repo rate; Ukraine: Discount rate; Turkey: one week repo rate;

South Africa: Repo avg rate; Israel: discount rate;
AEJ: China: 7-day OMO rate; Korea: 7-day repo;Taiwan: rediscount rate; Thailand: 1-day repo; Vietnam: refinance rate;

Malaysia: overnight policy rate; India: repo rate; Indonesia: 7-day reverse repo rate; Philippines: repo rate.

G3: US: Federal Funds Target Rate; Euro Area: ECB deposit facility rate; Japan: Policy deposit rate.
Red shading indicates GS forecast meaningfully above consensus, blue shading indicates below.
Up triangles indicate upward adjustments in GS forecasts since the last publication and vice versa.

Source: Goldman Sachs Global Investment Research, Bloomberg, Consensus Economics
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GS Exchange Rate Forecasts

FX (against USD*) GSDEER GSFEER
Spot GS Forward GS Forward GS Forward
13-Mar 3-month  3-month 6-month  6-month 12-month 12-month
Mexico 18.9 188 Vv 19.0 185 Vv 19.3 183 Vv 20.0 19.2 19.8
Colombia 4771 5000 4832 4900 4923 4600 5103 2774 4495
5 Peru 3.80 3.90 3.81 3.90 3.83 3.80 3.86 3.06 4.40
E Chile 806 775 0V 811 775 Vv 820 770 Vv 831 640 856
Brazil 5.25 490 Vv 5.34 485 Vv 5.43 480 v 5.59 3.84 5.21
Argentina 201.8 230.0 246.7 260.0 304.0 340.0 425.7 - -
Poland (v EUR) 4.68 4.65 v 4.76 4.60 v 4.81 4.60 v 4.89 4.37 4.89
Czech Rep. (v EUR) 23.8 23.8 v 24.0 24.0 v 24.2 245 245 31.2 27.7
Hungary (v EUR) 393 375 v 403 370 v 414 370 v 431 373 442
« |Romania (v EUR) 4.92 4.95 4.97 4.95 5.01 5.00 5.07 - -
UEJ Russia 75.0 75.0 78.8 80.0 81.8 85.0 87.0 65.7 54.9
EJ) Ukraine 36.60 36.6 40.2 42.0 437 50.0 50.9 - -
Turkey 18.96 19.00 19.96 21.00 21.39 22.00 24.37 9.16 16.15
South Africa 18.2 18.5 18.3 18.0 18.4 17.8 18.7 10.7 15.4
Israel 3.63 3.50 3.60 3.50 3.58 3.40 3.55 3.54 2.93
China 6.85 6.80 6.84 6.70 6.80 6.50 6.75 5.17 6.38
Korea 1301 1250 1299 1230 1293 1220 1280 1237 1270
= Taiwan 30.5 30.5 30.2 30.0 29.9 30.0 29.2 27.0 27.9
lj'.;- Thailand 34.5 335 Vv 34.3 325 34.0 32.0 335 33.3 35.5
E Malaysia 4.48 4.30 4.45 4.25 4.43 4.20 4.37 3.23 4.25
g India 82.3 83.0 82.8 82.0 83.3 82.0 84.3 75.1 78.8
Indonesia 15390 15500 15412 15300 15454 15000 15539 14256 13456
Philippines 55.0 56.0 55.1 55.5 55.2 55.0 55.4 57.2 68.4
- Euro Area 1.07 1.02 1.08 1.02 1.08 1.10 1.09 1.20 1.23
© Japan 133.0 132 v 132 125 v 131 125 v 127 97.0 117

*Poland, Czech Republic, Hungary, and Romania are expressed vs EUR.

Source: Goldman Sachs Global Investment Research, Bloomberg

15 March 2023
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GS Conviction Views in EM

Source: Goldman Sachs Global Investment Research
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Key upcoming events for EM investors
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+ Politburo meetings on
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Source: Compiled by Goldman Sachs Global Investment Research
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The EM Bookshelf: Recent GS EM Macro Research

L[ ECONOMICS

EM/Global

B Q42022 Sovereign Risk Score (SRS) Update: EM Fundamentals

Broadly Stable in Q4: EM in Focus (February 15)

A3 nprers

Cross-asset

B CarryTrades - Finding the Right Time & Place: EM in Focus (March 13)

B China: Assessing the implications of local governments’ 2023 targets:

Asia in Focus (February 17)

B Population Aging, Pension System, and Individual Retirement Savings_

in China: Asia Economics Analyst (February 10)

B China: Local government special bond, an increasingly important

source of government financing: Asia in Focus (February 9)

B FAQs on “excess savings” in China: China Data Insights (February 7)

B China Post-Reopening Inflation Outlook: A Bottom-Up Approach: Asia

Economics Analyst (February 3)

B A shifting growth-rates balance: The EM Trader (March 8)
B The Boost to Global Growth and Inflation From China’s Reopening: )
B What does the flow say?: EM in Focus (February 23)
Global Economics Analyst (February 2)
B Growth Moves Back into the Co-Pilot’s Seat: The EM Trader (February 8)
B Predicting Market-Relevant Inflation Surprises: Global Economics
Comment (January 24)
B China's reopening—how much of a lift to EM?: EM Macro Navigator
(January 23)
China Rates/FX

B EM FX—China Reopening vs US Rate Volatility: Global Markets Daily (March

7)

B 2022 DéjaVu in February? Not quite: The EM Trader (February 22)

B Push and Pull from the Cycle and the Fed: EM Local Rates (February 17)

B Leaning into Rates Trades Amid the FX Market Volatility: EM Asia FX/Rates

Views (February 12)

B Can MXN outperformance extend?: The EM Trader (January 25)
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LatAm Equities

B Let It Rain: Argentina’s Macroeconomic Challenges Ahead: Latin. B Where to find growth in China?: China Strategy (March 12)
America Economics Analyst (March 10) B Korea: Rising opportunities from corporate governance and shareholder

B Colombia: Gone With the Flow: Pension Reform Could Strain proposals: Asia-Pacific Portfolio Strategy (March 7)
Government Funding: Latin America Economics Analyst (February 24) B Mar 23 pulse check: ERLI forecasts positive momentum of earnings

B Ecuador: Political Challenges Just Got Bigger: Latin America Economics revisions despite further negative revisions: Asia-Pacific Strategy: Earnings
Analyst (February 10) Revisions Leading Indicator (ERLI) (March 3)

B China's "Zero-Covid' Exit: A Potential LatAm Entry Into Higher Growth B What do Asian equities need to regain their momentum?: Asia-Pacific
Path: Latin America Economics Analyst (January 27) Portfolio Strategy (March 1)

B Pivoting to E from PE as China recovers: China Musings (February 20)

B Feb ‘23 pulse check: ERLI forecasts earnings revisions momentum to

improve despite further downgrades: Asia-Pacific Strategy: Earnings

Revisions Leading Indicator (ERLI) (February 9)

B Asia Strategy Baskets: Position for a cyclical recovery amid the peak of

tightening cycles: Asia-Pacific Portfolio Strategy (February 3)

B 5 Bullets on EM Upside: EM in Focus (February 2)

CEEMEA Credit

B South Africa— Downside Scenarios for the Rand: CEEMEA in Focus B Up In Quality In China Property Still Makes Sense: Asia Credit Trader (March

(March 8) 4)
B CEEMEA Outlook — Resilient Growth, Persistent Inflation, and B Mind the vol in a ‘growth up, rates up’ world: EM Sovereign Credit Monitor
Cross-Country Divergence: CEEMEA Economics Analyst (March 1) (March 3)

B Turkey—FX Liquidity Risks Ahead of the Elections: CEEMEA Economics | M  LatAm Corps between vields and activity: EM in Focus (February 28)

Analyst (March 1) B EM Local Bonds — A High-Sensitivity Regime: Global Markets Daily

B Growth Shedding — Estimating the Effects of South Africa’s Power (February 27)
Supply Cuts: CEEMEA in Focus (February 24) B Screening For Value In EM Corporates: EM in Focus (February 22)

B January Data Continue to Point to Strong Underlying Inflation in CEE: B Lowering Our 2023 China Property HY Default Rate Forecast to 19%: Asia
CEEMEA in Focus (February 22) Crediit Trader (February 18)

B South Africa — Structural Downside, Higher Volatility and Lower Beta B Record issuance, macro tailwinds and pockets of value: EM Soverign Credit

for the Rand: CEEMEA Economics Analyst (February 17)

Monitor (February 6)

B Kenya: Repricing of Local Yield Curve or Further Consolidation Would u

LatAm Credit: Convergence in divergence: EM in Focus (February 3)

Ease Fiscal Financing Constraints: CEEMEA in Focus (February 13)

B Kenvya: Fiscal Consolidation on Track for Debt to Peak in 2023: CEEMEA

Economics Analyst (February 1)
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Thematic Spotlight: Inflation and Monetary Policy in EM

This section provides one-page summaries for some of our recently published work. For
this edition we highlight analysis related to inflation dynamics in EM and their
implications for monetary policy.

B In “China Post-Reopening Inflation Outlook: A Bottom-Up Approach” we analyzed
the potential channels from reopening to higher inflation sector-by-sector, concluding
that a moderate acceleration was most likely in 2023.

®  Our latest "CEEMEA Outlook” dives into the inflation and growth outlook across the
region, underlining the reasons for our above-consensus/above-market inflation

forecasts in most economies.

m  “China’s "Zero-Covid’ Exit: A Potential LatAm Entry Into Higher Growth Path”
discusses the potential spillovers from China’s reopening to Latam growth and
inflation.

m Across Latam, the responses of policymakers to the higher inflation environment are
diverging, with some still hiking and others transitioning to “hawkish holds’ as we
discuss in “"LATAM Views: Broad Spectrum of Monetary Stances on Display”
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China Post-Reopening

Inflation Outlook: A

Bottom-Up Approach

15 March 2023

m China's reopening is likely to generate a large positive growth impulse for the global

economy. But it also raises the question whether China's reopening will lead to
significant inflationary pressures both domestically and externally, as many other
economies have experienced, potentially complicating major central banks’ efforts to
rein in inflation. While our top-down model suggests this is unlikely, uncertainties
remain significant as the post-Covid recovery may differ from typical business
cycles. In this note, we build a bottom-up model for China CPI and kick the tires on
our post-reopening inflation outlook.

Our bottom-up model consists of 19 CPI items under 6 categories: food, energy,
durable goods, administered prices, reopening-sensitive sectors, and others. For
food and energy, we expect inflation to decline from 2022 to 2023. For the former,
this is due to China's pork supply cycle and Covid lockdown disruptions to food
supply. For the latter, this is due to smaller oil price increases expected this year vs.
last year and the incomplete transmission from oil prices to energy-related items in
China’s CPI basket. Together, we expect food and energy to lower headline CPI
inflation by 30bp this year compared to last year.

We expect inflation of durable goods prices and administered prices to pick up in
2023, but only modestly. For durable goods, normalizing global supply chains and
softening upstream raw material prices should partially offset the inflationary
pressure from firming demand after reopening. For administered prices (e.g.,
education services, medicine and medical services, and telecom services), by
definition, government policies are put in place to cap the pace at which prices may
increase. We forecast these two categories to contribute 10bp additional headline
CPI inflation this year relative to last year in our baseline.

Reopening-sensitive sectors represent the most upside risk to inflation in 2023. But
even here there are constraints to how much they may add to headline CPI inflation
this year. Tourism is likely to see a sharp acceleration in price inflation, but it only
accounts for 1% of the CPI basket. Shelter has a much higher weight in the CPI
basket (17 %), but the property market faces structural challenges and policymakers
are unlikely to unleash strong stimulus and allow for surging rent inflation. Overall,
we expect reopening-sensitive sectors to increase headline CPI inflation by 40bp
this year.

Adding up all the pieces, we expect headline CPI inflation to rise from 2.0% in 2022
10 2.2% in 2023 and core inflation to increase from 0.9% to 1.6% on an annual
average basis. On a Q4 2022 to Q4 2023 basis, the increase would be larger: from
1.8% yoy to 2.8% for headline and from 0.6% to 2.0% for core. We conduct a
scenario analysis given the elevated uncertainty regarding the strength of China’s
post-reopening recovery. In the bull case where reopening-related sectors
experience much higher inflation, our headline CPI inflation forecast would be 2.8%
vs. 2.2% in the base case, still below the 3% target typically set by the government.
Therefore, we only expect monetary policy to normalize gradually rather than to
tighten sharply in 2023.
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CEEMEA QOutlook — Resilient Growth, Persistent Inflation, and
Cross-Country Divergence

m Despite facing severe economic headwinds in 2022 — from tighter financial

CEEMEA Outlook —
Resilient Growth conditions, higher energy prices, and weaker global activity — growth continues to
Persistent Inflation, and hold up relatively well across the majority of CEEMEA economies. According to our

Cross-Country Divergence

CEEMEA (ex-Russia) aggregate CAl, sequential growth in the region slowed from a
5% annualised pace in 2022H1 to 2% in 2022H2, but picked up to a 3% pace in
early 2023. The region continues to face material headwinds, but the worst of their
effects may have already passed: global financial conditions have eased since
October, energy prices have fallen, and the prospects for global growth have
improved. Reflecting these trends, our 2023 and 2024 growth forecasts are above
consensus for the majority of CEEMEA economies.

®  Given the prospect of sharply negative contributions from energy and food inflation,
we expect headline inflation rates to decline during 2023. However, underlying
inflationary pressures appear stronger in most CEEMEA economies than in other
regions, reflecting a broadening of price pressures away from energy and food
costs, and towards core goods and services. There is also evidence of a
destabilisation in inflation expectations (in price-setting behaviour, measures of
long-term expectations, and wage growth). Given the evidence of strong underlying
inflationary pressures, our 2023 and 2024 inflation forecasts are also above
consensus and our rate views are more hawkish than market pricing for most
CEEMEA economies.

B |n addition to being buffeted by global forces, country-specific factors are also
playing a critical role in shaping the economic outlook for many CEEMEA
economies, including: South Africa (where a power supply crisis is dragging on
activity), Israel (domestic politics), Turkey (unorthodox monetary policy and
earthquake), Russia (war and sanctions), Egypt (balance of payments crisis), and
Hungary (relief from previous BoP concerns). These idiosyncratic factors have
already driven a significant divergence in CEEMEA asset prices this year, and we
expect their importance to persist through 2023.
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® China Exits ‘Zero-Covid Policy’ and Refocuses Policy on Growth. Since we

published the LatAm 2023 Macro Outlook in mid-Nov 2022 the most important
development across EM has been China’s sudden exit from the long-standing
zero-Covid policy in tandem with a strong policy and regulatory focus on supporting
growth. Already underpinning the mid-Nov LatAm 2023 outlook was the underlying
assumption of China’s reopening in 2Q2023 and a firm outlook for commodity
prices. As such, the recent developments represent to a certain extent a
pull-forward by two quarters of China growth dynamics we were already
anticipating.

China’s Reopening Estimated to Have Moderate Impact Across LatAm. A panel
VAR model and Global Input-Output Matrix estimates point to a moderate/mild
impact on regional growth. However, since the main mechanism of transmission to
LatAm of higher growth in China is through commodity prices (price-effect
dominates the volume-effect on exports) and as GS’s commodity outlook was
already structurally very constructive ahead of the two most recent upward revisions
to growth in China, we are not at this stage revising the growth outlook for the LA7
economies. Our current forecasts for LatAm 2023 growth remain above-consensus.
The recent developments in China support these forecasts and in some places ease
some of the downside risks that have developed recently.

LatAm Less Leveraged to China Household Consumption Than GFIl. \We
underscore that our VAR model estimates of a (moderate) China reopening impact
across LatAm are likely biased to the upside (overestimated Betas) because the
reopening demand shock and targeted policy support to property/platform
businesses are likely to impact disproportionately household consumption rather
than investment spending, and within consumption the demand for services (mostly
non-tradables) rather than goods (tradables). The bias arises from the fact that
LatAm is more leveraged to Chinese investment spending and exports than to
household consumption; and in consumption, certainly more leveraged to the
consumption of goods rather than services (the main spillovers from services is via
energy demand).
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1. Real Activity Has Been Softening. Tighter domestic financial conditions, reduced
slack (less room to grow given tight labor markets in several places, including Brazil
and Mexico), and rapidly waning impulse from post-Covid activity normalization led
to a significant deceleration of real GDP growth in LatAm during 4Q2022, particularly
among the largest economies. The LAB CAls have been tracking in slightly negative
territory since Oct-22. Real GDP is forecasted to have contracted in Argentina during
4Q2022 under the weight of very high inflation and growing micro and macro
distortions, decelerated to around zero in Brazil, downshifted significantly in Peru
(impacted by rising political and social noise), and more than halved to a below-trend
pace in Mexico (from 0.9% goq sa in 3Q2022 to 0.4% gog sa in the 4Q2022). Chile
provides the exception to the broader trend: real activity firmed in Q4, though from a
very weak Q3, with a noticeable contribution from mining.

2. China’s Early Reopening Cushioning the LatAm Growth Outlook. One of the
most important recent developments across EM has been China’s sudden exit from
the zero-Covid policy in tandem with a policy and regulatory focus on supporting
growth. Underpinning the mid-Nov LatAm 2023 outlook was the assumption of
China's reopening in 2Q2023 and a firm outlook for commodity prices. Hence, the
recent developments represent a pull-forward of China growth dynamics we were
already anticipating. A panel VAR model and Global Input-Output Matrix estimates
point to a moderate/mild impact on regional growth from the recent
consumption/services skewed China growth revisions. Since the main mechanism
of transmission to LatAm of higher growth in China is through commodity prices
(price-effect dominates the volume-effect on exports) and as GS's commodity
outlook was already structurally very constructive ahead of the recent upward
revisions to growth in China, we remain confident with our 2023 above-consensus
growth forecasts. The recent developments in China and Europe support these
forecasts and, in some places, eased downside risks that have developed recently
(e.g., Peru and Colombia).

3. Inflation: Up by the Escalator Down by the Stairs. Inflationary pressures
across LatAm remain highly disseminated. Apart from Colombia, headline inflation is
now descending from multi-year peaks reached during 2H2022. However, progress
on core and services inflation has been much slower, as expected, given the drivers
of the business cycle recovery and the usual downward stickiness of core prices.
Core inflation reached in January fresh cyclical highs in Colombia and Peru and
reaccelerated in Mexico. Headline and core surprised significantly to the upside in
Chile. High double-digit wage pressures in places such as Chile and Mexico and
tight labor markets (e.g., Brazil, Mexico) underpin our view of slow convergence of
inflation to the targets.
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Exhibit 8: EM Current Activity Indicator
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Exhibit 9: EM Growth Surprises

Index Index
6 6
EM MAP Score
4 4
2 2
[ 0
2 -2

T More positive
-4 -4

06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22 23

Source: Goldman Sachs Global Investment Research

Source: Goldman Sachs Global Investment Research

Exhibit 10: EM Regional CAls
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Exhibit 11: Global Trade Growth
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Exhibit 12: EM Government Debt/Deficits
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Exhibit 13: EM Output Gap vs Inflation Gap
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Exhibit 14: EM Fiscal vs External Balance
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Exhibit 15: EM Inflation by Region
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Exhibit 16: EM Inflation Expectations
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Exhibit 17: EM Real Yields Exhibit 18: Sovereign Bond Spreads
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Exhibit 20: EM Financial Conditions

Exhibit 21: EM Cross Asset Valuation
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Exhibit 22: EM Swap Rates Exhibit 23: High-Yield Credit Spreads
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Exhibit 24: EM FX Valuation Exhibit 25: EM FX Carry vs. Valuation
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Exhibit 26: China Activity Growth Exhibit 27: India Activity Growth
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Exhibit 28: China Inflation Exhibit 29: India Inflation
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Exhibit 32: Korea Activity Growth
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Exhibit 33: Taiwan Activity Growth
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Exhibit 34: Korea Inflation
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Exhibit 38: Malaysia Activity Growth
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Exhibit 39: Thailand Activity Growth
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Exhibit 40: Malaysia Inflation
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Exhibit 41: Thailand Inflation
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Exhibit 44: Indonesia Activity Growth Exhibit 45: Philippines Activity Growth
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Data Monitor — CEEMEA

Exhibit 50: Russia Activity Growth Exhibit 51: Czech Republic Activity Growth
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Exhibit 56: Hungary Activity Growth
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Exhibit 57: Poland Activity Growth
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Exhibit 58: Hungary Inflation
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Exhibit 62: Israel Activity Growth
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Exhibit 63: Romania Activity Growth
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Exhibit 67: Turkey Activity Growth
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Exhibit 68: South Africa Activity Growth
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Exhibit 69: Turkey Inflation
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Data Monitor — LatAm

Exhibit 73: Brazil Activity Growth
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Exhibit 78: Chile Activity Growth
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Exhibit 79: Colombia Activity Growth
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Exhibit 84: Mexico Activity Growth Exhibit 85: Peru Activity Growth
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