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EMERGING MARKETS

Will the calm on the currency
markets last?

Gregor Eder After the currencies of numerous emerging markets had come
Phone +49.69.24431-3358 under substantial downward pressure in late January, the
gregor.eder@allianz.com situation has since eased appreciably. In countries like Turkey,
Allianz SE .

https: llianz.com/economic-research/en for example, resolute action by the central bank has succeeded

in stabilizing the domestic currency and offsetting at least some
of the recent losses.

InJanuary it was the combination of several factors that triggered an abrupt
withdrawal of capital from the emerging markets. At the latest since the US
Fed’s announcement in December 2013 that it would gradually rein in its bond-
purchasing program this year, it was clear that the period of ultra-loose
monetary policy would at least slowly come to an end, rendering investments in
industrial countries increasingly attractive and investments in emerging
markets less attractive. So at the very moment that financial markets were
reweighting risks, worries about the economic outlook in individual emerging
markets came to a head. Fears of a marked slowdown in the Chinese economy
and the massive slide of the Argentine peso against the US dollar were
ultimately “the straw that broke the camel’s back” at the end of January.
Currencies such as the Turkish lira and the Russian ruble came under massive
pressure.

How long the renewed calm on the currency markets can last remains to be
seen. A renewed abrupt outflow of capital from the emerging markets is by all
means possible given that the overall picture has not changed substantially
compared with early 2014: the monetary policy exit will come sooner or later
—in Europe too. In addition, considerable macroeconomic imbalances still exist
in a number of emerging markets which cannot be eliminated overnight. On top
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of this comes the tense domestic political situation in countries such as the
Ukraine and Thailand.

The extent to which the reduction of macroeconomic dislocations can render a
country more resilient is demonstrated by India: until well into 2013 India
suffered from a yawning current account deficit. This in combination with weak
growth and stubbornly high inflation exposed the Indian currency to massive
selling pressure in 2013. Over the course of the year the rupee tumbled 11%
against the US dollar. In recent quarters, however, the imbalances in India have
eased appreciably: the current account deficit is shriveling fast and inflation is
falling. This was doubtless one of the main factors why the Indian currency
proved relatively stable amid the turbulence seen in January. The example of
India illustrates that the financial markets differentiate between the individual
economies. This was evident during the currency turmoil in late January and is
likely to be the case in the event of a renewed wave of selling. After years of
expansionary monetary policy by the Fed, bemoaned by many emerging
markets, the key now is to adapt to normalization. Not all countries will navigate
this transition equally well.
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These assessments are, as always, subject to the disclaimer provided below.

ABOUT ALLIANZ

Together with its customers and sales partners, Allianz is one of the strongest financial communities. Around 78
million private and corporate customers rely on Allianz's knowledge, global reach, capital strength and solidity to help
them make the most of financial opportunities and to avoid and safeguard themselves against risks.

In 2012, around 144,000 employees in over 70 countries achieved total revenue of 106.4 billion euros and an operating
profit of 9.3 billion euros (restated on January 1, 2013 due to a change in accounting standard and presentation).
Benefits for our customers reached 89.2 billion euros.

This business success with insurance, asset management and assistance services is based increasingly on customer
demand for crisis-proof financial solutions for an aging society and the challenges of climate change. Transparency
and integrity are key components of sustainable corporate governance at Allianz SE.

CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

The statements contained herein may include prospects, statements of future expectations and other forward-looking
statements that are based on management's current views and assumptions and involve known and unknown risks and
uncertainties. Actual results, performance or events may differ materially from those expressed or implied in such
forward-looking statements.

Such deviations may arise due to, without limitation, (i) changes of the general economic conditions and competitive
situation, particularly in the Allianz Group's core business and core markets, (ii) performance of financial markets
(particularly market volatility, liquidity and credit events) (iii) frequency and severity of insured loss events, including
from natural catastrophes, and the development of loss expenses, (iv) mortality and morbidity levels and trends, (v)
persistency levels, (vi) particularly in the banking business, the extent of credit defaults, (vii) interest rate levels, (viii)
currency exchange rates including the Euro/U.S. Dollar exchange rate, (ix) changes in laws and regulations, including
tax regulations, (x) the impact of acquisitions, including related integration issues, and reorganization measures, and
(xi) general competitive factors, in each case on a local, regional, national and/or global basis. Many of these factors
may be more likely to occur, or more pronounced, as a result of terrorist activities and their consequences.

NO DUTY TO UPDATE

The company assumes no obligation to update any information or forward-looking statement contained herein, save
for any information required to be disclosed by law.
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