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» Fed chair Janet Yellen reinforces the case for a US interest

Markets should be able to take a rate rise in their stride
Emerging market assets preferred
Dollar sees support particularly against the Yen

Gold may see some profit taking

The markets continue to enjoy signs that some of the more
profound downside risks to the global economy are in
abeyance. However, it also means we are getting closer to
some modicum of monetary tightening probably through a rise
in US interest rates very soon. Asset markets should be able
to take any US interest rate rise in their stride, although with
many assets looking fairly-valued judicious choices between
assets will be important. We prefer emerging equities over
developed markets. Within developed markets, we have
switched more money to Europe. In bond markets, we
still prefer credit and emerging market debt over
government bonds, and we remain long duration.

Fed Chair Janet Yellen delivered more than what the markets
had bargained for in her Jackson Hole speech last Friday. In
the aftermath the US 10 year bond yield (1.63%) is at the
highest level we have seen in a month and expectations for a
Fed funds rate move have increased sharply. Whereas before
the market priced the risk of a rate rise by the year-end as a
50-50 bet, that has now risen to 65%, and the risk of a rate
rise in the next meeting on September 21st is up at 42% from
22% a week earlier.

Janet Yellen only made a brief comment on near-term
developments in the US economy, but by and large she
reiterated the position taken by the FOMC in the last meeting
that the downside risks to the US economy are much
diminished. Indeed, if there is a theme around the developed
world at the moment is that there is less of a feel of pending
disaster but more of a muddle through at still modest levels of
growth.

An increase in interest rates at the September meeting is
possible and probably more than the market discounts. Given
the comments from Janet Yellen and subsequent comments
from other voting members of the FOMC, it appears to be
very much in their minds to increase rates. After all, some of
the global risks that the Fed had worried about before — such
as Brexit — have come and gone with only a slight impact on
growth expectations. Also, commentators have criticised the
Fed in the past for not seizing the moment to increase rates
and subsequently probably regretting it.

How the asset markets deal with the interest rate rise
will very much depend on how the committee
contextualises the rate rise. We can expect some
forward guidance as to the pace of further rate increases.
Given the hesitancy of the committee to raise rates in
recent years, we can assume that they will signal that
further rate rises will remain data dependent. The bond
market’s initial reaction has been for a sell-off across the
curve, although with less of an impact on bonds with a
maturity of above ten years. The equity market took the rise
in expectations of a rate rise in its stride.

The risks of a US rate rise are probably unlikely to
break the back of the solid returns we continue to see
from the global bond markets. However, the rising cost
of leverage may reduce somewhat the potential capital
chasing in the bond markets. The positive offset is that
central banks such as the European Central Bank and the
Bank of Japan are likely to maintain if not expand further
their quantitative easing programs.

Our strategy remains to be biased towards credit
markets with lower holdings of government bonds. US
government bond yields are likely to remain biased lower
than you would typically expect in a rising rate environment
purely because of the ongoing demand for dollar paper
from yield-seeking investors from Japan and Europe. Yield-
seeking investors are likely to be supportive of credit
markets, however, there will be the increasing challenge to
these markets from the rising cost of leverage (higher libor
rates).

Capital inflows to emerging-market-dedicated bond funds
moderated in the past week, although continue to be at
healthy levels. EM bond prices have rallied and are getting
closer to fair value versus the broader bond markets. We
see further capital flows towards EM investment grade
bonds, as pockets of opportunities still exist. As
summer-end approaches, GCC bond syndicate desks have
started to conduct roadshows, beginning with Sharjah
Islamic Bank issuance and the NBAD’s green bond
transaction. We expect a slew of issuance mainly driven by
sovereign players, with some corporate issuers tapping the
markets for their refinancing needs.




Janet Yellen’s comments on longer term developments
in monetary policy were comforting for longer-term
assets such as equities. Drawing on research from the
Federal Reserve published the previous weekend, Janet
Yellen set out a number of things the Fed could do when the
next recession hits the US market. Given that US interest
rates are very low the Fed would probably have to rely quite
heavily on quantitative easing. Hence quantitative easing
where the central bank steps in and openly buy assets in the
market is seen as an ongoing tool for central bank action. In
essence interest rate changes are no longer the only
mainstream tool of choice of central banks to revive a
flagging economy.

Equities are likely to consolidate after recent gains with a
likely seasonal bias to weakness. The S&P500 has struggled
to break 2200 and needs a new story to push on. Global
investors will also be mindful that on balance equities are
down in September and this year marks the 30th anniversary
of the 1987 crash!

We expect to see a rotation from the US to European
equities. The S&P 500 is trading at 18x forward earnings,
well above its long-term average, so the upside is limited.
While other developed equity markets such as Europe have
tracked the US higher, they have yet to see any significant
support from institutional investors. We expect to see
investors turn their attention to the Eurozone as the data flow
continues to improve. Analysts keep on cutting their forecasts
for Eurozone companies, but in a much more modest way
than we have seen in the past. Indeed, given that economists
are increasingly comfortable that Brexit has not generated a
major lurch down in European growth, we expect upward
revisions to corporate profits forecasts in due time.
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European economic data releases remained upbeat last
week. Industrial and consumer confidence for August were
mostly resilient. Although the German IFO survey of industrial
confidence fell back, the indicator of service sector confidence
was better than expected.

We would recommend investors use any weakness to
add to emerging markets. India continues to offer upside on
account of its improvement in growth and political stability,
though valuations are getting stretched. China offers lower
valuations and an increasing market expectation that the
government will step in with another round of fiscal spending.
However, our preference is to buy a broad basket of countries
by investing in the emerging market index. Emerging markets
have underperformed developed markets by around 40%
over the past four years.

The dollar got some kneejerk support from increased
expectations of a rate rise. For the moment the Yen looks
more vulnerable as the Bank of Japan is expected to come
with a further round of quantitative easing when it announces
changes to its policy framework in late September. By
contrast, the ECB in the market's eyes may soft-peddle on
further easing given the apparent ease with which the
economy has dealt with Brexit.

After a good run, we expect gold to go a little quiet here.
The prospect of an imminent US rate rise is typically a
handicap to gold’s price performance. Seasonally this is a
time of the year when the price on balance shows a positive
return, however, the metal has looked technically vulnerable
trading close to $1315 support, below which it is on-risk of a
move down to $1250. We would reiterate our positive long-
term view of gold. For those investors who like to trade, there
is an argument for trading out a small part of one’s holding to
buy it back lower down.

Gary Dugan
Chief Investment Officer
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Disclaimer

Reliance

Emirates NBD Bank PJSC (“Emirates NBD”) uses reasonable efforts to obtain information from sources which it believes to be
reliable, however, Emirates NBD makes no representation that the information or opinions contained in this publication are accurate,
reliable or complete and should not be relied on as such or acted upon without further verification. Opinions, estimates and
expressions of judgment are those of the writer and are subject to change without notice. Emirates NBD accepts no responsibility
whatsoever for any loss or damage caused by any act or omission taken as a result of the information contained in this publication.
Data/information provided herein are intended to serve for illustrative purposes and are not designed to initiate or conclude any
transaction. In addition this publication is prepared as of a particular date and time and will not reflect subsequent changes in the
market or changes in any other factors relevant to the determination of whether a particular investment activity is advisable. This
publication may include data/information taken from stock exchanges and other sources from around the world and Emirates NBD
does not guarantee the sequence, accuracy, completeness, or timeliness provided thereto by unaffiliated third parties. Moreover, the
provision of certain data/information in this publication is subject to the terms and conditions of other agreements to which Emirates
NBD is a party. Anyone proposing to rely on or use the information contained in this publication should independently verify and
check the accuracy, completeness, reliability and suitability of the information and should obtain independent and specific advice
from appropriate professionals or experts. Further, references to any financial instrument or investment product are not intended to
imply that an actual trading market exists for such instrument or product. The information and opinions contained in Emirates NBD
publications are provided for personal use and informational purposes only and are subject to change without notice. The material and
information found in this publication are for general circulation only and have not been prepared with any regard to the objectives,
financial situation and particular needs of any specific person, wherever situated

Confidentiality

This publication is provided to you upon request on a confidential basis for informational purposes only and is not intended for trading
purposes or to be passed on or disclosed to any other person and/or to any jurisdiction that would render the distribution illegal. The
investor may not offer any part of this publication for sale or distribute it over any medium including but not limited to over-the-air
television or radio broadcast, a computer network or hyperlink framing on the internet without the prior written consent of Emirates
NBD or construct a database of any kind.

Solicitation

None of the content in this publication constitutes a solicitation, offer, opinion, or recommendation by Emirates NBD to buy or sell
any security, or to provide legal, tax, accounting, or investment advice or services regarding the profitability or suitability of any
security or investment and further does not provide any fiduciary or financial advice.

Third party

The security or investment described in this publication may not be eligible for sale or subscription to certain categories of investors.
This publication is not intended for use by, or distribution to, any person or entity in any jurisdiction or country where such use or
distribution would be contrary to law or regulation. It is the responsibility of any person in possession of this publication to investigate
and observe all applicable laws and regulations of the relevant jurisdiction. This publication may not be conveyed to or used by a third
party without the express consent of Emirates NBD. The investor may not use the data in this publication in any way to improve the
quality of any data sold or contributed to by the investor to any third party.

Liability

Anything to the contrary herein set forth notwithstanding, Emirates NBD, its suppliers, agents, directors, officers, employees,
representatives, successors, assigns, affiliates or subsidiaries shall not, directly or indirectly, be liable, in any way, to you or any other
person for any: (a) inaccuracies or errors in or omissions from the this publication including, but not limited to, quotes and financial
data; or (b) loss or damage arising from the use of this publication, including, but not limited to any investment decision occasioned
thereby. Under no circumstances, including but not limited to negligence, shall Emirates NBD, its suppliers, agents, directors, officers,
employees, representatives, successors, assigns, affiliates or subsidiaries be liable to you for direct, indirect, incidental, consequential,
special, punitive, or exemplary damages even if Emirates NBD has been advised specifically of the possibility of such damages,
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arising from the use of this publication, including but not limited to, loss of revenue, opportunity, or anticipated profits or lost
business.

This publication does not provide individually tailored investment advice and is prepared without regard to the individual financial
circumstances and objectives of person who receive it. The appropriateness of an investment activity or strategy will depend on the
person’s individual circumstances and objectives and these activities may not be suitable for all persons. In addition, before entering
into any transaction, the risks should be fully understood and a determination made as to whether a transaction is appropriate given the
person’s investment objectives, financial and operational resources, experiences and other relevant circumstances. The obligations
relating to a particular transaction (and contractual relationship) including, without limitation, the nature and extent of their exposure
to risk should be known as well as any regulatory requirements and restrictions applicable thereto.

Forward looking

Past performance is not necessarily a guide to future performance and should not be seen as an indication of future performance of
any investment activity. The information contained in this publication does not purport to contain all matters relevant to any particular
investment or financial instrument and all statements as to future matters are not guaranteed to be accurate. Certain matters in this
publication about the future performance of Emirates NBD or members of its group (the Group), including without limitation, future
revenues, earnings, strategies, prospects and all other statements that are not purely historical, constitute “forward-looking
statements”. Such forward-looking statements are based on current expectations or beliefs, as well as assumptions about future events,
made from information currently available. Forward-looking statements often use words such as “anticipate”, “target”, “expect”,
“estimate”, “intend”, “plan”, “goal”, “seek”, “believe”, “will”, “may”, “should”, “would”, “could” or other words of similar meaning.
Undue reliance should not be placed on any such statements in making an investment decision, as forward-looking statements, by
their nature, are subject to known and unknown risks and uncertainties that could cause actual results, as well as the Group’s plans and
objectives, to differ materially from those expressed or implied in the forward-looking statements. Estimates of future performance are

based on assumptions that may not be realized
Risk

Data included in this publication may rely on models that do not reflect or take into account all potentially significant factors such as
market risk, liquidity risk, and credit risk. Emirates NBD may use different models, make valuation adjustments, or use different
methodologies when determining prices at which Emirates NBD is willing to trade financial instruments and/or when valuing its own
inventory positions for its books and records.

The use of this publication is at the sole risk of the investor and this publication and anything contained herein, is provided "as is" and
"as available." Emirates NBD makes no warranty of any kind, express or implied, as to this publication, including, but not limited to,
merchantability, non-infringement, title, or fitness for a particular purpose or use.

Investment in financial instruments involves risks and returns may vary. The value of and income from your investments may vary
because of changes in interest rates, foreign exchange rates, prices and other factors and there is the possibility that you may lose the
principle amount invested.. Before making an investment, investors should consult their advisers on the legal, regulatory, tax,
business, investment, financial and accounting implications of the investment.

In receiving this publication, the investor acknowledges it is fully aware that there are risks associated with investment activities.
Moreover, the responsibility to obtain and carefully read and understand the content of documents relating to any investment activity
described in this publication and to seek separate, independent financial advice if required to assess whether a particular investment
activity described herein is suitable, lies exclusively with the investor.

Intellectual property

This publication has been developed, compiled, prepared, revised, selected, and arranged by Emirates NBD and others (including
certain other information sources) through the application of methods and standards of judgment developed and applied through the
expenditure of substantial time, effort, and money and constitutes valuable intellectual property of Emirates NBD and such others.

All present and future rights in and to trade secrets, patents, copyrights, trademarks, service marks, know-how, and other proprietary
rights of any type under the laws of any governmental authority, domestic or foreign, shall, as between the investor and Emirates
NBD, at all times be and remain the sole and exclusive property of Emirates NBD and/or other lawful parties. Except as specifically
permitted in writing, the investor may not copy or make any use of the content of this publication or any portion thereof. Except as
specifically permitted in writing, the investor shall not use the intellectual property rights connected with this publication, or the




T ()] Emirates NBD B

names of any individual participant in, or contributor to, the content of this publication, or any variations or derivatives thereof, for
any purpose.

This publication is intended solely for non-commercial use and benefit, and not for resale or other transfer or disposition to, or use by
or for the benefit of, any other person or entity. By accepting this publication, the investor agrees not to use, transfer, distribute, copy,
reproduce, publish, display, modify, create, or dispose of any information contained in this publication in any manner that could
compete with the business interests of Emirates NBD. Furthermore, the investor may not use any of the trademarks, trade names,
service marks, copyrights, or logos of Emirates NBD or its subsidiaries in any manner which creates the impression that such items
belong to or are associated with the investor or, except as otherwise provided with Emirates NBD, prior written consent. The investor
has no ownership rights in and to any of such items.

Emirates NBD is licensed and regulated by the UAE Central Bank.
United Kingdom

This publication was prepared by Emirates NBD Bank PJSC in the United Arab Emirates. It has been issued and approved for
distribution to clients by the London branch of Emirates NBD Bank PJSC which is authorized by the Prudential Regulation Authority
and regulated by the Financial Conduct Authority (FCA) and the Prudential Regulation Authority in the UK. Some investments and
services are not available to clients of the London Branch. Any services provided by Emirates NBD Bank PJSC outside the UK will
not be regulated by the FCA and you will not receive all the protections afforded to retail customers under the FCA regime, such as
the Financial Ombudsman Service and the Financial Services Compensation Scheme. Changes in foreign exchange rates may affect
any of the returns or income set out within this publication.

Singapore

This publication was prepared by Emirates NBD Bank PJSC in the United Arab Emirates. It has been issued and approved for
distribution to clients by the Singapore branch of Emirates NBD Bank PJSC which is licensed by the Monetary Authority of
Singapore (MAS) and subject to applicable laws (including the Financial Advisers Act (FAA) and the Securities and Futures Act
(SFA). Any services provided by Emirates NBD Bank PJSC outside Singapore will not be regulated by the MAS or subject to the
provisions of the FAA and/or SFA, and you will not receive all the protections afforded to retail customers under the FAA and/or
SFA. Changes in foreign exchange rates may affect any of the returns or income set out within this publication.

Please contact your Relationship Manager for further details or for clarification of the contents, where appropriate.

For contact information, please visit www.emiratesnbd.com
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