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yihgll yus diljlodl iy USD advances amidst renewed uncertainty

Emirates NBD With equity markets enduring a more volatile time, with US indices ending down over the week
as a whole, it is not such a surprise that ‘riskier’ currencies have also lost ground, with the AUD,
NZD and CAD going from the previous week’s best performers to being the worst. The USD
advanced against all major currencies, enjoying its biggest weekly gain since late April,
although the DXY index is still trapped in an overall tight range that has been in place since
March.

More questions than answers

It is becoming clearer that the latest phase of the coronavirus crisis appears less straightforward
than a month ago, when markets were recovering from steep losses after the initial shock of
lockdowns, spurred on by enormous monetary and fiscal injections. Now with governments
experimenting with easing these lockdowns markets are becoming less sure which way
developments will go, especially with government policies often giving way to more questions
than answers. This applies to the effect of easing restrictions on the incidence of the virus itself,
Wee kly but it also applies to the broader ramifications of emergency economic policies that have been

applied in a hurry, but which could take years if not decades to unwind. Confidence in V shaped
17 May 2020 recoveries, popular a month ago, appears to be reducing, but uncertainty prevails about
whether the eventual recovery path will be more U, W or even L shaped.

Powell resists negative rates

Uncertainty about interest rates is also running high as Fed funds futures have continued to
point to the risk of negative rates in the US despite Fed Chair Jerome Powell last week
dismissing the strategy as inappropriate for the US at this juncture. To some extent the markets’
moves are understandable, however, with growth contracting in Q1 and likely to get much
worse in Q2 (retail sales dropped 16.4% in April, while industrial production fell 11.2%), and
with inflation turning negative (CPI fell -0.8% m/m in April). In such circumstances it is natural
for some banks to hedge against the possibility of deflation, just as it will also be natural for
others to buy inflation hedges if they are fearful of unlimited QE spilling over into resurgent price
pressures further down the road. At this moment, the deflation threat clearly has the upper
hand, but it should not be ignored that this trend could quickly reverse once the pandemic
begins to retreat. Powell will testify this week where he is likely to repeat his cautious stance
while repeating the need for more fiscal support.
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GBP back to March lows

Unwinding massive fiscal deficits is also receiving attention with the UK Treasury producing a
paper on the steps which may need to be taken to repair a GBP300bn hole in the UK
government finances in the aftermath of the crisis, including tax rises and spending cuts. This
drew sharp criticism, however, at a time when the UK economy was already plunging into
recession with a growth contraction of 2.0% reported in Q1. Critics said it would be ‘economic
suicide’ to hike taxes to slash the deficit, with the government being urged to ignore the debt
for now and promote growth as a way out of the crisis. GBP had one of the worst weeks of
the major currencies, falling 2.37% against the USD to reach its lowest point since late
March, which was also not helped by the high numbers ofcovid-19 deaths in the UK,
confusion about government policies for ending the lockdown, and a breakdown in talks with
the EU over post-Brexit trade arrangements.

Coronavirus blame game heats up

The blame game for the crisis is also picking up between the US and China, and not only in
terms of rhetoric, with President Trump starting to take measures to punish China. The first of
these saw President Trump direct a prominent US pension fund managing pensions of
millions of federal employees not to invest in Chinese companies, threatening that the US
could ‘cut off the whole relationship with China’. The second saw a tightening of restrictions
placed on Chinese technology company Huawei, preventing companies from selling products
to it if these have been made using US technology or hardware.

CNY softness resumes

Prior to this crisis markets had been hoping that US-China trade relations were on the mend,
but now not only are they seemingly getting worse again, but they are also straying into the
financial realm which carries different and perhaps greater risks. At a time when the US
needs to issues trillions of more dollars in Treasury debt this year, provoking the second
biggest foreign holder of US Treasuries in the world could easily backfire, certainly by
generating renewed volatility. It seems likely that markets will have to endure many more
months of heightened threats, counter threats, sanctions and retaliation, which are likely to
keep risk aversion elevated, especially in a US election year.

Hurting AUD and NZD in the process

This will underpin the USD periodically as it is at the moment, with the CNY beginning to lose
ground again back above 7.10 at the end of last week. Our near term bias is also for USD
firmness to continue in general whilst the visibility about the shape of the economic recovery
remains poor.

Such losses for the CNY also translated into weakness for the AUD and the NZD, with the

NZD having the biggest losses (-3.3%) after the RBNZ also signaled it was open to cutting
interest rates lower, even potentially taking them negative from their current 0.25%.
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FX Forecasts — Major
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15-May Q22020 Q32020 Q42020 12m
1.0820 1.0500 1.1000 1.1200 1.0841 1.0863 1.0911
107.06 107.00 110.00 112.00 106.91 106.72 106.28
0.9715 0.9600 1.0000 1.0000 0.9689 0.9661 0.9602
1.2116 1.2000 1.3000 1.3500 1.2120 1.2124 1.2132
0.6413 0.6300 0.6600 0.7000 0.6414 0.6413 0.6411
0.5935 0.6000 0.6400 0.6800 0.5931 0.5928 0.5926
1.4109 1.400 1.3800 1.3500 1.4106 1.4104 1.4102
0.8935 0.8750 0.8462 0.8296 0.8949 0.8965 0.8998
116.02 112.35 121.00 125.44 116.02 116.02 116.02
1.0517 1.008 1.1000 1.1200 1.0509 1.0500 1.0481
1 |
15-May Q22020 Q32020 Q42020 3m 6m 12m
3.7578 3.7500 3.7500 3.7500 3.7605 3.7631 3.7740
3.6730 3.6730 3.6730 3.6730 3.6749 3.6773 3.6828
0.3093 0.3020 0.3020 0.3020 0.3101 0.3109 -
0.3850 0.3850 0.3850 0.3850 0.3886 0.3924 0.4008
0.3775 0.3770 0.3770 0.3770 0.3760 0.3760 0.3782
3.6655 3.6400 3.6400 3.6400 3.6634 3.6608 3.6573
15.7349 15.7500  16.0000  17.0000 16.1750 16.6300 17.7500
75.575 75.000 73.000 71.000 76.8100 77.6600 79.3300
7.1019 7.2000 7.2000 7.2000 7.1533 7.1785 7.2215
1.4268 1.40 1.40 1.35 1.4270 1.4263 1.4260
S 3w |
15-May Q22020 Q32020 Q42020
9.8884 10.5000 10.5000 10.0000 9.9327 9.9623 10.0226
2.9100 3.0000 3.2000 3.0000 2.9900 3.0750 3.2800
6.9013 7.0000 7.2000 7.2000 - - -

TRY

Source: Bloomberg, Emirates NBD Research

*Denotes USD peg
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Emirates NBD

Disclaimer

PLEASE READ THE FOLLOWING TERMS AND CONDITIONS OF ACCESS FOR THE PUBLICATION BEFORE THE USE THEREOF. By continuing to access and use the
publication, you signify you accept these terms and conditions. Emirates NBD reserves the right to amend, remove, or add to the publication and Disclaimer at any time. Such
modifications shall be effective immediately. Accordingly, please continue to review this Disclaimer whenever accessing, or using the publication. Your access of, and use of the
publication, after modifications to the Disclaimer will constitute your acceptance of the terms and conditions of use of the publication, as modified. If, at any time, you do not wish
to accept the content of this Disclaimer, you may not access, or use the publication. Any terms and conditions proposed by you which are in addition to or which conflict with this
Disclaimer are expressly rejected by Emirates NBD and shall be of no force or effect. Information contained herein is believed by Emirates NBD to be accurate and true but
Emirates NBD expresses no representation or warranty of such accuracy and accepts no responsibility whatsoever for any loss or damage caused by any act or omission taken
as a result of the information contained in the publication. The publication is provided for informational uses only and is not intended for trading purposes. Charts, graphs and
related data/information provided herein are intended to serve for illustrative purposes. The data/information contained in the publication is not designed to initiate or conclude any
transaction. In addition, the data/information contained in the 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 their determination. The 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 of information contained in the publication provided thereto by or obtained from
unaffiliated third parties. Moreover, the provision of certain data/information in the publication may be subject to the terms and conditions of other agreements to which Emirates
NBD is a party.

None of the content in the publication constitutes a solicitation, offer or recommendation by Emirates NBD to buy or sell any security, or represents the provision by Emirates NBD
of investment advice or services regarding the profitability or suitability of any security or investment. Moreover, the content of the publication should not be considered legal, tax,
accounting advice. The 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. Accordingly, 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 publication including, but not limited to, quotes and financial data; (b) loss or damage arising from the use of the publication, including, but not limited to any investment
decision occasioned thereby. (c) 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, ARISING FROM THE USE OF THE PUBLICATION, INCLUDING BUT NOT LIMITED TO, LOSS OF REVENUE, OPPORTUNITY, OR ANTICIPATED
PROFITS OR LOST BUSINESS. The information contained in the 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. Anyone proposing to rely on or use the information contained in the 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 regarding information contained in the publication. Further, references to any financial instrument or investment product is not intended to imply that an actual trading
market exists for such instrument or product. In publishing this document Emirates NBD is not acting in the capacity of a fiduciary or financial advisor.

Emirates NBD and its group entities (together and separately, "Emirates NBD") does and may at any time solicit or provide commercial banking, investment banking, credit,
advisory or other services to the companies covered in its reports. As a result, recipients of this report should be aware that any or all of the foregoing services may at times give
rise to a conflict of interest that could affect the objectivity of this report.

The securities covered by this report may not be suitable for all types of investors. The report does not take into account the investment objectives, financial situations and specific
needs of recipients.

Data included in the 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. In receiving the publication, you acknowledge and agree that there are risks associated with
investment activities. Moreover, you acknowledge in receiving the publication that the responsibility to obtain and carefully read and understand the content of documents relating
to any investment activity described in the publication and to seek separate, independent financial advice if required to assess whether a particular investment activity described
herein is suitable, lies exclusively with you. You acknowledge and agree that past investment performance is not indicative of the future performance results of any investment and
that the information contained herein is not to be used as an indication for the future performance of any investment activity. You acknowledge that the 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 you 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, you acknowledge and agree that you may not copy or make any use of the content of the publication or any
portion thereof. Except as specifically permitted in writing, you shall not use the intellectual property rights connected with the publication, or the names of any individual
participant in, or contributor to, the content of the publication, or any variations or derivatives thereof, for any purpose.

YOU AGREE TO USE THE PUBLICATION SOLELY FOR YOUR OWN NONCOMMERCIAL 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. YOU AGREE NOT TO USE, TRANSFER, DISTRIBUTE, OR DISPOSE OF
ANY DATA/INFORMATION CONTAINED IN THE PUBLICATION IN ANY MANNER THAT COULD COMPETE WITH THE BUSINESS INTERESTS OF EMIRATES NBD. YOU
MAY NOT COPY, REPRODUCE, PUBLISH, DISPLAY, MODIFY, OR CREATE DERIVATIVE WORKS FROM ANY DATA/INFORMATION CONTAINED IN THE PUBLICATION.
YOU MAY NOT OFFER ANY PART OF THE PUBLICATION FOR SALE OR DISTRIBUTE IT OVER ANY MEDIUM WITHOUT THE PRIOR WRITTEN CONSENT OF EMIRATES
NBD. THE DATA/INFORMATION CONTAINED IN THE PUBLICATION MAY NOT BE USED TO CONSTRUCT A DATABASE OF ANY KIND. YOU MAY NOT USE THE
DATA/INFORMATION IN THE PUBLICATION IN ANY WAY TO IMPROVE THE QUALITY OF ANY DATA SOLD OR CONTRIBUTED TO BY YOU TO ANY THIRD PARTY.
FURTHERMORE, YOU 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 YOU OR, EXCEPT AS OTHERWISE
PROVIDED WITH EMIRATES NBD’S PRIOR WRITTEN CONSENT, AND YOU ACKNOWLEDGE THAT YOU HAVE NO OWNERSHIP RIGHTS IN AND TO ANY OF SUCH
ITEMS. MOREOVER YOU AGREE THAT YOUR USE OF THE PUBLICATION IS AT YOUR SOLE RISK AND ACKNOWLEDGE THAT THE PUBLICATION AND ANYTHING
CONTAINED HEREIN, IS PROVIDED "AS IS" AND "AS AVAILABLE," AND THAT EMIRATES NBD MAKES NO WARRANTY OF ANY KIND, EXPRESS OR IMPLIED, AS TO
THE PUBLICATION, INCLUDING, BUT NOT LIMITED TO, MERCHANTABILITY, NON-INFRINGEMENT, TITLE, OR FITNESS FOR A PARTICULAR PURPOSE OR USE. You
agree, at your own expense, to indemnify, defend and hold harmless Emirates NBD, its Suppliers, agents, directors, officers, employees, representatives, successors, and
assigns from and against any and all claims, damages, liabilities, costs, and expenses, including reasonable attorneys’ and experts’ fees, arising out of or in connection with the
publication, including, but not limited to: (i) your use of the data contained in the publication or someone using such data on your behalf; (ii) any deletions, additions, insertions or
alterations to, or any unauthorized use of, the data contained in the publication or (iii) any misrepresentation or breach of an acknowledgement or agreement made as a result of
your receiving the publication.
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