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FX Week

Amid rising inflation...

With inflation data continuing to surprise positively in recent days the coming week will be
interesting in terms of showing how central banks are likely to respond to it. US consumer and
producer prices were both stronger than expected in January, rising by 0.5% and 0.4%
respectively on a headline basis, and by 0.3% and 0.4% at the core level. These suggest that the
pick-up in wage pressures reported earlier are unlikely to be a one-off and that a broad based
upturn in prices is already underway. However, with the markets undergoing sharp volatility in
response to the latest data there has also been uncertainty about how the Fed will respond to it,
with past experience sometimes suggesting a preparedness to hold back from raising interest
rates in a falling equity market, the so called ‘Fed put’. However, comments from Fed officials in
the past week suggest an intention to continue the process of monetary policy normalization,
casting doubt on whether the ‘Fed put’ will continue to operate under new Fed Chair Powell.
Powell is due to testify to Congress on February 28 before the House Financial Services
Committee in which he will outline his approach. Ahead of this the Fed will release its Monetary
Policy Report, due out on Friday 23rd of this week, which will be the basis for Powell's comments.

The markets await Fed guidance

This will be the first major action coming out of the new Powell Fed, and may reflect a more
optimistic mood about growth especially following the tax cuts enacted at the end of last year. Of
course the Fed will also be aware of the additional USD300bn of spending that was announced
last week, which give a boost to their growth and inflation forecasts. The minutes of the January
30-31 FOMC meeting, the last one to be chaired by Yellen, will also be looked at for changes of
nuance although these are unlikely to be groundbreaking, with the focus being on what debate if
any there was about the dot plot, and whether the Fed could do more or less than the 3 hikes
currently implied.
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The dollar is likely to reflect the messages conveyed to a certain extent, although a striking feature
of the last month has been how little it has responded to firmer bond yields. To the extent that
yields rally further it may well be the case that the dollar continues to focus on the concerns that
this might represent about inflation and about a rising fiscal deficit, rather than the positives that
higher interest rates are usually associated with. Furthermore, the prospect of more trade tariffs
being introduced increases existing concerns about protectionism and about the Administration’s
attitude towards the dollar, while the intensification of the Muller Inquiry adds another dimension
of uncertainty to the White House policy outlook.
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Dollar reverses previous gains

The dollar declined last week, reversing the gains of the previous fortnight. Over
the last week, the Dollar Index fell by 1.51% to 89.08, having hit a new 2018 low
of 88.25 on Friday. Of note is that this move takes the dollar back below the
supporting baseline that had held since September 2016 and leaves the index
vulnerable to further declines. In the short term, there may be some reprieve as
there was a decent reversal on Friday and the 14-day Relative Strength Index
(currently at 39.13) looks bullish, however while the index remains below 90, the
chance for further declines towards 85 cannot be ruled out.

Dollar Index remains technically vulnerable

Last Price 89.100
J High on 01/03/17 103.820
= Average 96.229
1 Low on 02/16/18 88.253 ;1;
M SMAVG (50) on Close  91.274 ! ‘
M SMAVG (100) on Close 92.533

] i
M SMAVG (200) on Close 93.645 | ' | !l
1 1 / M
76.4% il |
SR /"l/ i

B 98.000

Mar Jun Sep Dec Mar Sep
2016

DXY Curncy (DOLLAR INDEX SPOT) Daily 19FEB2016-18FEB2018
Source: Bloomberg

Copyrighto 2018 Bloomberg Finance L.P.

EUR on lookout for hints about tapering

The EUR is likely to be influenced by the minutes of the January ECB council
meeting (Thursday), which will be scrutinized for indications of how far the ECB's
discussions about the expected change in guidance regarding an end to QE have
moved forward. Before this the focus may also be on the appointment of a new
ECB Vice President and what message this might also send about the outlook for
monetary policy and whether the ECB will continue to do ‘whatever it takes’ to
prevent another debt crisis from resurfacing. In this context the appointment of
Spain’s Luis de Guindos would likely be taken dovishly while that of Ireland’s
Central bank Head Lane would likely be viewed more hawkishly.

From a data perspective, the coming week is a relatively quiet one with only the
German ZEW and IFO surveys of great significance.

EUR rises but faces strong resistance

EURUSD rose 1.27% last week to reach 1.2407 and reverse most of the previous
week’s decline. Earlier on Friday, the price had even reached a new 2018 high of
1.2555, a level last seen in December 2014. Despite EURUSD remaining in a daily
uptrend, the test of 1.2555 was repelled by extreme selling pressure, retreating
back towards 1.24.
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EURUSD capped below 1.26?
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GDP and employment data expected in UK

The UK data calendar will be a busier one by contrast, with February CBI surveys
on industrial trends and retail sales, labor market data, and the second estimate
of Q4 GDP due out in the week ahead. Last week ended with the official UK retail
sales data for January disappointing relative to expectations, rising by just 0.1%
helping the pound to end the week back below 1.40.The backdrop of Brexit
negotiations that appear to be difficult is not very helpful either.

GBPUSD finds support at 1.3885

GBPUSD rose 1.49% last week after finding support at the five year 38.2%
Fibonacci retracement (1.3885), annulling most of the losses of the previous
fortnight and reinstating the daily upward trend that has been in effect since
January 2017. However, analysis of the daily candle chart shows that further
losses may follow Friday’s daily decline. The 14-day Relative Strength Index
shows a bearish direction and cable has failed to sustain gains above 1.41. We
expect a retest of 1.3885 in the week ahead, a break of which will result in further
declines towards 1.38.
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GBPUSD to revisit 1.38?
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USDJPY crashes below long term support

Asian markets will remain becalmed by the Chinese Lunar new year holidays. This
is not preventing USDJPY from capitulating, however, as the JPY continued as
the strongest major currency last week, defying interest rate differentials and
breaking key support levels in the process. Despite the nomination of Governor
Kuroda for another term at the BoJ, along with two dovishly perceived deputies,
USDJPY crashed through its 50% five year Fibonacci retracement (108.37) to
close the week 2.33% lower at 106.26, having gone as low as 105.55 on Friday
morning. This is of great technical significant as the 108.37 level has acted as a
firm support since November 2016. While the price stays below this level, further
declines towards 105 are to be expected.

USDJPY crashes below 108.37
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FX Forecasts
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FX Forecasts - Major

16-Feb Q12018 Q22018 Q32018 Q4 2018 3m 12m
EUR 1.2406 1.2200 1.2500 1.2200 1.2000 1.2485 1.2572 1.2769
JPY 106.21 110.00 113.00 116.00 118.00 105.59 104.90 103.35
CHF 0.9270 0.9600 0.9900 1.0100 1.0200 0.9201 0.9129 0.8969
GBP 1.4026 1.3800 1.4000 1.4200 1.4500 1.4079 1.4134 1.4254
AUD 0.7905 0.7600 0.7400 0.7200 0.7200 0.7905 0.7909 0.7922
NzD 0.7386 0.7000 0.7100 0.7100 0.7100 0.7381 0.7382 0.7387
CAD 1.2558 1.2500 1.2600 1.2600 1.2600 1.2540 1.2522 1.2490
EURGBP 0.8840 0.8841 0.8929 0.8592 0.8276 0.8863 0.8890 0.8953
EURJPY 131.88 134.20 141.25 141.52 141.60 131.88 131.88 131.88
EURCHF 1.1511 1.1712 1.2375 1.2322 1.2240 1.1500 1.1488 1.1463
16-Feb Q12018 Q22018 Q32018 Q4 2018 3m 6m 12m

SAR 3.7505 3.7500 3.7500 3.7500 3.7500 3.7502 3.7512 3.7574
AED 3.6730 3.6730 3.6730 3.6730 3.6730 3.6737 3.6746 --

KWD 0.2993 0.3050 0.3050 0.3050 0.3050 0.2988 0.2998 --

OMR 0.3850 0.3850 0.3850 0.3850 0.3850 0.3856 0.3867 0.3892
BHD 0.3770 0.3770 0.3770 0.3770 0.3770 0.3762 0.3763 0.3792
QAR 3.6502 3.6400 3.6400 3.6400 3.6400 3.6600 3.6645 3.6768
EGP 17.6475 17.2500 17.0000 16.8000 16.8000 17.9650 18.3200 19.0300
INR 64.215 64.000 65.000 66.000 66.000 65.0900 65.7600 67.1100
CNY 6.3415 6.6000 6.8000 7.0000 7.1000 6.3422 6.3756 6.4353

Source: Bloomberg, Emirates NBD Research

*Denotes USD peg
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Major FX and Nominal Interest Rates
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Major FX and Real Interest Rates

Interest Rate Differentials - EUR Interest Rate Differentials - GBP
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Major Currency Positions

CFTC - Speculative Positions - EUR
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CFTC - Speculative Positions - GBP
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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; (i) 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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