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FX Week

Deals are in the air, or at least the possibility of them. Chinais said to be proposing a USD1
trillion budget to boost imports from the U.S. over the next six years to eliminate the US-
Chinatrade imbalance. President Trump has agreed to hold a second summit with North Korean
leader Kim Jung Un at the end of February. Trump is also offering a deal to Democrats over
the border wall to end the government shutdown. Meanwhile, Chancellor Merkel is apparently
hinting that a compromise might be possible to avert a harmful Brexit, signaling that the
responsibility for getting the best possible deal rests with both the UK and the EU. Markets are
bracing for UK PM May'’s Brexit plan B to be announced tomorrow, so any indication that the EU
may soften its stance should be helpful. All in all there is a mood of compromise on some of the
most intractable issues facing markets, which should on the surface provide support for risk
appetite at the start of the week. Ordinarily this might be expected to cause the USD to soften, the
JPY to weaken and GBP to strengthen. However, the reality may be very different from the
headlines, especially when the details begin to be seen. So short term moves in response to these
weekend developments should be viewed cautiously.

For example the Democrats already appear to have rejected Trump’s latest overtures over the
government shutdown, which will maintain a growing sense of alarm about the fate of economic
growth. New York Fed head John Williams warned that the shutdown will progressively
darken the economic outlook, indicating that quarterly growth could be cut by between 0.5
and 1.0% per quarter depending on how long the closure lasts. This will no doubt have
implications for Fed policy as well, and may even eat into global growth which is already
weakening. In terms of Brexit there are grounds to be skeptical for a number of reasons about
whether a soft Brexit is now more likely following the government’s loss in Parliament last week.
Much of GBP’s rally to date is probably more related to a short squeeze than any material change
in how Brexit will eventually happen, which is likely to remain unclear even after May’s update on
Monday. One possible announcement that might be thought would provide more clarity is whether
she will announce a delay to the article 50 process, kicking the Brexit can further down the road.
However, even this cannot be guaranteed to provide more certainty about how Brexit will ultimately
end, and may potentially lead GBP down false alleyways in the process. China is likely to
announce that Q4 GDP growth slowed sharply in the coming week which will underscore the
urgency for an end to the US-China trade impasse. Meanwhile the ECB meeting will likely show
its policymakers finally starting to acknowledge the growing downside risks that are looming. So
beyond the promising weekend headlines at the start of it, the actual developments of the week
may turn out to be much less reassuring.
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EURUSD

EURUSD falls on growth concerns

Fresh concerns surfaced over the outlook in the Eurozone following
disappointing economic data. Eurozone aggregate production fell
by 1.7% m/m in November, the worst performance since February
2016, while growth in October was revised down to 0.1% m/m from
0.2% m/m. In addition, German GDP slowed to 1.5% yl/y in 2018,
down from 2.2% the previous year and the lowest level since 2013.
Under these circumstances, the euro found itself under pressure.

EURUSD direction dependent on ECB

In the end EURUSD may not benefit much from the weekend
headlines suggesting solutions to intractable problems over trade
and the US government shutdown. A US holiday on Monday may
allow for more stable trading conditions, but the ongoing absence
of key economic data releases as well as the lack of progress
between the White House and Congress over the shutdown will
likely keep the USD in a state of limbo. Friday's December durable
goods and new home sales data are both at risk of not being
released, and last week ended with mixed data showing production
holding up in December (industrial production rose 0.3%) while
consumer confidence took a hit at the start of the year (The
University of Michigan measure was 90.7 after 98.3 in December) .
In the end it may be that the ECB will be the greater influence on
EURUSD, as it is likely to acknowledge the downside risks to its
forecasts, and therefore imply a declining likelihood of rate hike in
the second half of the year.

Technical outlook

EURUSD fell by 0.92% last week, cancelling the gains of the
previous week to close at 1.1363. Having found resistance at the
100-day moving average on Monday (1.1462), the cross fell daily
for the rest of the week, closing below the 50-day moving average
(1.1383). Despite these gains, the price remains above the 200-
week moving average (1.1324) which has acted as a support since
August 2018. While the price closes the week above this level, a
retest of 1.15 remains a likely outcome.

EURUSD 1.1363 1.1500 1.1500
EURGBP 0.8829 0.9055 0.9200
EURJPY 124.74 127.08 128.80
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USDJPY

USDJPY rises on easing trade tensions

USDJPY ended the week firmer as fears about the trade stand-off
between the US and China receded a little. However, with Chinese
Q4 GDP likely to show a dip to a 6.3% yly pace from 6.5%
previously, these concerns will return if there is little follow through
to the reported talk that China will seek to boost US imports as part
of a trade deal.

Rate differentials to guide USDJPY

In Japan, the two-day Bank of Japan meeting ends on Wednesday,
though no policy changes are expected either in terms of rates or
guidance. There was a cooling in national CPI reported last week,
with core rate excluding fresh food falling back to 0.7% yly in
December. This may cause the BOJ to downgrade its forecasts for
inflation which in turn will be seen as reducing the prospects that
the BOJ will begin normalizing monetary policy in the coming year.
Assuming that there are no breakthroughs on the trade front, the
evolution of interest rate differentials may be the other main
determinant of USDJPY direction, and this trend may be positive to
the extent that the BOJ remains dovish.

Technical outlook

Over the last five days, USDJPY climbed for the first time in five
weeks, gaining 1.20% to close at 109.78. These gains have taken
the price back above the 38.2% and 50% one-year Fibonacci level
respectively which is bullish in the short term. As a result of this, we
expect further gains towards the 110.50 level over the next week.

USDJPY 109.78 110.50 112.00
EURJPY 124.74 127.08 128.80
GBPJPY 141.32 140.34 140.00
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GBPUSD

GBPUSD rises for a fifth week

UK retail sales data caused GBP to give back some of the gains it
made following the vote on May’s Brexit plan last Tuesday. Sales
volumes fell by 0.9% in December and 0.2% in Q4, highlighting the
increasing sensitivity of the economy to the Brexit process. To the
extent that that process now looks more complex hardly makes us
confident about the chances of activity rebounding soon, or for GBP
to continue recovering.

Brexit continues to be the main influence on
GBP

The main focus will now be on May’s updated plans for Brexit to be
revealed on Monday. At this stage it is unlikely that much new
information will be offered, beyond the promise to begin negotiating
with the EU again. The markets will be hoping that a delay to the
Brexit process will be announced, but we would caution that even
this would not provide much certainty about how any new talks will
ultimately end up. In fact we see the near unanimity of view
expecting a soft Brexit to emerge as flawed, and consequently
retain a bearish view in the near term.

Technical outlook

GBPUSD gained for a fifth week, rising by 0.25% to close at 1.2872.
Although the price was able to climb and close above the 100-day
moving average (1.2890) on Thursday, the break was not sustained
and losses on Friday sawn the price remain below this level. In
order to achieve further gains, the price needs to close above this
level and therefore at present GBPUSD is vulnerable to further
losses.

GBPUSD 1.2872 1.2700 1.2500
EURGBP 0.8829 0.9055 0.9200
GBPJPY 141.32 140.335 140.00
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Other developments

NZDUSD breaks below key moving averages

NZD was last week’s worst performing G-10 currency. A 1.34% fall
saw NZDUSD break below both the 50-day and 200-day moving
averages (0.6796 and 0.6781) to close at 0.6743. With the 200-day
moving average now acting as a resistance level, while the price
remains below this level there are further downside risks towards
the 0.6680 level, not far from the 100-day moving average (0.6689).
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FX Forecasts
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FX Forecasts - Major

18-Jan Q12019 Q22019 Q32019 Q4 2019 3m 12m
EURUSD 1.1363 1.1500 1.1500 1.1800 1.2000 1.1452 1.1541 1.1730
USDJPY 109.78 114.00 116.00 114.00 112.00 108.97 108.14 106.39
USDCHF 0.9954 1.0000 1.0000 0.9800 0.9700 0.9868 0.9782 0.9603
GBPUSD 1.2872 1.2500 1.3000 1.3500 1.4000 1.2931 1.2988 1.3102
AUDUSD 0.7168 0.7300 0.7550 0.7700 0.8000 0.7177 0.7186 0.7208
NZDUSD 0.6743 0.6800 0.6900 0.7100 0.7400 0.6754 0.6765 0.6787
USDCAD 1.3260 1.3250 1.2850 1.2600 1.2500 1.3232 1.3207 1.3163
EURGBP 0.8829 0.9200 0.8846 0.8741 0.8571 0.8857 0.8887 0.8955
EURJPY 124.74 131.10 133.40 134.52 134.40 124.74 124.74 124.74
EURCHF 1.1310 1.1500 1.1500 1.1564 1.1640 1.1299 1.1288 1.1263
o tse ]
18-Jan Q12019 Q22019 Q32019 Q4 2019 3m 6m 12m

SAR 3.7508 3.7500 3.7500 3.7500 3.7500 3.7508 3.7516 3.7570
AED 3.6729 3.6730 3.6730 3.6730 3.6730 3.6737 3.6743 --

KWD 0.3033 0.3020 0.3020 0.3020 0.3020 0.3036 0.3035 --

OMR 0.3850 0.3850 0.3850 0.3850 0.3850 0.3857 0.3866 0.3892
BHD 0.3770 0.3770 0.3770 0.3770 0.3770 0.3761 0.3761 0.3795
QAR 3.6545 3.6400 3.6400 3.6400 3.6400 3.6545 3.6551 3.6590
EGP 17.8830 18.0000 18.1250 18.2500 18.2500 18.3250 18.8350 19.8200
INR 71.188 70.000 70.000 68.000 68.000 72.0200 72.8500 74.3700
CNY 6.7773 6.9000 7.0000 7.1000 7.2000 6.8165 6.8245 6.8360
SGD 1.3587 1.3500 1.3200 1.3000 1.2900 1.3559 1.3526 1.3463

Source: Bloomberg, Emirates NBD Research

*Denotes USD peg
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Major FX and Nominal Interest Rates

Interest Rate Differentials - EUR Interest Rate Differentials - GBP
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Major FX and Real Interest Rates

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

CFTC - Speculative Positions - EUR CFTC - Speculative Positions - GBP
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Disclaimer

PLEASE READ THE FOLLOWING TERMS AND CONDITIONS OF ACCESS FOR THE PUBLICATION BEFORE THE USE THEREOF. By continuing to access and use the
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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
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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.

Page 10



[(a Emirates NBD

Emirates NBD Research & Treasury Contact List

Emirates NBD Head Office
12thFloor

Baniyas Road, Deira
P.OBox777

Dubai

Jonathan Morris
General Manager Wholesale Banking
JonathanM@emiratesnbd.com

Research

Khatija Haque

Head of MENA Research
+9714 230 7803
khatijah@emiratesnbd.com

Mohammed Altajir

FX Analytics and Product Development
+9714 609 3005
mohammedtaj@emiratesnbd.com

Hessa Al Khawaja

Research Associate

+9714 609 3015
Hessaalkh@emiratesnbd.com

Sales & Structuring

Group Head — Treasury Sales
Tariq Chaudhary

+971 4 230 7777
tarigmc@emiratesnbd.com

London Sales
+44 (0) 20 7838 2241
vallancel@emiratesnbd.com

Emirates NBD Capital

Hitesh Asarpota
Head of Debt Capital Markets.
+971 50 4529515
asarpotah@EmiratesNBD.com

Investor Relations

Patrick Clerkin
+9714 230 7805
patricke@emiratesnbd.com

Aazar Ali Khwaja

Senior Executive Vice President
Global Markets & Treasury
+971 4 609 3000
aazark@emiratersnbd.com

Anita Yadav

Head of Fixed Income Research
+9714 230 7630
anitay@emiratesnbd.com

Edward Bell

Commodity Analyst

+9714 230 7701
edwardpb@emiratesnbd.com

Saudi Arabia Sales
Numair Attiyah

+966 11 282 5656
numaira@emiratesnbd.com

Egypt

Gary Boon

+20 22 726 5040
garyboon@emiratesnbd.com

Group Corporate Affairs

Ibrahim Sowaidan
+9714 609 4113
ibrahims@emiratesnbd.com

Tim Fox

Head of Research &

Chief Economist

+9714 230 7800
timothyf@emiratesnbd.com

Aditya Pugalia

Financial Markets Research
+9714 230 7802
adityap@emiratesnbd.com

Daniel Richards

MENA Economist

+9714 609 3032
danielricha@emiratesnbd.com

Singapore Sales

Supriyakumar Sakhalkar

+65 65785 627
supriyakumars@emiratesnbd.com

Claire Andrea
+9714 609 4143
clairea@emiratesnbd.com
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