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FX Week

Dollar to benefit from North Korea and China trade developments

There were potentially two positive developments over the weekend that should be constructive
for risk appetite at the start of the week including for equities, bond yields and the dollar. The first
of these was the news that North Korea is to suspend nuclear and ICBM tests and dismantle its
nuclear sites according to North Korea's Korean Central News Agency. The suspension went into
effect on Saturday with North Korea’s Kim Jung Un seemingly wanting to shift his country’s focus
towards improving the economy and away from nuclear powered security. The announcement
comes against the background of pending talks between the US and North Korea and portend a
positive outcome that could help to diffuse one of the most intractable geopolitical problems of
recent years, if not decades.

The second development was the announcement that US Treasury Secretary Steve Mnuchin is
considering a trip to China in a bid to avert a pending trade war between the two countries that
could in extremis cause the world economy to sink back into recession. Both announcements are
still a long way from achieving lasting solutions to two of the world’s biggest uncertainties, but on
both counts there should be at least a reduction in risk aversion in the short term as a result.
These steps also come against a background of markets already stepping away from
contemplating the possibility of a US recession last week, as 10-year Treasury bond yields rose
to just shy of 3.0%. This caused the yield curve to steepen as the perceived risk of the US
economy falling back into recession lessened. Indeed, the 2s-10s spread had briefly hit 43 bps,
not seen since 2007 and the financial crisis, causing global equity markets to become nervous.

Previously firmer bond yields had been associated with weaker equity markets, and a softer
dollar, but in this instance the context is different with geopolitical and trade tensions now
seemingly less of a concern. The dollar should therefore be able to continue its recent
improvement at least until fresh doubts about trade and geopolitics resurface, which is entirely
possible. The dollar also faces a heavy week in terms of corporate earnings figures, heavy
Treasury supply, and important data releases, with the main focus likely to be on whether the 10-
year yield can test and break above 3.0%. If this can happen it may be that the dollar can also
begin to re-establish its former positive relationship with rising interest rates.

Weekly currency movement vs USD (%)
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USDJPY recovery reflects improving risk appetite

USDJPY will be the main test of this, having historically had a strong correlation
with US-Japan interest rate differentials. So far it has managed to recover from
lows of 104.56 in late March to reach back to within sight of 108 today. The move
reflects dollar firmness in the main as JPY crosses were relatively steady, but
Japanese economic data also helps to justify a weaker JPY profile. Japanese
March CPI came in at 1.1% y/y down from 1.5% in February, while the core rate
eased to a 0.9% vyly rate from 1.0% yly, taking it further away from the BOJ’s
target. This will likely reinforce the bias of the BOJ to remain on hold for a
considerable time, much more than in the Eurozone for instance. Needless to say
the BOJ meets towards the end of this week with no policy changes expected.
Technically support for USDJPY is at 107.30, while a breach of last week's two-
month high at 107.78 will be needed to reinforce the recent more positive trend.

US data dominated by Q1 GDP

US economic data will arguably play a greater role for dollar crosses, however, as
US Q1 GDP data is due out and expected to slow to a 2.4% rate of growth, after
the 2.9% pace in Q4. Such a slowdown often happens at the start of the year, as
seasonal adjustments appear inadequate. The main focus will probably be on
consumer spending which is likely to have fallen back significantly after strong
gains in Q4. Meanwhile, the Q1 employment cost index is expected to show
employment costs rising, while consumer confidence, durable goods orders and
home sales make up the balance of the data.

GBP sinks on Carney rate swipe

GBP lost significant ground last week (-1.7%) following BoE Governor Carney‘s
latest intervention about the prospects UK interest rates. He said that while there
will be ‘a few interest rate rises over the next few years,’” he didn't want ‘to get too
focused on timing’ thus damping widespread expectations for the Bank to deliver
another 25bp repo rate hike on May 10th. In contrast to Carney, Michael
Saunders, who was one of the Monetary Policy Committee's two dissenters in
favor of hiking rates at the March MPC meeting, stuck to his relatively hawkish
message.

Notwithstanding Carney’s latest remarks we are still anticipating that the BOE will
raise interest rates next month. However, the Bank may also choose to reduce its
inflation projections while toning down its hawkish guidance, in view of the muted
second-round inflationary pressures, and in light of currency gains over the last
several months. For the time being the GBPUSD will probably remain under some
pressure, until closer to the policy meeting itself, and while the global environment
remains risk friendly and dollar supportive. UK Q1 GDP data to be released in the
coming week is expected to be slightly softer than in Q4, with a growth rates of
0.3% qg/q and 1.4% yly after Q4 figures of 0.4% g/q and 1.4% yly. Ultimately,
however, we still see GBP recapturing its upside trend and is expected to end the
year at 1.45.

ECB messaging key as Eurozone data turns mixed

The Eurozone also faces some GDP data in a few of its constituent countries, for
instance in France and Spain where softer growth is expected than in Q4. Softer
activity indices are also expected which should help to maintain a downward bias
for the EUR. The main issue for the EUR will probably be the ECB meeting,
however, on Thursday. Although policy rates and guidance will likely remain
unchanged, the comments of President Draghi will be of greater importance as he
seeks to find the language to justify a gradual move away from QE, but not just
yet. For the time being he is unlikely to be explicit about the timing of any changes
in policy, with a change in such rhetoric more likely to come in the summer.
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However, his observations about the economy and the risks to it will be picked up
on, as they will provide early indications about the mood and about how long the
ECB will likely remain patient for. Consolidation thus remains the main theme for
the EUR for the time being, with the risk being of a run down to 1.22 in the coming
days.

AUD hurt by RBA minutes

In terms of other currency pairs the AUD focus will be on inflation where Q1 CPI
is expected to rise 0.6% g/q, after a 0.6% gain in Q4, taking the yl/y rate to 2.0%
up from 1.9% y/y. The AUD dropped in the wake of the release of the RBA's April
minutes last week followed by pressure driven by broader USD strength. The
RBA's minutes revealed a mixed view on the economy, with members noting that
‘more likely the next move in the rate would be up, rather than down,’ but also
indicating that there ‘was not a strong case for a near-term adjustment in monetary
policy.” Overall then the AUD may remain exposed and vulnerable to any
tightening by other central banks, limiting the topside for the currency.

TRY awaits rate decision

Finally in terms of EM markets the focus will likely fall on the TRY in view of its
recent sharp losses and the pressure this is exerting on the Turkish Central Bank
to raise interest rates this week. USDTRY has backed off recent highs of 4.20, but
as it remains above 4.0 it is clearly not out of the woods, leaving a 100bps rate
hike a strong possibility.
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FX Forecasts - Major

EUR
JPY
CHF
GBP
AUD
NzD
CAD
EURGBP
EURJPY
EURCHF

SAR
AED

KWD
OMR
BHD

QAR

EGP

INR

20-Apr Q22018 Q32018 Q42018 Q1 2019 3m 12m
1.2288 1.2500 1.2700 1.2700 1.2800 1.2374 1.2466 1.2672
107.66 105.00 108.00 108.00 110.00 106.99 106.26 104.62
0.9746 0.9800 0.9800 0.9800 0.9800 0.9669 0.9588 0.9418
1.4000 1.4200 1.4500 1.4500 1.4800 1.4058 1.4118 1.4246
0.7672 0.7600 0.7700 0.7800 0.7800 0.7675 0.7681 0.7698
0.7207 0.7200 0.7200 0.7200 0.7200 0.7206 0.7208 0.7216
1.2761 1.2600 1.2600 1.2600 1.2600 1.2736 1.2714 1.2674
0.8776 0.8803 0.8759 0.8759 0.8649 0.8801 0.8828 0.8893
132.28 131.25 137.16 137.16 140.80 132.28 132.28 132.28
1.1981 1.2250 1.2446 1.2446 1.2544 1.1970 1.1958 1.1940
20-Apr Q22018 Q32018 Q42018 Q12019 3m 6m 12m

3.7502 3.7500 3.7500 3.7500 3.7500 - - 3.7540
3.6730 3.6730 3.6730 3.6730 3.6730 3.6735 3.6741 -

0.3002 0.3020 0.3020 0.3020 0.3020 0.2941 0.2916 -

0.3850 0.3850 0.3850 0.3850 0.3850 0.3853 0.3860 0.3885
0.3771 0.3770 0.3770 0.3770 0.3770 0.3761 0.3762 0.3791
3.6545 3.6400 3.6400 3.6400 3.6400 3.6635 3.6673 3.6750
17.6206 17.2500 17.2500 17.0000 17.0000 17.9600 18.2700 19.0400
66.108 66.000 67.000 66.000 66.000 66.9900 67.6900 68.9700
6.2964 6.7000 6.9000 7.1000 7.1000 6.3155 6.3400 6.3820

CNY

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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Interest Rate Differentials — JPY Interest Rate Differentials - CHF
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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 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
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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