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FX Week

USD depreciated in Q1 2017

Although the dollar firmed up on Friday it ended Q1 3.3% softer against a basket of currencies
(DXY index) amid growing concerns about President Trump’s ability to implement key planks of
his policy agenda including tax cuts, increased spending, and deregulation. Treasury bond yields
have retreated back to the lows seen at the start of the year and the USD has struggled after
rallying strongly at the turn of the year, especially ahead of Donald Trump’s inauguration. Q2
looks likely to be a nervous quarter for financial markets, including the dollar, as markets weigh
the likelihood of legislation getting bogged down for longer in Congress, especially after Trump
failed in his bid to repeal President Obama’s flagship health care reforms.

But Fed guidance remains consistent

For the time being the messages from the Federal Reserve still appear to be consistent with at
least two more rate hikes this year with most policymakers having indicated the Fed has met its
goals, and nearly all supporting a scenario for three or four hikes in total. Confidence remains
high heading into April, as reflected in recent sentiment surveys, the labor market continues to
strengthen, and manufacturing is improving further. Should such expectations begin to get
dampened by softer economic data, however, then the dollar is at risk of falling again. Indeed
after starting Friday positively in the wake of upgraded US Q4 GDP data (to 2.1% from 1.9%),
the dollar later fell back as news reports circulated that the Trump administration is assessing
ways to penalize currency manipulators.

Weekly currency movement vs USD (%)
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Source: Bloomberg, Emirates NBD Research

The coming week will see ISM manufacturing and non-manufacturing survey data as well as the
minutes of the March FOMC meeting at which interest rates were raised by 25bps. Finally the
main focus will be on the March jobs data, which are expected to show gains in non-farm payrolls
of 175k, after a 235k increase in February.
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Euro retreats as inflation steps back

The euro fell back at the end of last week against a number of currencies after a
sharp drop in Eurozone inflation in March (to 1.5% y/y from 2.0%) cast doubt on
the likelihood of the ECB raising interest rates any time soon, or suspending its
QE asset purchases. The late timing of Easter this year might have played a part
in distorting y/y comparisons, but the data does hint more broadly at the peak of
inflation having already been seen. This follows the efforts of ECB policymakers
to quell market speculation that the central bank was heading to repeal its dovish
forward guidance its policy meeting in April. However, the EUR may recover some
support as upcoming economic data in the Eurozone is likely to be more favorable,
including retail sales, unemployment and industrial production.

GBP fares better for now

GBPUSD’s performance last week saw the pair close at 1.2550, representing a
1.7% appreciation in Q1 2017 which breaks the negative performances of the
previous 4 consecutive quarters of declines. EURGBP, meanwhile, has traded
near four-week lows, with recent euro weakness being compounded by the current
phase of pound outperformance. The well-anticipated triggering of Article 50 on
Wednesday did not impact much as it was largely discounted, while the EU also
set out a tough negotiating stance in the initial draft of its Brexit negotiating
guidelines.

While this change will be encouraging for sterling bulls, it may still be too early to
call an end to Sterling softness and the relief rally remains in i danger of snapping.
The first key observation is that the pair has failed to close above its capping trend
line and has failed to sustain itself above the 23.6% one year Fibonacci
retracement (1.2591). Failure to do this means that the pair is still vulnerable
despite recent gains.

UK focus will now fall on the March PMI surveys, and while Brexit related headlines
will remain a potential market driver, negotiations are not likely to start in earnest
until after the German elections in September. In addition, any surprises to the
downside in March’s PMI figures or February’s production figures is likely to shake
confidence in the pound and result in renewed selling of the currency.

Sterling is not out of danger yet
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Yen shows no direction as repatriation supports

The yen traded mixed last week, strengthening at first before losing ground to the
dollar as Japan fiscal year repatriation flows also played a part through the
week. The usual month-end flow of data out of Japan showed the jobless rate
falling to a two-year low of 2.8% in February and industrial output rising more than
expected, at a rate of 2.0% yly, but headline national CPI for February fell to 0.3%
from 0.4% while the core Tokyo CPI rate for March fell to -0.4% yly, contrary to
expectations for an unchanged reading of -0.3%. The soft CPI figures came
despite a spike in input prices, suggesting that the consumer sector remains weak.
Overall, the data shows the Japanese economy is benefiting from the global uptick
in economic activity, but that the BoJ is likely to remain in wait-and-see mode with
regard to withdrawing monetary stimulus. In the coming week the Tankan survey
should show that business conditions improved overall in Q1.

Fortunes about to reverse for AUD?

While the Reserve Bank of Australia are expected to keep interest rates at a record
low of 1.50% on April the 4th, the central bank is likely to attempt to talk down the
currency as it sees a strong AUD has a headwind to growth going forward. With
data on March 31st from CFTC showing AUD speculative positions are now
53,100 net long (see chart below), the pair would be vulnerable to leg down. In
addition, the AUD spent the previous week being repelled by the one year 76.4%
Fibonacci retracement (0.7672) and closed below the 50 day moving average
(0.7633). Furthermore, PMI data for China was already released over the weekend
and showed contrasting fortunes between the public data, which rose slightly (to
51.8 in March from 51.6 in February) and the private Caixin index which ebbed a
little to 51.2 from 51.7. Not much change overall, however, to deflect from an
economy that is adjusting slowly with output still in positive territory on both
measures.

AUD ready to reverse trend?
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In India, the RBI meets on Thursday and is expected to leave its repo rate
unchanged at 6.25%.
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FX Forecasts
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FX Forecasts - Major

EUR
JPY
CHF
GBP
AUD
NZD
CAD
EURGBP
EURJPY
EURCHF

SAR
AED
KWD
OMR
BHD
QAR
EPN
INR

31-Mar Q2 2017 Q3 2017 Q4 2017 Q1 2018 3m 12m
1.0652 1.0500 1.0200 1.0000 1.0000 1.0718 1.0770 1.0888
111.39 116.00 120.00 122.00 124.00 114.34 113.78 112.55
1.0026 1.0300 1.0500 1.1000 1.1000 1.0055 0.9993 0.9857
1.2550 1.2200 1.1800 1.2500 1.3500 1.2194 1.2227 1.2305
0.7629 0.7300 0.7200 0.7000 0.7000 0.7529 0.7518 0.7500
0.7006 0.6900 0.6700 0.6500 0.6700 0.6906 0.6892 0.6867
1.3318 1.3500 1.3400 1.3200 1.3000 1.3454 1.3433 1.3386
0.8485 0.8607 0.8644 0.8000 0.7407 0.8793 0.8812 0.8852
118.67 121.80 118.32 120.00 122.00 122.53 122.53 122.53
1.0690 1.0815 1.0710 1.1000 1.1000 1.0774 1.0760 1.0729
31-Mar Q2 2017 Q3 2017 Q4 2017 Q1 2018 3m 6m 12m
3.7502 3.7500 3.7500 3.7500 3.7500 3.7520 3.7554 3.7700
3.6729 3.6700 3.6700 3.6700 3.6700 3.6749 3.6768 =
0.3049 0.2900 0.2900 0.2900 0.3000 0.3062 0.3081 =
0.3850 0.3800 0.3800 0.3800 0.3800 0.3859 0.3874 0.3913
0.3770 0.3760 0.3760 0.3760 0.3760 0.3774 0.3776 0.3785
3.6411 3.6400 3.6400 3.6400 3.6400 3.6448 3.6488 3.6598
18.1750 18.0000 18.5000 18.7500 19.0000 17.8150 18.1150 18.8500
64.850 68.000 66.000 65.000 65.000 67.1200 67.8800 69.4100
6.8872 7.0000 7.1000 7.2000 7.4000 6.9720 7.0321 7.1425

CNY

Source: Bloomberg, Emirates NBD Research

*Denotes USD peg
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Major FX and Nominal Interest Rates

Interest Rate Differentials - EUR
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Interest Rate Differentials - GBP
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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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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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