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FX Week

Dollar increasingly overlooking fundamentals

Last week ended with the January US employment report. However, despite the rise in non-farm
payrolls being the strongest in four months at 227,000, it is becoming clearer that macro
fundamentals are only part of the story when it comes to the dollar. Data is increasingly being
‘Trumped’ by the often random communications and executive orders from the President with
regard to trade, immigration, and even currencies. In the two weeks since Donald Trump was
inaugurated things have moved on to such a point where the markets place more weight on
these messages than on the evidence about economic growth and the implication that this might
have for interest rates.

This is partly because even the Fed appears unsure about how to react to the data. Despite the
economic data since the start of the year being noticeably stronger than at the end of 2016 when
the Fed raised interest rates, the Fed'’s policy statement released last week was broadly similar
to the one it published in December. There were relatively small changes reflecting stronger
conditions, but the overall takeaway is that the FOMC appears cautious in an environment of
heightened uncertainty over the direction of US fiscal policy. Markets reduced the likelihood of
the Fed tightening monetary policy in March, and moved further towards anticipating a hike in
June in line with our own forecast. Comments from San Francisco Fed President Williams
maintained the possibility of a March move, but few are genuinely believing in it anymore with
surveys showing 72% support for June.

Weekly currency movement vs USD (%)

EUR 0.79
GBP -0.57
CHF 0.68

JPY 222
CAD 0.99

AUD 1.71

NzZD 0.77
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Source: Bloomberg, Emirates NBD Research

Such has been the White House’s focus on immigration and trade and protectionism that the
pro-growth policies that were anticipated under Trump are getting lost, perceived to be losing
their place in the priorities of the new administration. In particular the markets are observing a
more aggressive stance towards currencies, with criticism last week of Germany’s use of the
EUR to gain an unfair trade advantage. This follows on from the withdrawal from TPP and the
pledge to renegotiate NAFTA, all adding to the whiff of protectionism and isolationism which is
also captured in Trump’s anti-immigration rhetoric and policies. Such has been the type of
expressions used that trade wars with China, Mexico and even the EU cannot be ruled out.
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Thus it was not only the strong NFP’s that were overlooked, but also the
improvements in the manufacturing ISM and ADP Employment reports which all
pointed to stronger growth in Q117. The trade data which will be released in the
coming week will arguably start to assume more significance given Trump’s focus
on reducing imports, whereas the consumer confidence data that stands at a 13
year high may begin to carry less weight in the markets mind.

Moves towards deregulation of the financial sector in the US announced late last
week may go some way to assuaging concerns that the Trump White House has
lost sight of its pro-growth and reformist agenda. This should help to boost
sentiment in the equity markets at least, but for the dollar to rally the markets
probably need to see greater attention given to fiscal policy as also promised
before the election.

Dollar slide slowed by less-responsive Euro

The USD’s losses would probably have been greater if it had not been for the
sluggishness of the EUR, which despite firmer Eurozone economic data struggled
to hold onto levels above 1.08. This is because despite the firmness of Eurozone
inflation (1.8% on a headline basis) and of PMI readings the markets still doubt if
these will be enough to cause the ECB to change track and begin to taper QE in
the coming months. In addition the EUR remains saddled with political risk which
limits its upside, with Dutch elections due in March to be followed by French
elections in May. In terms of the latter, the markets are beginning to price in the
risk of an unexpected outcome, with the extreme right looking to capitalize on the
current weakness of the two main establishment parties. After Brexit and Trump’s
election win last year, a populist win in the heart of Europe would create further
instability — an outcome that can no longer be ruled out.

GBP volatile amidst mixed messages

GBP experienced another rollercoaster week, buoyed for a while by USD
weakness and by upgraded Bank of England growth forecasts, but undercut by
Governor Carney’s interpretation that interest rates can still stay low for longer.
The Bank had revised up its 2017 growth forecast from 1.4% to 2.0% which saw
the pound reach just above 1.27 briefly. However, the more critical message
conveyed was that the BoE said that the equilibrium unemployment rate has
dropped, with Carney noting that significant slack in production capacity as well
as negative effects related to Brexit could still hurt growth in the future. The pound
subsequently reversed course and ended the week at its lows below 1.25. Despite
USD softness currently we still anticipate that the pound could face renewed Brexit
related weaknes especially around the time of the triggering of Article 50 in March,
with uncertainty about the government’s negotiation strategy remaining despite
the publication of a Brexit policy paper last week.

JPY boosted by risk aversion

USDJPY was also volatile but it ended the week close to its lows as risk aversion
boosted the JPY overall with global equities also volatile in the context of concerns
about the priorities of President Trump. Softer US bond yields also hampered the
USD’s ability to sustain rallies, while JGB yields veered to the upside forcing the
Bank of Japan to intervene to cap the 10-year rate at 0.15%. Ultimately an
abatement in risk aversion on Friday helped the USD to recover a little ground,
but with the markets still unsure about the direction of US policy the chances are
that USDJPY will remain heavy until there is greater visibility about Trump’s
strategy. Japanese data will probably be of secondary significance for the time
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being therefore, with machinery orders, producer prices and current account data
the main economic releases this week.

Swiss Franc softens against other majors

The CHF depreciated against most of the other majors last week, with the
exception of USD and GBP. Confidence in the franc was shaken after economic
data showed that Swiss retail sales contracted 3.5% y/y in December, greater than
expected. In addition to this, the Manufacturing PMI slowed from 56.0 in December
to 54.6 in January, disappointing market expectations for a reading of 55.9. In the
week ahead, we believe that fundamentally there is further downside risk for the
currency, with employment data due for release on the 9™ of February expected
to show that the unemployment rate rose from 3.5% in December 2016, to 3.6%
in January 2017.

Technical analysis of the USDCHF (daily candle charts) shows that the pair has
remained in a downtrend since 4" of January 2017. However the same chart
reveals that over the last week there were two attempts to break below the 200
day MA of 0.9875 which failed to materialize into further losses. Any additional
failures to break and close below this level in the week ahead could pave the way
for a reversal of the current downtrend.

USDCAD breaks lower but monthly uptrend still intact

At the start of last week, we witnessed USDCAD breaking below its 200 day MA
of 1.3132 and consecutively closing below this level for five consecutive trading
days with the pair depreciating 0.98% over this period to close at 1.3023. This
same decline, saw the pair break below the one year 38.2% Fibonacci retracement
of 1.3055 as well as the 100 week MA of 1.3099, indicating that the short term
potential for further declines remains a realistic scenario. We expect there to be
strong support around 1.2936, the baseline of the monthly uptrend that has been
in effect since May 2015.

AUD ends week firmly

The AUD ended last week as the second best performing major currency (after
JPY). The currency received wide support after economic data showed that
Australia’s trade balance widened to a record surplus of AUD 3,511m in December
from AUD 2,040 in November. This helped AUDUSD appreciate 1.72% last week,
to close at 0.7680, a move that took the pair above the one year 76.4% Fibonacci
retracement of 0.7632.

Over the week ahead, the main drivers of the pair are likely to be the RBA’s
monetary policy statement and China’s January trade data. While no change to
monetary policy is expected from the central bank, it is possible that they highlight
the current appreciation of the currency as being a headwind to growth and we
expect the statement to take a modestly dovish stance.

NZD softens on employment miss

The Kiwi softened against most of the other majors over the previous week after
being weighed down by softer than expected employment data. While the market
expected unemployment to a decline to 4.8%, data showed that in Q4 2016
unemployment rose to 5.2% from 4.9% in Q3. In the same period, average hourly
earnings contracted 0.3% compared with market expectations for a gain of 0.6%.
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Such data will be of concern to the RBNZ when they meet to set monetary policy
this week, a meeting at which they are expected to keep the Official Cash Rate at
the record low of 1.75%. Inspection of the current positioning of swap traders
reveals that the next action the market expects is a hike, with a less than 1.3%
chance of a cut in 2017, but such economic data suggests that market
expectations may be premature and we would not be surprised to the NZD trading
softer in the aftermath of next week’s meeting as the RBNZ maintains the scope
to keep monetary policy accommodating.

Indian budget opens way for RBI rate cut

The Government of India announced its budget statement for FY2018 last week.
As expected, the government provided for a small fiscal stimulus by making some
reduction in personal and corporate income taxes. Additionally, capital spending
by the government is proposed to increase 14% yly. On the indirect tax front, no
substantial changes have been made given the impending implementation of the
Goods & Services Tax. The fiscal deficit for FY2018 is targeted at 3.2% of the
GDP versus 3% targeted initially for FY 2018E in the fiscal consolidation roadmap
and 3.5% for FY2017. On the whole, the budget reflects policy continuity, and is
likely to allow for a cut in interest rates in the coming week from 6.25% to 6.00%
in order to boost consumption, which has been hit by India's demonetization
program. The INR is unlikely to be unduly affected by such a move as it is widely
discounted.
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FX Forecasts - Major

EUR
JPY
CHF
GBP
AUD
CAD
EURGBP
EURJPY
EURCHF
NZDUSD

SAR
AED
KWD
OMR
BHD
QAR
EPN
INR

3-Feb Q12017 Q2 2017 Q3 2017 Q4 2017 3m 12m
1.0783 1.0500 1.0200 1.0000 1.0000 1.0827 1.0877 1.0996
112.61 116.00 120.00 122.00 124.00 112.21 111.71 110.51
0.9930 1.0300 1.0500 1.1000 1.1000 0.9879 0.9821 0.9689
1.2484 1.2200 1.1800 1.2500 1.3500 1.2510 1.2540 1.2613
0.7680 0.7300 0.7200 0.7000 0.7000 0.7664 0.7650 0.7627
1.3023 1.3500 1.3400 1.3200 1.3000 1.3012 1.2999 1.2963
0.8640 0.8607 0.8644 0.8000 0.7407 0.8657 0.8677 0.8720
121.44 121.80 118.32 120.00 122.00 121.44 121.44 121.44
1.0703 1.0815 1.0710 1.1000 1.1000 1.0692 1.0678 1.0649
0.7315 0.6900 0.6700 0.6500 0.6700 0.7295 0.7277 0.7241
3-Feb Q1 2017 Q2 2017 Q3 2017 Q4 2017 3m 6m 12m

3.7504 3.7500 3.7500 3.7500 3.7500 = 3.7555 3.7736
3.6730 3.6700 3.6700 3.6700 3.6700 3.6752 3.6773 -

0.3051 0.2900 0.2900 0.2900 0.3000 0.3055 0.3070 -

0.3850 0.3800 0.3800 0.3800 0.3800 0.3862 0.3880 0.3933
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 3.6453 3.6492 3.6604
18.6384 18.0000 18.5000 18.7500 19.0000 19.2150 18.8925 20.4000
67.316 68.000 66.000 65.000 65.000 67.8100 68.5400 70.0600
6.8672 7.0000 7.1000 7.2000 7.4000 6.9165 6.9825 7.0975

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

Emirates NBD Capital

Ahmed Al Qassim
CEO- Emirates NBD Capital
AhmedAQ@emiratesnbd.com

Investor Relations

Patrick Clerkin
+9714 230 7805
patricke@emiratesnbd.com

Aazar Ali Khwaja

Group Treasurer & EVP 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

Aditya Pugalia

Analyst

+9714 230 7802
adityap@emiratesnbd.com

Saudi Arabia Sales
Numair Attiyah

+966 11 282 5656
numaira@emiratesnbd.com

Egypt

Gary Boon

+20 22 726 5040
garyboon@emiratesnbd.com

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

Shady Shaher Elborno
Head of Macro Strategy
+9714 2012300
shadyb@emiratesnbd.com

Mohammed Al-Tajir

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

Singapore Sales

Supriyakumar Sakhalkar

+65 65785 627
supriyakumars@emiratesnbd.com

Claire Andrea
+9714 609 4143
clairea@emiratesnbd.com
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