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E . NBD calmly with the summer lull still largely upon us. This is because investors have taken
mlrates a relatively benign view of the risks, and are being reassured by the recent pattern of
encouraging economic data.

e Global macro: The summer months are passing by with optimism about the global
economy being maintained. If anything the signs are that growth momentum is picking
up, with the US, the Eurozone and Japan all posting strong Q2 GDP readings.

e GCC macro: At the half year mark, we review developments in the banking sectors of the
largest GCC economies. While total bank deposits in the banking systems increased in
H1 2017, this has been largely due to increased public sector deposits and masks some
underlying trends.

e Emerging Market Focus: India

Monthly

e Rates: Weaker than expected inflation data in the developed world caused widespread

16 August 2017 declines in sovereign yields during the month. In addition, the risk-off tone triggered by
increased tension between the US and North Korea led to a mini rally in safe haven
assets.

e Credit: Falling benchmark sovereign yields boosted corporate bond prices despite slight
increase in credit spreads. GCC bond investors benefited from positive sentiment arising
from improvement in oil prices and minimal new supply in the summer months.

e Currencies: After a summer spent in the doldrums, the dollar has begun August with a
litle more promise as the latest economic data has provided some reassurance about
growth. Although we still remain bullish on the dollar through the rest of the year, we have
moderated its profile as contrasting economic and political forces could keep it trading
skittishly for a while to come.

e Equities: Global equities have taken the negative political risks in their stride and
continued their positive run. They appear to be drawing their strength from upbeat
corporate earnings, a widening base to economic growth and a benign inflation outlook.

e Commodities: Industrial metals have rallied strongly in Q3, outperforming gold and oil.
Specific causes are discrete to each metal but prices may be brought down to earth as
rallies have outpaced fundamentals.

Muted market reactions to recent geopolitical tensions
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Global Macro

The summer months are passing by with optimism about the
global economy being maintained. If anything the signs are that
growth momentum is picking up, with the US, the Eurozone and
Japan all posting strong Q2 GDP readings, causing
speculation about monetary policy normalization to gain
ground, even though inflation is still largely absent. What is
also observable over the last few months is that the risks to the
world economy are coming not so much from conventional
economic issues but rather from political and geopolitical
risks.

Strong Q2 as momentum builds

GDP growth in the three biggest economies of the world in Q2 was
uniformly encouraging, with the US recording growth of 2.6%
(annualized), the Eurozone of 2.1% yly, and Japan of 4.0%. The
2.6% annualized gain in US real GDP in the second quarter was
driven by a rebound in real consumption growth. Real consumption
increased by 2.8% annualized, up from growth of 1.9% in the first
quarter. Furthermore, business investment posted a healthy 5.2%
annualized gain, including a particularly encouraging 8.2% rise in
equipment investment. There was also evidence of the positive
effects of strong global growth and the weaker dollar, with net trade
adding 0.2% points to growth, largely thanks to stronger exports. All
in all the data suggests that the economy is still on track to grow by
2.0-2.5% in 2017 as a whole. The strengthening labour market
should continue to support real consumption growth, while the
business surveys suggest that investment will continue to recover.

Global growth encouraging in Q2
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Japan's Q2 GDP surged 4.0% in Q2 (g/q, saar) following a revised
1.5% (was +1.0%) growth pace in Q1. The increase in Q2 was much
stronger than expected. Particularly encouraging private
consumption rose by 0.9% which was three times stronger than in
Q1, while business spending of 2.4% quadrupled what was seen at
the start of the year. Net exports on the other hand were a modest
drag on growth. The Japanese expansion has now been running for
six quarters and is the longest in a decade providing some
encouragement that the years of deflation and stagnation might be
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coming to an end. H2 growth may give back some of the gains seen
in H1, but as Japan gears up for the Olympics in 2020 the scope
would appear to exist for growth to remain relatively firm from 2018
onwards.

Inflation — the missing link

The missing link in all of these recoveries, however, remains
inflation. The employment cost index increased by 0.5% in Q2,
dragging the annual growth rate down to 2.4%, from 2.6% in Q1.
There was also a subdued 1.6% annualized gain in the PCE
deflator, another sign that underlying inflationary pressures have
weakened a bit this year, while in July headline and core CPI
inflation both rose by just 0.1% m/m , below expectations and
keeping the yly rates relatively steady at 1.7%. Thus after surprising
markets with a ‘hawkish’ tightening in June the rhetoric from Fed
officials through the summer has turned more and more dovish,
dampening expectations of a further interest rate hike for the
foreseeable future. This will give the Fed time to ascertain whether
the easing in price pressures is as a result of temporary factors, as
it suspects, or is perhaps the result of something more fundamental.
It will also give it time to begin its long awaited balance sheet
normalization policy, probably from next month.

US inflationary pressures have eased
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Fed’s balance sheet reduction to proceed
slowly

The Fed has been quite cautious in preparing markets for reducing
its asset holdings. Its initial steps will be very small , with the Fed
limiting the run-off in its balance sheet at just USD10bn a month to
begin with. That is far slower than the pace of asset purchases
under QE3 (USD80bn per month) and a small fraction of the overall
size of the balance sheet (USD4.3trn). Indeed, assuming the Fed
sticks to the blueprint that it first floated in the minutes to its May
policy meeting and formally set out in an Addendum in June, the
balance sheet would take around three years to reach $2.5trn, its
level prior to the beginning of QE3.

In the Eurozone and Japan too, inflation remains well below the
2.0% target thresholds, such that the ECB and BOJ remain cautious
about discussing their QE exit strategies. In the BOJ’s case this is
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for the obvious reason that inflation is only barely positive, although
there has been some speculation that the policy of targeting 10-year
yields might be relaxed. In the Eurozone, however, there have been
stirrings of returning pricing power as economic momentum has
picked up this year causing headline and core inflation to reach
1.3% and 1.2% respectively. This means there is a stronger case
for tapering, but President Draghi's is still being cautious about the
timing. The current QE program runs out at the end of the year and
so far Draghi has only indicated that the situation will be clarified in
the autumn. Most likely a small tapering will be announced,
beginning in 2018, but it may take until 2019 before rate hikes
become contemplated. And in the UK, even with inflation at 2.7%,
the Bank of England is sending mixed signals about when it will
beginning to raise interest rates, with the OIS now implying just a
24% chance of a hike in 2017.

Eurozone inflation firming in 2017
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Political risks to the fore

The other striking feature of the summer has been the growing
incidence of political and geopolitical uncertainty. US-North Korea
tensions are the latest manifestation, but this was predated by
domestic political uncertainty in the US over the Russia probe, as
well as by the difficulties of the White House in passing key
legislation, in particular Healthcare reform. Our concern is that such
a pattern of uncertainty and tension could recur regularly and get in
the way of economic priorities and policies to promote growth. The
US Congress will already face a challenging month when it returns
from vacation to raise the debt ceiling and pass a budget by the end
of September, which will take valuable time away from tax reform
and any repeated effort to pass Healthcare reform. A report in the
Washington Post recently suggested that corporate uncertainty
about whether the Trump administration will be able to deliver on his
election promises - including tax cuts, health care, renegotiating
NAFTA and infrastructure spending - has forced many companies
to put important hiring and investment decisions on hold, potentially
impeding an economic expansion that appears ready to accelerate.
With the Russia enquiry likely to take until 2018 at least to come to
its conclusions, this could result in an extended period of paralysis
on the domestic policy front. Externally too it may cause the Trump
White House to seek distractions overseas, which many suspect to
be the motive behind the North Korea stand-off. The risk is that a
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deepening US-North Korea crisis will also be economically and
financially disruptive for Asian economies. While the signs are
currently encouraging that the world economy is on an improving
trend, it can still not afford the intrusion of such factors to put that
recovery at risk.

Tim Fox
+9714 230 7800
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GCC: An update on monetary
indicators

At the half year mark, we review developments in the banking
sectors of the largest GCC economies. While total bank
deposits in the banking systems increased in H1 2017, this has
been largely due to increased public sector deposits and
masks some underlying trends.

Qatar sees outflow of non-resident deposits in
June

The release of June monetary indicators in Qatar showed a decline
in both foreign assets and foreign liabilities of the commercial banks,
which was largely offset by rising domestic funding, from both
government deposits and the central bank.

Commercial banks’ balance sheets shrank by QAR 7.6bn in June.
Foreign assets declined —QAR 7.7bn as funds due from banks
abroad and investments abroad declined. Foreign liabilities of
commercial banks fell -QAR 55.8bn in June, as non-resident
deposits declined —QAR 13.9bn and funds due to banks abroad
declined — QAR41.8bn.

Qatar: monthly change in bank deposits
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The decline in external funding was offset by increased residents’
deposits and increased funds from the Qatar Central Bank (QCB).
Public sector deposits at commercial banks rose QAR 42.0bn last
month, which was more than sufficient to offset both the drop in non-
residents’ deposits and the -QAR 19.6bn outflow of resident private
sector deposits.

The commercial banks’ balance sheet also shows funds due to QCB
jumping more than QAR 30bn in June, to reach QAR 34.2bn at the
end of last month. This helped to replace the loans due to banks
abroad that were repaid or withdrawn following the imposition of
trade sanctions by Saudi Arabia, the UAE, Bahrain and Egypt.
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A further indication of the tighter liquidity conditions in Qatar since
sanctions were imposed is the sharp rise in the 3m interbank rate,
which increased more than 70bp to a peak of 2.6% at the end of
July. However, this has declined to 2.4% this month, signalling
some easing in liquidity conditions.

Government deposits in Saudi banks rise too

In Saudi Arabia too, increased public sector liquidity has more than
offset withdrawals by businesses & individuals in H1 2017. Total
bank deposits grew SAR 17.6bn in January through June, despite a
SAR 22.8bn decline in business & individuals’ deposits at
commercial banks.

However, the main area of concern in Saudi Arabia is the continued
decline in net foreign assets (NFAs) at SAMA. Although they rose
slightly (USD 1.6bn) in June, year-to-date SAMA’'s NFAs have
declined —USD 35.4bn, or an average of nearly USD 6bn per month.

The first quarter balance of payments data show that the current
account recorded a surplus of USD 6.2bn, up from a deficit of -USD
20.3bn in Q1 2016 and —USD 2.3bn in Q4 2016. This reflects the
positive impact of higher oil prices in Q1 2017 on export revenues.
However, there was a significant net outflow of funds on the financial
account (USD 18.4bn), in the ‘other investment’ component, largely
due to the purchase of foreign currency & deposits abroad.

KSA: monthly change in SAMA’s NFAs
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There was also a substantial outflow (USD 14.9bn) under ‘net errors
and omissions’ in Q1 2017, which is often considered a measure of
capital flight as these transactions are not recorded in any of the
other components of the balance of payments. Effectively,
unrecorded transactions accounted for nearly 55% of the decline in
reserve assets in Q1 2017.

The rate of decline in net foreign assets has slowed sharply in Q2,
suggesting that outflows on the financial account (and unrecorded
transactions) have eased in recent weeks, as the current account
surplus has probably narrowed.
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UAE’s deposit growth remains relatively stable
in H1 2017.

Bank deposits growth has averaged 6.9% yly in January through
June, as strong domestic deposit growth has offset declining non-
resident deposits. Once again, the public sector has been a key
contributor to overall bank deposit growth in H1 2017.

Non-resident deposits (mainly from non-bank financial institutions
abroad) declined by nearly -AED 20bn in H1 2017. Residents’
deposits increased by more than AED 45bn however, despite
corporate deposits shrinking by -AED 16.8bn. Government deposits
increased by nearly AED 10bn since December 2016 while GRE
deposits grew AED 21.2bn.

However credit growth has slowed sharply over the period, with
loans and advances up just 3.1% y/y in June compared with 6.0%
yly in December 2016. Private sector credit growth has slowed as
both businesses and individuals have curbed their borrowing, while
public sector (GRE) loan growth has declined outright on an annual
basis (-4.7% yly in June).

UAE bank loan & deposit growth
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Khatija Haque
+971 4 230 7803
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EM Focus - India

India has been the consensus trade even since the new
government took office in mid-2014. However, it is only this
year that the markets have lived up to that promise with both
the stock market and the currency delivering strong returns. So
far this year, the MSCI India has rallied +18.1% and the INR has
gained +5.9%. With the government continuing to build on
incremental reforms and the Reserve Bank of India reverting to
easing monetary policy, we expect India to remain investors’
favoured destination among emerging markets over the near to
medium term.

Monsoon

The importance of monsoon rains in terms of its impact on the
inflation trajectory and rural demand have been highlighted before.
Hence, near normal rains as we approach mid monsoon season is
a positive catalyst for growth in the second half of FY 2018.
According to IMD, the cumulative rainfall at the end of July 2017 was
a surplus of 2%. The geographical distribution showed that nearly
80% of the country receiving normal to excess rainfall.

The positive follow-through is reflected in sowing of Kharif crops
which has increased 3.3% yl/y at the end of July 2017. This augurs
well for food prices going ahead especially in context of the latest
inflation data (see below).

RBI and Inflation

Earlier this month, the Reserve Bank of India (RBI) cut the repo rate
by 25 bps to 6.0%. However, the central bank retained the neutral
stance and reiterated that the incoming data will determine the
future outlook. The central bank said that the ‘upside risks to inflation
have either reduced or not materialized’ which in turn opened the
room for easing. While the RBI retained the GVA forecast at 7.3%,
it acknowledged the weakness in recent economic data and the
need to ‘reinvigorate private investment’.

Inflation remains muted
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The inflation data post the meeting bore out the diminishing risk of
inflation overshooting the RBI’s target range. The consumer price
index (CPI) for July rose to 2.4% yly from 1.5% in June, while
wholesale prices (WPI) rose 1.9% yly from 0.9% in June. While the
CPI was higher than consensus expectation of 2.0%, it remained
well below the RBI's target of 4%. The increase was driven by a
2.8% m/m increase in food items.

The data also brought to the fore the need for the RBI to remodel its
inflation forecasting tool. The economic survey presented by the
government pointed out that over the last 14 quarters, inflation had
been over estimated by more than 100 bps in six quarters with an
average error of 180 bps. The survey highlighted the convergence
between CPI and WPI inflation and argued that India has perhaps
undergone a structural shift from high to low inflation over the last
three years.

All things put together it supports our view that the RBI should have
enough room for another rate cut before the end of 2017.
Notwithstanding the potential impact of an increase in government
employee pay, the benign global inflation outlook, limited impact of
GST and contained commodity prices will provide the RBI with the
buffers it seeks.

GST and economic data

The Goods and Services Tax (GST) was finally implemented at the
start of Q2 FY 2018. Contrary to wide-spread apprehension, the roll-
out seems to have gone well. However, it is still early days and
anecdotal evidence and economic data suggests that businesses
are still to come to grips with the new system. It is expected that it
will take at least two quarters before the benefits of the transition
can be seen.

The economic data released post implementation suggest that the
anticipated disruption in economic activity has played out as
expected. The industrial production data for June 2017 declined 1%
m/m as GST-related uncertainty led to destocking and weighed on
demand. The decline was across the board with the exception of
infrastructure goods. The manufacturing PMI data for July 2017 also
reflected the anxiety as it declined to 47.9, the lowest level in eight
years. The output index dropped by 5.4 points while the new orders
index declined 5.5 points.

Since, the disruption was expected, not too much should be read
into the data. It will be critical to see the pace of recovery in
economic activity as the GST system stabilizes. However the limited
time between demonetization and GST roll-out could slow the pace
down, especially considering that after effects of demonetization
can still be felt on economic activity.

Aditya Pugalia
+9714 230 7802
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Interest Rates

Weaker than expected inflation data in the developed world
caused wide spread decline in sovereign yields during the
month. In addition, the risk-off tone triggered by increased
tension between the US and North Korea led to a mini rally in
safe haven assets.

Global Rates

Markets were lifted from a state of inertia as geopolitical tension
ramped up last month. The CBOE Volatility Index jumped more than
45% to its YTD high of 16, after President Trump tweeted that further
threats from North Korea will be met with “fire and fury”. That said,
the storm seems to have subsided as we go to print now.

Away from the geopolitical developments, lack of inflation appears
to be the main dilemma facing major central banks. Inflation has
fallen globally with the pace of price rises ‘below target’ in almost all
of the 26 inflation-targeting economies. Barring the UK where a
weaker currency has translated into CPI running at above 2.5%,
inflation in G10 countries has remained below 2% for most of this
decade. This is despite solid GDP growth and improving
employment levels now.

In the US, July core CPI (0.1% MoM) surprised to the downside for
the fifth consecutive month and core PCE for July will likely fall to
1.4% year-on-year (released August 31). In fact the 3-month
annualized rate of inflation in June was one of the lowest in history
despite slight dollar weakness boosting import prices.

FOMC Dot Plot vs Market Expectations
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Text book explanations of inflation factors are failing to explain the
current situation. Inflation pick up may be taking a while as wage
growth remains sluggish partly due to excess capacity in the US
labour market. Though the unemployment level is low, the
participation rate in the US has come down considerably over the
last two decades, from close to 70% in the 1990s to less than 63%

[4

as of June 2017. Also with emergence of newer technologies,
corporates are facing competition that can emerge from unexpected
places — not necessarily from markets or jurisdictions near to them
- which leads to reduced margins and downward pressure on prices.

We think inflation in the US should bounce sufficiently enough in the
second half of the year to allow the Fed to hike at least once more
before year end and begin its balance sheet unwind. Though market
implied probability of a rate hike before December has fallen below
40% rhetoric from Fed offficials remains relatively consistent with a
December move. That said, with the meeting still four months away,
the eventual outcome remains largely dependent on upcoming
information (i.e. inflation data).

Despite improving GDP growth of over 1.6%, inflation in the
Eurozone also remains muted at 1.3% and that in Japan is below
0.5%. Lowered inflation expectaions have also lowered the term
premium for long term rates. Also rising geopolitical risks and low
confidence in sustainability of the current healthy economic growth
in the US lead investor to seek the safety of safe haven assets,
therby causing decline in yields on 10yr Bunds and Gilts by 17bps
and 21bps to 0.42% and 1.09% respectively.

10Yr Government Bond Yields
I T I T T
us 2.24 -9 -10 +69

UK 1.09 --21 -4 +57
Germany 0.42 -17 0 +50
Japan 0.03 -3 +1 +13
Brazil 4.61 -9 +8 +37
Russia 4.00 -20 +1 +10

Source: Bloomberg
UST curve likely to move in a narrow range

The UST curve had a steepening bias in the first half of July, as Fed
official’'s rhetoric remained hawkish. However, weaker than
expected inflation data has changed this dynamic in August. The
2yr-10yr spread has fallen from 98bps in early July to 90bps now.

Nevertheless, we see the potential for the curve to steepen from
here in the coming quarter as Fed and possibly other major central
banks announce balance sheet optimisation. There is more than
$13 trillion worth of Federal Reserve, ECB, Bank of England and
Bank of Japan balance-sheet liquidity in the global economy, a large
body of which may be ready to begin being shipped out within the
next 12 — 18 months, the Fed will lead the retreat “relatively soon.”
The consensus is for announcement in September and
commencement by October.
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GCC Local Rates

Given pegged currencies, central banks in GCC countries are
expected to follow US rate hikes even at a time when GDP growth
in the region is slowing, however, each country is managing this
dilemma very differently.

In the current rate hike cycle, Saudi Arabia Monetary Authority and
Bahrain Central Bank have raised policy rates in lockstep with the
Fed rate hikes. In contrast, Qatar maintained a high policy rate
(Repo rate) of 4.50% even when Fed rate was near zero. In view of
economic pressure, Qatar halved its policy rate to 2.25% in
December last year and has retained it there despite the US raising
rates three times in the last one year.

UAE Central Bank and Kuwait are more or less following the Fed
trend albeit at a slower pace. Oman policy rates are set over night
and are the most flexible.

Local Policy Rates
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Interbank rates also reflect different story in different jurisdiction. In
Qatar, 3m interbank rates have risen materially since the onset of
the diplomatic impasse while EIBOR rates have remained range-
bound. 3m SAIBOR, after peaking at about 2.40% late last year,
drifted lower after regulators injected liquidity in the local banking
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system and continues to maintain stamina at levels below 1.8%.
However liquidty may get sapped by the ongoing government bond
issuance in the local market which may see 3m SAIBOR ascend
from here.

Local 3m interbank rates
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Looking ahead, oil prices are likely to remain in a narrow range
around the $50/b mark and unlikely to cause any material dent in
the liquidity in local banking systems.

In such scenario we expect local policy rates and interbank rates to
largely follow the Fed rate trajectory.

Anita Yadav
+9714 230 7630
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Credit Markets

Falling benchmark sovereign yields boosted corporate bond
prices despite slight increase in credit spreads. GCC bond
investors benefited from positive sentiment arising from
improvement in oil prices and minimal new supply in the
summer months.

Global Bonds

Emerging market credit spreads exhibited a strong correlation to
external factors amid summer induced low trading volumes. The
recent increase in volatility arising from geopolitical risks and the
direction of key EM externalities -- notably oil prices, China growth
and the U.S. dollar — have been the primary driver of spread
widening in the last month However, while credit spreads widened,
overall cash prices were supported by the falling benchmark yields
on the back of changed US rate hike expectations.

The bull flattening of the UST curve with yields on 30yr and 5yr
treasuries closing the month at 2.78% (-13bps) and 1.74%(-12bps)
respectively pushed corporate bond prices higher. During the month
Investors collected total retun of 0.89% on the USD denominated
emerging market bonds which eqates to a healthy return of 10.68%
on an annualized basis.

Global Corporate Bond OAS (bps)
| oas Juwcng favcng | someng |
114 +6 +2 -28

US IG Corp

US HY Corp 398 +19 +35 -124
EUR IG Agg 85 +2 -11 -2
USD EM Agg 270 +3 -14 -45

Source: Bloomberg

Though economic growth in the US is much stronger than in the
Eurozone, the supportive hand of the central bank is still keeping a
floor under the European bonds which in turn outperformed their US
counterparts. US high yield bond index recorded a month of
negative returns mainly as a result of high energy related issuers in
the index constitutuents got negatively impacted by the volatility in
oil prices.

GCC Bonds — Secondary market

Rising geopolitical tensions, slippery oil prices and prospect of
slower economic growth in the region than expected earlier this year
have made investors cautious about the GCC risk. Option adjusted
credit spread on Bloomberg Barclays GCC credit index has risen
20bps over the last quarter from 130bps in May to circa 150bps now.
However, total return for the GCC index remained positive as
investors enjoy par weighted coupon collection of average 4.11%
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p.a. in the region and benchmark UST vyields tightened thereby
driving bond prices higher.

Contrasting the credit spread widening on cash bonds, CDS levels
on GCC sovereigns remained well anchored near the previous
month’s level with Dubai, Saudi Arabia and Qatar 5yr CDS spreads
closing at 117 (-7bps), 94bps (-11bps) and 90bps (-14bps)
respectively.

The month was dominated by news on Qatari financials. According
to Qatar central bank data, foreign deposits, that account roughly
22% of overall deposits in the Qatari banking system, dropped 7.6%
to 170.6 billion riyals ($47 billion) from a month earlier though overall
deposits climbed 1.1% helped by a jump in domestic funds as
Qatar’s sovereign wealth fund, the Qatar Investment Authority,
injected deposits into local banks to shore up liquidity in the system.
Nevertheless, Moody’s lowered the outlook on Qatar's banking
system to negative from stable due to weakening operating
conditions and continued funding pressures facing Qatari banks.
Moody’s is concerned that prolonged regional dispute could trigger
outflows of foreign deposits and other external funding.

The Qatar 3m interbank offered rate, climbed to as high as 2.60%
during the month before closing down at 2.41%. Several Qatari
banks including QNB, Doha Bank and CBQ etc are preparing to
approach capital market for more funding in the near future. Given
the current vulnerabilities, shorter dated Qatari bank bonds suffered
during the month. QIBKQD 17s and QIIK 17s recorded yield
widening of 21bps and 7bps respectively.

The credit rating upgrade/downgrade ratio was skewed towards
downgrade during the month. Moodys downgraded Bahrain to B1
from Ba2 and continued the negative outlook citing expectations
that government credit profile will continue to weaken materially in
coming years for lack of "clear and comprehensive consolidation
strategy. Moody’s expects fiscal deficits to stay in double-digits in
2017 and 2018; sees interest payments consuming as much as 21%
of budgetary revenue this year and sees government debt-to-GDP
ratio crossing 100% by 2020. The impact of the rating downgrade
on the Bahrain curve was minimal. In fact credit protection cost on
5yr Bahrain risk (5yr CDS level) has reduced from 254bps at the
begining iof July to 230bps now. Investors’ complacecncy against
credit quality deterioration appears centred on the expectation of
support from Saudi Arabia.

Moody’s also downgraded Oman from Baal to Baa2 with negative
outlook, reflecting their view that Oman’s progress towards
addressing structural vulnerabilities to a weak oil price environment
has been more limited than expected. Moody’s sees continued high
fiscal deficits averaging close to 9% of GDP until 2020 and current
account deficits of 12% of GDP on average in 2017-18. OMANGS
22s and OMANGS 24s traded in a tighter range last month with
yields at 3.64% and 4.43%

One of the top performing bond last month was DPWDU 37 that
recorded 25bps tightening in yield to 5.05% and over three points
increase in price after Fitch upgraded the credit rating on DP world
from BBB to BBB+ citing the group's solid and stable cash flow
generation and flexible capital expenditure.
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Quarterly result announcements were largely positive. TAQA
returned to profit in Q2 2017 after a hiatus of several quarters,
reporting a profit of AED 35mn compared to a loss of AED 588mn
last year. TAQA 36s rose circa 3 points during the month with yield
falling 20bps to 4.44%.

Emaar Malls reported net income of 482 million dirhams in 2Q vs
expectations of 467 million dirhams despite lower revenue mainly
as a result of drop in operating expenses. EMAARM 24s remained
largely unchanged at yield of 3.86%.

Dar Al Arkan Real Estate’s weaker than expected result reflecting
2Q net of 10.9 million riyals vs 43.2 million riyals caused a visible
decline in bond prices. DARALA 19s closed down by more than a
point to $99.68 and yield of 6.59%.

Bbg Barclays GCC Credit Index — YTW
3.7

Feb-17 Mar-17 Apr-17  May-17 Jun-17 Jul-17 Aug-

Source: Bloomberg

Bonds from Saudi Arabia are benefiting from positive sentiment
arising from the first increase in foreign reserves. SAMA (Saudi
Arabia Monetary Authority) reported FX reserves of USD 493.2
billion in June, up from USD 491.7 billion in May. It was the first
increase since May 2016. KSA 27s closed up by more than a point
during the month with Z-spread at 118bps.

GCC Bonds - Primary Market

Primary market recorded healthy issuance of circa $3.2 billion in
July though bulk of it was not shown to the local investors and was
placed directly in the international market via private placement.

Dubai Aerospace, rated Ba3/BB and owned by the Dubai
Government, raised $2.3 hillion across three, five and seven year
tranches that priced at T + 249bps ($500 million), T+ 267bps ($800
million) and T+294bps ($1bn) respectively. The deal was sole
managed by Morgan Stanley and sold mostly outside the region.

Elsewhere, Abu Dhabi Commercial Bank raised USD 320mn
through the sale of a five-year Formosa bond which was placed with
institutional investors. Topaz Marine also issued 9.125% 2022

[4

senior notes to raise USD 375mn. The company used the proceeds
to repurchase and redeem existing USD 350mn 2018 notes.

Looking ahead, the ppipeline for new issues look healthy with
following issuers in preparation:

Adnoc is looking for up to $7 billion in funding including $2
billion in asset backed project finance debt.

e  QNB held early discussions with international banks about the
possibility of a private placement, bond sale or loan in the fourth
quarter and Doha Bank is seeking to raise funds via private
placement of bonds with 5yr, 7yr and 10yr tenures.

e Commercial Bank of Qatar is also believed to be in the market
to raise upto $500 million in privately placed bonds or loans.

e Bahrain sovereign is believed to have mandated five banks,
including JPMorgan Chase & Co. and Citigroup Inc., to manage
the sale of Eurobonds.

e Sultanate of Oman is said to be working with international
lenders in a bid to raise fresh US dollar funding.

e In the supra space, Islamic Development Bank plans to sell
benchmark sized sukuk to refinance USD 500 million bond
maturing in October.

e S&P assigned BBB+ rating to the Saudi British Bank’s sukuk
program leading to the possibility of new sukuk issuance.

e Kuwait's Cabinet has approved a draft law allowing the
government to increase borrowing from current ceiling of KWD
10 billion to borrow up to KWD25bn (approx. US$82bn) in 30-
year debt.

e Taga and Investcorp have to refinance upcoming maturities

Anita Yadav
+9714 230 7630
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Currencies

After a summer spent in the doldrums, the dollar has begun
August with a little more promise as the latest economic data
has provided some reassurance about growth.

The dollar has depreciated over most of 2017 and since May it has
lost ground more or less consistently after former FBI Director
Comey was fired. Further signs of the Trump White House’s
dysfunctionality have added to its problems and US-North Korea
tensions have clearly been another distraction, although the market
response to the issue has been relatively muted overall.

North Korea effect surprisingly muted

Considering the noise and rhetoric about the North Korea stand-off,
the FX markets along with other financial markets reacted relatively
calmly to it. The losses for the Korean Won (KRW) were a case in
point, falling by just 1.64% against the USD in the week when the
crisis erupted, contained by the 200 day moving average and failing
to reach the 1158 highs seen in June. Against the JPY, the regional
safe haven, it was down by an equally manageable 3.0%. This
relatively muted reaction was mirrored in other financial markets,
where corrections were seen rather than full reversals in trends, and
these corrections are themselves already reversing. USDJPY is
back above 110 after retesting the lows at 108-109 seen in April and
June, while gold has also given up the gains it saw in the immediate
aftermath. Going forward, we would not discount a repeat of such
sabre rattling, which could cause uncertainty about both US and
Asian economic performance as well as their financial markets.

USDKRW contained by moving averages
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FX forecasts revised

With the USD having fallen more than we had expected in recent
weeks, we are revising our forecasts to reflect a more balanced
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outlook over the rest of the year given the conflicting pressures from
the economy and from Washington related political risks which are
threatening policy paralysis. While expectations about ECB
tightening have undoubtedly developed just as doubts about Fed
tightening have also arisen, interest rate differentials do not appear
to provide as much basis for EURUSD’s spike higher as might be
imagined (see page 19). Spreads imply that fair value for EURUSD
is probably closer to 1.10-1.12, although expectations of ECB
tapering are probably still a factor underpinning the EUR for the time
being.

EURUSD sits at strong support level
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As we go to print, EURUSD sits at 1.1747 and remains in the daily
uptrend that has been in effect since April 111 2017. In addition, the
38.2% five year Fibonacci retracement (1.1736) has now held firm
and a close below this level has not been realized since it was first
breached on the 28" of July 2017. Until there is a firm close below
this level, the risks remain to the upside. A break of this level,
however, would be likely to be followed by a test towards 1.16,
where there would be strong support as this contains the supporting
base of the daily uptrend. Below this level, the next support would
come in at 1.1540, the 76.4% one year Fibonacci retracement. To
summarize, the EURUSD has plenty of support levels to break
through if it is to begin to reverse the thirteen big figures gained so
far this year.

USD recovery to be skittish

Overall we still expect the USD to recover, and suspect that
EURUSD may be in the process of peaking given that speculative
trading positions in the euro are extremely long. However, we
see less potential for the USD to rally than previously, as any
pause in political tensions looks likely to be temporary. The next big
Congressional challenge is to raise the USD20 trillion debt ceiling
before the end of next month, or risk the possibility of a government
shutdown. After that tax reform will be high on the agenda, with

limited time to deliver it before the end of the year. The Russian
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enquiry will also remain a destabilizing factor potentially prohibiting
a more significant dollar recovery before 2018 when its findings are
likely to be announced. Given this litany of domestic problems, more
external and foreign distractions would not be a surprise which could
in turn set off recurring bouts of risk aversion, leaving the dollar
relatively skittish in the months ahead.

GBP loses momentum

GBP benefited from the USD’s softness over the last two months,
but it has recently lost momentum following the July Monetary Policy
Committee (MPC) meeting at which the support for higher UK
interest rates appears to have waned, with dissenters on the
committee in favor of hiking falling to two from three at the prior
meeting in June, and with the Bank revising down both growth and
inflation forecasts.

The minutes showed that the majority of the MPC members are
concerned that the economy will slacken further, anticipating further
erosion in average real household incomes and highlighting that
Brexit-related uncertainties are holding back investment decisions.
However, the central bank still retained an overall bias to tighten,
with a reversal of the August 2016 post-Brexit vote ‘emergency’ rate
hike still seen by many as most likely. This may not happen until
early 2018 however, and will depend on upcoming data and on the
progress of the Brexit talks. In this context we think GBP will remain
relatively volatile, although its establishment of an upside bias since
the election reinforces our expectation of higher levels by the end of
the year.

GBP still looks technically vulnerable
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With GBPUSD currently trading at 1.2938, it looks technically
vulnerable. Remaining below the 76.4% one year Fibonacci level
(1.3066), following its closed break the previous week, risks remain
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to the downside and this previous support level (from 26" and 27"
of July) now acts as a weak resistance. The next weak support level
will be in the 1.2915-1.2936 zone, which contains both the 50 day
moving average (1.2936) and the 61.8% one year Fibonacci
retracement (1.2917).

Kiwi underperforms as RBNZ threatens

intervention

NZD has been the worst performing G-10 currency so far in August.
A combination of softer than expected economic data and a dovish
central bank have helped NZDUSD depreciate 3.0% month to date.

Recent data has shown that retail card spending has declined 0.5%
m/m in July following a 0.1% decline the previous month, while food
prices declined 0.2% in the same period. In addition the
Manufacturing PMI slowed from 56.2 in June to 55.4 in July while
the Real Estate Institute of New Zealand reported that house sales
in July were down 24.5% yly. In addition, RBNZ Governor Wheeler
stated in front of a Parliamentary committee last Thursday that “in
terms of tools open to the bank, we do have intervention capability”,
causing a further sell off in the currency.

Technially, NZDUSD has broken up of the daily uptrend that hads
been in effect since 12" May 2017 and had three subsequent closes
below the 50 day moving average (currentrly 0.7321), for the first
time it has closed below this level since May 19" 2017. A close
below the 61.8% one year Fibonacci level would pave the way for
further downside with declines towards the 100 day MA of 0.7149
being a distinct possibility.

NZDUSD breaks out of daily uptrend
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Equities

Global equities have taken the negative political risks in their
stride and continued their positive run. They appear to be
drawing their strength from upbeat corporate earnings,
widening base of economic growth and benign inflation
outlook. While it is easy to argue that equity markets are
currently in a sweet spot, there are enough reasons to warrant
caution including taking easy monetary policy for granted and
growing probability of geopolitical tension worsening. The
upcoming German election and ongoing Brexit negotiation
could also develop into an overhang as we head into the year-
end.

With the exception of GCC equities, most equity markets built onto
the gains of the previous month. The MSCI World index added
+0.2% 1m to take its year to date gains to +11.5%. It is quite ironic
that the S&P 500 index is flirting with all-time highs despite the US
being the focal point of most political risk. The pace of gains in
emerging markets slowed down over the past month as political
developments in developed markets weighed on investor sentiment.
The MSCI EM index added +0.6% 1m helped by +3.0% 1m gain in
the MSCI BRIC index. The MSCI Arabian Markets index dropped -
1.3% 1m as weak corporate earnings and continued political
stalemate overshadowed the slight recovery in oil prices.

Volatility has picked up over the course of last month with the VIX
index and the V2X index jumping +23.8% 1m and +17.9% 1m
respectively. The CBOE EM ETF volatility index has also increased
+21.5% 1m. However, it is worth pointing out that despite the recent
increase, the VIX index remains on track to record the smallest daily
swings since 2009.
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The ability of Donald Trump to manufacture political risk could well
turn out to be the defining catalyst for equity markets over the next
few months. So far the markets have remained sanguine but they
are becoming increasingly prone to adverse reactions given the
record levels they are currently trading at. Having said that, growing
synchronization in global growth, ample liquidity and sustained
earnings growth would act as a strong buffer in case of any pullback.

Global equities & broken correlations

One unique trend which has marked the current rally in global
equities have been the breakdown on traditional lockstep moves
which characterized financial assets in the previous years. The trend
has not remained confined to a particular region or a particular asset
class but has become more widespread as the rally continues.

The most stable was the positive correlation between long-term US
Treasury yields and equity returns. The monthly correlation between
the S&P 500 index and 10y UST yields since the start of 2017 has
become negative -0.34 compared to positive +0.32 since 2012 and
+0.28 since 2005. This shows how easy monetary policy driven by
benign inflation has been a key factor in the current rally and that
reflation was an overstated driver.

Another correlation which has held steady is between gold and
equity prices. The monthly correlation between gold and the MSCI
World index has increased to positive +0.89 since the start of 2017
compared to positive +0.13 since the start of 2005. This suggests
that despite lack of inflation driving equity prices higher, investors
are using gold as a hedge against political risks.

Equity Trends
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The correlation between US dollar and equity markets also seems
to have changed. Compared a long term weekly correlation (since
2005) of negative -0.41 between the DXY index and the MSCI
Emerging Markets index, the correlation since the start of 2017 is
-0.09. Similarly, the correlation between the S&P 500 index and the
DXY index since the start of 2017 is positive +0.52 compared to
-0.31 since the start of 2012 and -0.47 since the start of 2005.

Regional equities were always considered a proxy to oil prices but
is not necessarily true anymore. Since the start of 2017, the monthly
correlation between Brent oil prices and the S&P Pan Arab
Composite index is actually negative -0.11 compared to positive
+0.46 when calculated since 2012 and positive +0.48 when
calculated since 2005. This would suggest that attempts by
countries in the region to diversify their revenues away from oil and
initiate structural reforms are been noted by investors.

Earnings — More or Less?

As we approach the end of Q2 2017 earnings season, it is clearly
evident that the past quarter has seen one of the strongest earnings
growth in the recent past. And notably, the increase has not been
constrained to the US equities alone.

At the time of this writing, nearly 91% of companies in the S&P 500
index had reported earnings. According to FactSet, 73% of those
companies beat profit estimates and 69% of them reported positive
sales surprise. The aggregate earnings growth is 10.2%, the second
highest yly increase since Q4 2011. In the Eurozone, 51% of
companies that have reported earnings have beaten profit estimates
while 53% have exceeded revenue estimates. According to
estimates from Reuters, earnings is expected to grow 15% in Q2
2017. The earning season in emerging markets are still ongoing but
early indications suggest that earnings growth has reached an
inflection point.

Muted reaction to positive earnings
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Source: Bloomberg, Blackrock

The indexes used are the S&P 500 Index for the U.S., the STOXX Europe
600 Index for Europe, the Tokyo Stock Exchange Price Index for Japan, and
the MSCI Emerging Markets Index for emerging markets.

Against this backdrop, it is worth noting the lack of movement in
stock prices of companies that have reported earnings in line or
better than consensus estimates. For example, the S&P 500
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companies beating revenue and profit estimates have on average
traded flat compared on the day after the earnings release.
However, the same is not true for companies that have missed
estimates.

If stock price movements for companies that have missed estimates
is used as a yardstick then it can be argued that strength in earnings
has been a key factor in the resilience of equity markets. However,
the lack of enthusiasm does indicate signs of fatigue setting in. This
coupled with possibility of earnings growth in H2 2017 falling below
the rate achieved in H1 2017, suggests caution is warranted. A
higher yly base, currency movements and contained energy price
are likely to weigh on H2 2017 earnings. For example, the earnings
revision ratio in Europe has dropped to one-year low because of
sharp gains in the EUR.

Value or Growth ?

Another trend which has marked the rally so far this year has been
the outperformance of growth stocks. This is in sharp contrast to
2016 when value stocks led the rally. The reason for the same can
be put down to the unwinding of the reflation trade and benign bond
yields. However, if the experience of 2015-2016 and of last week is
considered then it would not be a surprise to see some contrarian
calls been made heading into the year end. More so as the period
is likely to be marked by an increase in political risks. The contrarian
call would make further sense given the valuation differential. The
MSCI EM Value index is currently trading at 12.1x earnings
compared to 22.1x for the MSCI EM Growth index. Similarly, the
MSCI EAFE Value index is currently trading at 16.8x earnings
relative to the MSCI EAFE Growth index which is trading at 23.3x.
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Commodities

Industrial metals have been outperformers so far in 2017 with
some metals recently hitting multi-year highs. LME aluminium
futures broke through USD 2,000/tonne in early August for the
first time since the end of 2014 and the wider LMEX index has
surged since the start of the third quarter. Broadly positive
economic performance in major economies, most notably
China, is helping boost metals but the root causes for price
gains are largely discrete to each specific commodity. Headline
fundamentals have been supportive in the short-term but we
caution that supportive factors could wane in coming quarters.

Aluminium rallying strongly
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Base metals, steel and related products have outperformed the
usual attention grabbing commodities of oil and gold so far this year.
Aluminium futures on the LME are up almost 20% year to date (ytd),
copper has gained almost 16% and humble SHFE rebar has risen
nearly 50% in USD terms. In contrast, gold has gained 11% and is
subject to the market's changing views on Fed action and
geopolitics while oil prices have lost ground ytd as the market
continues to grapple with excess supply. Metals prices also look to
be maintaining their momentum halfway through the third quarter.
Iron ore, which has suffered ytd, has jumped over 30% since the
end of June while most of copper's gains have come since the end
of June.

Some metals in more demand than others

Consistent economic growth across all major economies is helping
to change the narrative for commodities generally but iron ore, steel
and copper have particularly benefitted from demand side factors.
In China, a government backed infrastructure push has helped to
support construction-oriented commaodities while positive, but not
blistering, manufacturing is maintaining demand for value-added
metals such as copper and aluminium. Iron ore imports have risen
almost 8% ytd as of the end of July as Chinese steelmakers chase
high domestic prices as construction activity is elevated. In contrast,
copper imports are down 15% ytd as manufacturing begins to cool
as export orders have slipped.
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Metals outperforming this year
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China's infrastructure push has some political roots as the
government prepares for the 19th Party Congress later this year.
Infrastructure spending is an easy way for the government to ensure
that overall economic growth runs smoothly ahead of the congress
but means that spending could wane after the event and into 2018.
Persistent concerns about high levels of local government debt may
outweigh keeping growth at the top end of the government's target
growth range.

Copper prices rallied at the end of 2016 on hopes that US President
Donald Trump would unveil a major infrastructure spending plan.
But with the administration caught up in a domestic political morass,
copper prices generally lingered until July when China's government
announced it was reviewing whether to continue importing scrap
copper. Overall volumes of scrap metal are likely to be limited but
the anticipated tightening has helped to push copper prices back
above USD 6,000/tonne.

Supply crackdown supporting prices as well

Metals prices have also received a boost this quarter from
expectations of tightening supply. In the first quarter China's
government announced plans to limit steel and aluminium
production during the winter months to alleviate pollution problems
in major cities. There has been a simultaneous push to cut down on
excessive and illegal capacity in China's heavy industries. In early
August, the government in Shandong province ordered the closure
of over 3.2m tonnes of aluminium capacity that had been built
without permits. Environmental inspectors have also spread out
across the country to examine smelters that may be contributing to
pollution problems, with more capacity closures likely as a result.

The winter-months' shutdown has been widely expected by the
market but there is growing consensus that it will be enforced
strictly, helping aluminium prices hit their highest levels in the past
two years and also widening the gap between SHFE and LME
prices. High prices have helped push Chinese production to record
levels—2.93m tonnes in June, the second highest on record but
data for July show the supply curbs beginning to have an effect:
aluminium output fell more than 8% month/month according to data
from the National Bureau of Statistics.
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Shanghai aluminium premium widening
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There are some specific risks to aluminium that could see prices
come back down to earth in the near term, however. The scale of
shutdowns in China, while impressive so far, may underwhelm
markets going forward, particularly as the industry is able to swap
capacity allocations between producers and new, more efficient
smelters can come in to replace older ones. Also there is a serious
risk that the US may impose restrictions on imports of Chinese
aluminium on national security grounds. While actual imports into
the US are small, if the US market became unavailable, Chinese
metal would have to seek a home elsewhere, most likely into LME
stocks, erasing the consistent decline we've seen most of this year.

Copper has also benefited from expectations of supply disruptions
as threats of labour disputes in Indonesia, Chile and Peru have all
supported prices while wildfires near a mine in Canada also added
legs to copper's recent rally. These discrete risks for the copper
market are likely to remain in place in the medium term, particularly
if higher commodity prices encourage mine workers to demand
greater participation in the upside. However, new mines are set to
come on stream in 2018 which will help to release some pressure
from copper markets next year.

Inventories in China and investor positions
point to worries ahead

Supply and demand headlines are creating an impression of
balancing markets in the metals space but China's inventory picture
tells a different story. The construction binge is helping keep steel
inventories roughly in line with long-term averages but iron ore
stored at Chinese ports has built to excessive levels and is likely to
bring the rally back down to earth once construction spending slows
further.

The size of aluminium inventories is even starker. As of early August
they were running more than 2.5x larger than their 1yr average as
high domestic output has contended with reasonable demand
levels. These excessive stocks are weighing on local premiums in
China, which are now actually at a discount, and should act as a
brake on significant further moves upward in prices. The gain in
Chinese inventories contrasts with the steady decline in LME stocks
since the start of the year, although metal held on warrant has
effectively stabilized since April.
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China inventories at elevated levels
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Investor positioning in copper and aluminium also suggests some
caution is warranted. Speculative net length in copper is near record
levels in data going back to 2014 and the long/short ratio is also well
above historic levels. The scenario in aluminium is roughly similar
although on an absolute basis, the long positioning is not as
extreme.

Industrial metals look poised for a correction based on technical and
fundamental factors in the near term and we are holding our
forecasts steady at this time. However, we are ruling out prices
returning to the despair of most of 2015 and early 2016 as the
overwhelming upward pull of economic growth will keep metals
resilient.
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GCC in Pictures

GCC Qil Production and Oil Price
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Purchasing Managers’ Index
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CDS Spreads
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Money supply (ex Government. deposits)
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Private sector credit*

20 4 = Qatar UAE KSA

15 A

10 -

% yly

5

Jan-16 Apr-16 Jul-16 Oct-16 Jan-17 Apr-17  Jul-17

Source: Haver Analytics, Emirates NBD Research

*Qatar data is bank loan growth to private sector, not total private
sector credit. Source: Haver Analytics, Emirates NBD Research
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FX-Major Currency Pairs & Real Interest Rates

Interest Rate Differentials—-EUR
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Interest Rate Differentials-GBP
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Interest Rate Differentials-JPY
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Major Equity Markets

MENA Equity Markets
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European Equity Markets
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US Equity Markets
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Latin American Equity Markets
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Emerging Europe Equity Markets
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Major Commodities Markets

US oil production and price
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International oil production and price
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Copper stocks and price
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Key Economic Forecasts - GCC

United Arab Emirates 2014 2015 2016e 2017f 2018f

Nominal GDP $bn 403.5 358.2 349.0 434.7 458.3
Real GDP % 3.3 3.8 3.0 2.0 34
Current A/C % GDP 10.0 34 -2.2 -11 -1.6
Budget Balance % GDP 5.0 -2.1 -3.2 -1.7 -1.9
CPl %

_ _ _ _ _
Nominal GDP $bn 756.4 651.8 639.6 678.8 711.2
Real GDP % 3.7 4.1 1.7 0.5 25
Current A/C % GDP 9.6 -9.1 -4.2 -12.5 -11.3
Budget Balance % GDP -2.3 -15.0 -13.6 -11.0 -10.6
CPI %

_ _ — — _
Nominal GDP $bn 206.2 164.6 152.5 170.4 189.5
Real GDP % 35 3.3 2.0 25 35
Current A/C % GDP 29.5 12.7 1.2 3.9 4.5
Budget Balance % GDP 12.3 1.2 -8.4 -4.6 -4.7
CPI %

_ _ — — _
Nominal GDP $bn 166.3 116.9 95.5 101.1 103.4
Real GDP % 0.5 1.8 2.1 -1.0 2.2
Current A/C% GDP 32.6 5.1 -1.7 4.3 5.0
Budget Balance % GDP 7.4 -13.1 -16.9 -12.0 -6.5
CPI %

_ _ — — _
Nominal GDP $bn 80.9 69.7 725 77.4 81.0
Real GDP % 2.5 5.7 3.7 1.0 2.3
Current A/C % GDP 5.2 -15.5 -17.7 -13.4 -2.5
Budget Balance % GDP -3.4 -17.2 -17.5 -11.2 -9.9
CPIl %

_ _ — — _
Nominal GDP $bn 334 31.1 31.9 33.9 35.3
Real GDP % 4.4 2.9 3.0 2.2 24
Current A/IC % GDP 4.6 -2.4 -4.7 -4.9 -2.6
Budget Balance % GDP -3.6 -13.0 -13.6 -14.7 -14.9
CPl %

_ _ — — _
Nominal GDP $bn 493.6 430.7 424.7 465.3 487.9
Real GDP % 3.2 3.8 2.3 1.1 2.8
Current A/C % GDP 14.2 -2.3 -3.6 -6.1 -4.8
Budget Balance % GDP 2.2 -9.7 -10.8 -7.7 -7.2
CPl % 2.6 2.6 2.7 2.7 34

Source: Haver Analytics, National sources, Emirates NBD Research
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Key Economic Forecasts — Non-GCC Oil Importers

2014 2015 2016 2017f 2018f

Nominal GDP $bn

Real GDP %

Current A/C % GDP
Budget Balance % GDP
CPI %
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oo ] | | |

Nominal GDP $bn

Real GDP %

Current A/C % GDP
Budget Balance % GDP
CPI %

_____

Nominal GDP $bn

Real GDP %

Current A/C % GDP
Budget Balance % GDP
CPI %

Tunisia _____

Nominal GDP $bn

Real GDP %

Current A/C% GDP
Budget Balance % GDP
CPI %

332.6 332.2 180.9 196.1
4.4 4.3 3.5 4.9
-2.7 -4.5 -2.7 -1.3
-12.53 -13.95 -10.05 -8.98
10.4 13.7 16.0 11.0
37.5 38.9 40.3 41.7
2.4 2.0 2.8 3.0
9.1 -10.3 -9.8 -9.6
-3.5 -3.2 -2.9 -2.6
-0.9 -0.8
50.1 55.1 61.8 68.5
15 2.4 3.1 3.3
-16.1 -16.0 -15.6 -15.7
-7.9 -7.3 -7.5 -1.7
-3.8 -1.0
411 41.3 41.1 45.0
0.8 11 2.8 4.0
9.4 -8.3 -7.4 -6.5
-5.1 -6.8 -6.4 -6.0

Morocco _____

Nominal GDP $bn

Real GDP %

Current A/C % GDP
Budget Balance % GDP
CPIl %

100.7
4.5
-2.1
-4.7

116.8 125.8 135.6
1.0 4.7 4.8
-4.1 -2.9 -2.1
-3.8 -3.1 -2.5

Oil Importers (GDP weighted avg _ _ _ _ _

Nominal GDP $bn

Real GDP %

Current A/C % GDP
Budget Balance % GDP
CPl %

Source: Haver Analytics, National sources, Emirates NBD Research

*Egypt data refers to fiscal year (July-June)

224.9
3.75
-4.7
-9.6
6.4

222.9 123.8 134.1
3.08 3.66 4.37
-6.2 -5.6 -4.7
-10.1 -6.8 -6.2
8.2 8.3 6.5
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Key Economic Forecasts — Non-GCC Oil Exporters
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Nominal GDP $bn 213.5 165.3 165.4 186.1 214.3
Real GDP % 2.2 2.3 34 3.6 4.2
Current A/C % GDP -4.3 -16.6 -17.3 -10.9 -8.7
Budget Balance % GDP -7.3 -16.0 -14.3 -10.7 -8.2
CPl %

_ _ _ _ _
Nominal GDP $bn 48.1 34.4 36.2 40.1 44.7
Real GDP % -24.0 -10.2 -0.9 10.3 11.3
Current A/C % GDP -10.5 9.4 -12.3 -15.0 -17.0
Budget Balance % GDP -41.4 -23.6 -20.7 -18.8 -17.6
CPI % 10.5 11.5

_ _ — I
Nominal GDP $bn 503.6 423.7 420.1 406.6 434.1
Real GDP % 5.9 3.7 7.2 4.1 5.0
Current A/C % GDP 3.1 21 3.8 5.3 5.8
Budget Balance % GDP -0.5 -0.7 -0.7 -0.7 -0.7
CPl % 374 15.9 11.1 12.0

] | — I
Nominal GDP $bn 192.8 164.2 229.6 247.2 288.3
Real GDP % -0.6 -2.4 8.7 3.5 5.1
Current A/C% GDP 12.7 25 -5.3 -5.7 -5.5
Budget Balance % GDP -6.1 -13.6 -10.7 -6.6 -4.6
CPI %

_ _ — — _
Nominal GDP $bn 301.3 295.9 294.5 314.9 239.4
Real GDP % 1.9 1.5 6.5 4.1 5.2
Current A/C % GDP 2.7 -2.3 -3.5 -1.9 7.7
Budget Balance % GDP -75 -10.1 -9.7 -7.4 -7.1
CPIl % 9.4 6.2 7.2 8.9 6.3
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Key Economic Forecasts - Global

Real GDP % 2.2 2.4 2.4 1.8 25 25
Current A/C % GDP -2.3 -2.3 -2.6 2.7 -2.7 -2.9
Budget Balance % GDP -3.3 -2.8 -2.5 -2.5 -3.0 -3.4
CPI %

_ _ _ _ _ _
Real GDP % -0.3 0.9 1.5 1.5 1.7 1.5
Current A/C % GDP 1.8 2.4 3.0 2.7 2.6 2.8
Budget Balance % GDP -2.9 -2.6 -2.0 -2.0 -1.6 -1.6
CPl %

ok _ _ _ _ _ _
Real GDP % 1.7 29 2.4 2.0 1.7 2.0
Current A/C% GDP -4.5 -5.1 -4.5 -4.0 -4.0 -3.3
Budget Balance % GDP -5.9 -5.4 -4.3 -3.2 -2.0 -2.8
CPl %

_ _ _ _ _ _
Real GDP % 1.6 0.0 0.5 0.9 1.0 0.5
Current A/C % GDP 0.8 0.5 3.0 3.2 3.0 35
Budget Balance % GDP -7.8 -7.1 -6.0 -6.0 -5.0 -4.8
CPI %

_ _ _ _ _ _
Real GDP % 7.7 7.3 6.9 6.5 6.3 6.1
Current A/IC % GDP 1.5 2.1 2.7 2.8 2.5 1.9
Budget Balance %GDP -1.8 -1.8 -2.5 -3.0 -3.0 -3.5
CP1%

_ _ _ _ _ _
Real GDP% 4.7 6.9 7.4 8.0 6.6 7.8
Current A/C% GDP -2.6 -1.4 -1.5 -1.5 -1.0 -1.0
Budget Balance % GDP -5.9 -4.8 -4.1 -3.9 -3.9 -3.6
CPIl % 10.9 6.4 7.0 5.0 4.8 5.0

Source: Bloomberg, Emirates NBD Research
*For India the data refers to fiscal year (April — March)
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FX Forecasts

FX Forecasts - Major

15-Aug Q3 2017 Q42017 Q12018 Q2 2018 3m 6m 12m
EUR/USD 1.1743 1.1500 1.1200 1.1000 1.1200 1.1801 1.1867 1.1992
USD/IPY 110.35 114.00 116.00 118.00 120.00 109.87 109.30 108.20
USD/CHF 0.9742 0.9800 1.0100 1.0400 1.0400 0.9685 0.9620 0.9503
GBP/USD 1.2943 1.3200 1.3500 1.3800 1.4000 1.2983 1.3026 1.3104
AUD/USD 0.7837 0.7500 0.7200 0.7000 0.7000 0.7828 0.7819 0.7803
NZD/USD 0.7286 0.7100 0.6900 0.7000 0.7100 0.7273 0.7261 0.7239
USD/CAD 1.2744 1.2700 1.3000 1.3000 1.3000 1.2731 1.2722 1.2708
EUR/GBP 0.9074 0.8712 0.8296 0.7971 0.8000 0.9091 0.9111 0.9152
EUR/IPY 129.59 131.10 129.92 129.80 134.40 129.59 129.59 129.59
EUR/CHF 1.1440 1.1270 1.1312 1.1440 1.1648 1.1429 1.1416 1.1395
15-Aug Q3 2017 Q42017 Q12018 Q2 2018 3m 6m 12m

USD/SAR* 3.7503 3.7500 3.7500 3.7500 3.7500 3.7535 3.7573 3.7698
USD/AED* 3.6730 3.6720 3.6720 3.6720 3.6720 3.6743 3.6757 ==

USD/KWD 0.3019 0.3050 0.3050 0.3050 0.3050 0.3040 0.3063 ==

USD/OMR* 0.3850 0.3850 0.3850 0.3850 0.3850 0.3861 0.3873 0.3915
USD/BHD* 0.3771 0.3770 0.3770 0.3770 0.3770 0.3776 0.3782 0.3795
USD/QAR* 3.6645 3.6400 3.6400 3.6400 3.6400 3.6810 3.6870 3.7125
USD/EGP 17.7474 17.7500 17.5000 17.2500 17.0000 18.1150 18.6300 19.6000
USD/INR 64.123 65.000 65.000 66.000 66.000 64.7700 65.4200 66.7000
USD/CNY 6.6776 7.0000 7.1000 7.2000 7.4000 6.7195 6.7605 6.8355

Data as of 15 August 2017
Source: Bloomberg, Emirates NBD Research
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Interest Rate Forecasts
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Current 3M 6M 12M 3M 6M 12M
2y 1.57 1.65 1.85 2.05 1.65 1.73 1.80
10y 2.18 2.32 2.56 2.80 2.24 2.30 2.36
2s510s (bp)
_
2y 1.31 1.40 1.60 1.85
10y 2.21 2.35 2.60 2.80
2s10s (bp)
]
1.28 1.28
]
3m 1.51 1.51 1.71 2.11
Current% 3M 6M 12M
FED (Upper Band) 1.25 1.25 1.50 1.75
ECB 0.00 0.00 0.00 0.00
BoE 0.25 0.25 0.25 0.25
BoJ -0.10 -0.10 -0.10 -0.10
SNB -0.75 -0.75 -0.75 -0.75
RBA 1.50 1.50 1.50 1.75
RBI (repo) 6.00 6.00 5.75 5.75
SAMA (r repo) 1.25 1.25 1.50 1.75
UAE (1W repo) 1.50 1.50 1.75 2.00
CBK (discount rate) 2.75 2.75 3.00 3.00
QCB (Repo rate) 2.25 2.25 2.25 2.25
CBB (o/n depo) 1.25 1.25 1.50 1.75
CBO (o/n repo) 1.72 1.75 2.00 2.25

Data as of 15 August 2017
Source: Bloomberg, Emirates NBD Research
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Commodity Forecasts

_
Current 2016 avg 201791 Q2 2017 avg
I D D _ _ ]
WTI (USD/b) 47.62 43.32 51.91 48.25 46.50 48.50 48.79
Brent (USD/b) 50.80 45.04 54.68 50.87 49.00 51.50 51.51
]
Gold (USD/troy 0z) 1,275.05 1,247.82 1,220.24 1,257.89 1,275.00 1,180.00 1,233.28
Silver (USD/troy 0z) 16.87 17.10 17.48 17.19 18.00 16.00 17.17
Platinum (USD/troy 0z) 955.75 987.79 982.33 938.13 932.00 960.00 953.12
Palladium (USD/troy 0z) 894.95 613.89 767.48 817.29 826.87 836.46 812.03
! 4 1 1 ! | |
Aluminum (USD/metric tonne) 2,039.50 1,609.83 1,856.60 1,913.36 1,850.00 1,850.00 1,867.49
Copper (USD/metric tonne) 6,417.00 4,870.75 5,857.38 5,69237 5,500.00 5,350.00 5,599.94

Prices as of 15 August 2017. Note: prices are quarterly average unless indicated otherwise.
Source: EIKON, Emirates NBD Research
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Global Equities Market Watch

Index

Last Close ADV Traded Mtd % Ytd % %membera
BEst Dvd
30d USD mn chg chg bove 200d BEst PE BEst PB
Yid
MA
0.5 3.7 2.4

Dow Jones Industrial Average Index 21,994 6,157 11.3 87 18.0

S&P 500 Index 2,466 34,705 -0.2 10.1 71 18.9 3.0 2.0
Nasdaq Composite Index 6,340 23,276 -0.1 17.8 51 23.9 3.9 1.1
FTSE100 Index 7,354 6,753 0.2 34 66 15.1 1.9 4.2
DAX Index 12,165 4,018 0.6 6.2 60 13.4 1.7 3.0
CAC 40 Index 5,122 3,810 0.9 5.7 82 15.1 1.5 3.3
Swiss Market Index 9,031 2,578 -0.6 9.6 95 18.0 24 33
Nikkei Index 19,537 11,120 -0.9 3.3 57 16.7 1.6 1.9
S&P/ASX 200 Index 5,730 3,252 0.6 1.6 60 15.9 1.9 4.5
Stoxx Europe 600 Index 376 29,455 -0.3 4.2 76 15.7 1.8 3.5
Dubai Financial Market General Index 3,586 71 -1.5 14 47 10.8 1.2 4.1
Abu Dhabi Sec Market General Index 4,481 36 2.1 -1.7 57 12.1 1.3 4.6
Tadawul All Share Index 7,125 736 0.1 -1.5 56 14.4 1.5 S
Istanbul SE National 100 Index 109,537 1,367 13 39.4 98 9.5 1.3 3.2
Egyptian Exchange Index 13,135 31 -2.3 6.2 67 11.5 1.9 2.4
Kuwait Stock Exchange Index 6,859 45 -0.1 19.1 51 - - -
Bahrain Bourse All Share Index 1,319 2 -1.2 7.5 - - - -
Muscat Securities Index 4,978 6 -1.7 -14.6 27 10.2 0.9 6.1
Qatar Exchange Index 9,192 46 -2.9 -12.5 16 14.3 1.8 35
MADEX Free Float Index 10,077 13 0.8 5.1 89 18.9 2.8 34
Hong Kong Hang Seng Index 27,250 4,329 -0.5 23.5 94 12.8 1.3 3.4
Shanghai Composite Index 3,237 34,103 -0.7 4.8 30 14.4 1.6 2.0
Korea Stock Exchange Index 2,334 4,587 -2.9 15.2 48 9.9 1.1 1.7
BSE Sensex 31,449 111 -3.3 18.1 77 20.3 2.8 1.5
Nifty 9,794 1,579 -2.8 19.6 80 19.6 2.8 15
Karachi Stock Exchange Index 45,288 76 -4.6 -8.2 37 9.5 1.7 5.6
Taiwan SE Weighted Index 10,225 3,222 -1.1 11.4 55 14.6 1.8 3.9
Bovespa Brasil Sao Paulo SE Index 68,285 1,660 3.6 134 81 13.2 15 2.9
Micex Index 1,952 473 11 -13.1 55 6.0 0.7 5.6
FTSE/JSE Africa All Share Index 55,466 1,330 -0.3 8.6 52 15.9 1.8 3.2
Vietnam Ho Chi Minh Stock Index 776 151 -1.6 16.0 68 145 25 2.6
Jakarta SE Composite Index 5,801 345 -0.1 10.2 52 16.6 2.6 2.1
FTSE Bursa Malaysia KLCI Index 1,771 187 0.7 8.0 60 16.3 1.7 3.2
Mexican Stock Exchange 51,167 393 0.3 12.1 63 19.0 2.6 2.3

Prices as of 14 August 2017
Source: Bloomberg, Emirates NBD Research
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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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