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With the summer now behind us the focus has shifted to the remaining outstanding
issues of this year; namely Fed monetary policy and the US election. Regionally

pending
data.

bond supply will be in focus amidst steady oil prices and improving economic

Global macro: After a fraught start to the summer when volatility rose to its highest
levels since January ahead of the Brexit referendum, conditions have calmed down
significantly in the second half of it to the point where the global environment appears
to be much more benign.

GCC macro: PMI data for July and August suggests that economic growth in the
GCC'’s largest economies gained momentum over the summer. However, margins
have remained under pressure and firms remain reluctant to boost employment.
Household consumption is slowing on the back of weak employment growth and
increased utilities and fuel costs.

MENA macro: Latest Purchasing Manager Indices (PMIs) for MENA’s non-GCC
economies point to relatively tepid private sector growth in Q3.

Fixed Income: Global sovereign bonds performed well through the month as
prevalent QE supported the bid for bonds and yields remained low amid muted
inflation across the globe. Continued hunt-for-yield lifted EM cash corporate bonds
and range-bound oil prices saw GCC bond prices grinding higher over the month.

Currencies: The last 30 days have seen the dollar underperform as doubts have
resurfaced about how quickly the Fed will continue to normalize monetary policy.
Although prominent Fed officials have recently indicated that another rate hike will
soon be on its way, the markets have taken this to mean that December is the most
likely month with 52% seeing a hike by then.

Equities: Global equity markets have had a stellar run since the start of 2H 2016 as
search for income-generating assets intensified post-Brexit, with both implied and
realised volatility drifting lower. It does appear that conditions remain ripe for equity
markets to trend higher as transitory factors become structural in nature.

Commodities: A bear-to-bull round trip for oil prices as markets contend with
whether OPEC will come to an agreement to freeze production.

Odds of Fed taking action in 2016 rebound
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Global Macro

After a fraught start to the summer when volatility rose to its
highest levels since January ahead of the UK’s Brexit
referendum, conditions have calmed down significantly in the
second half of it to the point where the global environment
appears to be relatively benign. Expectations for a September
Fed rate hike have dwindled, while the impact of Brexit itself
has so far been much less severe than the markets had feared.
So much so that volatility is now close to the lowest levels it
has been in two years.

Volatility at lowest in two years
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Brexit impact has not persisted..

Much of the reason for this decline in volatility is the fact that Brexit
did not in the end turn into the storm that was expected with only
sterling experiencing any lasting impact, and with other global
markets largely unaffected. In fact global borrowing costs have
continued to decline and equity markets have been strong through
the summer.

Despite apocalyptic warnings before the referendum markets have
been relatively reassured that Brexit may not in fact lead to the
economic dislocation that was feared, with UK economic data
largely holding up in the aftermath of the vote and political continuity
being promised by the appointment of the new Theresa May-led
Conservative government.

Although sentiment indicators in the UK showed an immediate
negative reaction to the surprise referendum outcome, with the UK'’s
manufacturing PMI plunging into contraction territory, these
subsequently rebounded strongly with the manufacturing PMI
posting its strongest reading since March 2015. The other ‘harder’
data available since then has been relatively comforting too,
showing retail sales rising strongly in July, prices firming, applicants
for unemployment benefit declining and the housing market steady.
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UK PMis rebound strongly in August
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Or had knock on effects...

Further afield there was next to no contagion in to other neighboring
economies either, with the Euro area PMI rising slightly in July and
firming further in August, despite the Euro’s currency appreciation
against sterling. Japanese yen strength is seemingly not harming
the Japanese economy much either, with its manufacturing PMI
improving for the third straight month in August and unemployment
continuing to decline. The US economy has also remained resilient,
with jobs being added and other activity indicators firm, so much so
that the Federal Reserve was sufficiently reassured to downgrade
the risk posed to the US economy and to talk up the possibility of a
rate hike.

Although the IMF downgraded its forecast for global growth in the
wake of the UK Brexit decision, markets were surprised that its
forecasts were not much worse given the warnings it made in the
run up to the referendum. In fact the IMF said that if it had not been
for Brexit it would have actually raised its global growth outlook for
the first time in years. In the event global growth forecasts this year
and next were lowered by just 0.1%. to 3.1% and 3.4% respectively,
while its UK growth forecast was cut to 1.7% and 1.3% in the same
period, nothing as bad as the IMF had previously implied and still
better than many other leading economies in the world, including the
Eurozone.

The fact that the new UK government seems in no hurry to trigger
article 50 of the EU constitution to initiate exit talks also promises a
more drawn out period of negotiations than many had expected,
effectively kicking the reality of Brexit out as far as 2019. Mixed
voices from EU countries about what kind of Brexit they will insist on
are also providing some optimism that the UK may still manage to
avoid draconian consequences, although warnings from other
trading partners such as Japan are currently reminding markets
about what might be at stake if a satisfactory negotiations outcome
is not seen. With the Bank of England having already moved
preemptively to cut interest rates to 0.25%, and with GBP having
fallen by nearly 15%, the markets might even start to imagine that
the near term prospects for the UK economy could actually be quite
favourable. Export orders books were at a two-year high in August
according to the Confederation of British Industry, with total order
books ‘comfortably above’ the long-run average.
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However, it is important not to get carried away by the relative calm
that has prevailed for the last month or so. As it was probably right
not to over react to the sharp drop in confidence levels seen in July,
or indeed to the cataclysmic warnings before the referendum, so the
improvement seen in the ‘hard’ data since the vote may also
exaggerate the resilience of growth going forward. It is still likely that
UK growth will be affected and it will take time for the full impact of
Brexit to manifest itself, both on the UK economy as well as on its
global trade partners and regional neighbors. Policymakers should
remain vigilant to these risks even as the immediate clouds related
to the issue might appear to have lifted.

Focus shifts back to the Fed

With the immediate impact of Brexit now behind us the focus has
shifted to the remaining outstanding issues of this year; namely Fed
monetary policy and the US election. The two are connected as the
Fed is thought unlikely to raise interest rates around the time of the
election in November, leaving only two options for a rate hike
between now and the end of the year, either this month or in
December. With senior Fed officials recently talking up the likelihood
of a policy tightening in coming months at the Jackson Hole
symposium, most market assumptions are that a December rate
hike is now the most likely. However, this is largely premised on the
assumption that Hillary Clinton will win the Presidency. If Trump
were to win, however, all bets would be off. A December rate hike
is also premised on the view that the Yellen Fed is almost
perennially disposed to wait until the stars are perfectly aligned
before hiking rates, a view that is quite understandable given past
experience. However, there is still something a little strange about
the Fed recently beginning to talk up a rate rise so far ahead of when
they are actually planning to do it.

After all both domestic and international factors appear to be
reasonably supportive of a move today, even if they are not quite at
the ‘perfect’ place the Fed might prefer. The latest rise in US non-
farm payrolls by 151k in August was a little weaker than expected
but need not detract from the argument for hiking rates as early as
this month, with the 3-month moving average for payrolls standing
at 232k and the unemployment rate steady at 4.9%. Inflation
readings are still below the Fed’s two per cent target but are
gradually moving towards it, something which a small rate rise will
do little if anything to impede. Global conditions are also very benign
right now, with oil prices steady and emerging markets much less
volatile than they were at the start of the year, and with the Brexit
referendum already a memory. This all suggests that the Fed has a
window to hike rates without the risk of destabilizing financial
markets if this is what they want to do.
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US employment still remains steady
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From another perspective a rate hike is actually becoming more and
more pressing not only for economic reasons but for the good of the
financial system. Global bond guru Bill Gross of Janus Capital
recently wrote in the Financial Times that ‘Central bankers are
threatening the engine of the economy’ by keeping interest rates too
low now for too long. Gross goes on to say that it is no coincidence
that productivity has slumped parallel to the advent of QE and zero
bound interest rates, or that investment has declined, saying that
ultimately ‘capitalism cannot function at the zero bound or with a
minus sign as a yield'. Insurance companies and pension funds with
long term liabilities have assumed higher future returns and will be
left vulnerable if yields fail to return to more normal levels. Other
distortions are also observable in asset markets from equity markets
to bonds and commercial real estate.

The Fed does not appear to be at this level of awareness just yet,
although there have been signs from some of its officials that a
reappraisal of the appropriate level for interest rates could be on its’
way. The San Francisco Fed’s John Williams for instance wrote
recently that it is time to ‘critically reassess prevailing policy
frameworks’ warning that there are limits to what monetary policy
can do and hinting that fiscal policy should take more of the strain.

Tim Fox
+9714 230 7800
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GCC Macro

PMI data for July and August suggests that economic growth
in the GCC’s largest economies gained momentum over the
summer. However, margins have remained under pressure
and firms remain reluctant to boost employment. Household
consumption is slowing on the back of weak employment
growth and increased utilities and fuel costs.

Saudi and UAE PMIs
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PMI data suggests that economic growth in the GCC'’s largest
economies gained momentum over the summer. In Saudi Arabia,
the headline PMI averaged 56.3 in the last two months, up from 54.3
and 54.5 in Q1 and Q2 respectively. The UAE’s PMI averaged 55.0
in July-August, up from 53.4 in Q1 and Q2 2016. While the PMIs
measure activity in the non-oil private sector, it is likely that
increased oil production has fed through to the oil-related
manufacturing sectors in both countries, but particularly in Saudi
Arabia which has ramped up production sharply over the last two
months. Indeed, where the UAE’s PMI eased off slightly in August,
Saudi Arabia’s headline PMI increased further as crude output
reached a new high.

In the UAE, the services sector performed relatively well over the
summer season, with Dubai’s travel & tourism and retail & wholesale
trade sectors benefitting from increased visitors and holiday
spending. However, firms’ margins have remained under pressure
as output prices have been reduced in order to compete for new
business and sustain demand. We expect this trend to continue
against a backdrop of USD strength. Recent announcements of a
new mega-project in Dubai, as well as the opening of new theme
parks and the prospect of a new bankruptcy law coming into effect
by the end of this year should all support business optimism going
into Q4 2016.

Household spending appears to be slowing

However, household consumption growth is facing headwinds in
both Saudi Arabia and the UAE. Employment growth remains soft
despite strong rises in output and new orders, as firms appear
reluctant to increase their costs. The employment component of the
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UAE’s PMI averaged just 51.2 in January-August this year, down
from 52.7 in the same period last year. The trend is similar in Saudi
Arabia, where the employment index averaged 51.5 in the first eight
months of this year, down from 52.8 in 2015.

At the same time, households are facing higher costs for utilities and
fuel as subsidies are reduced. In Saudi Arabia, the water and
electricity component of the cost of living index have increased by
around 140% and 12% respectively this year, while fuel is up 60%
yly. Meanwhile, non-oil imports declined more than 20% yly in H1
2016, with the decline across all categories except for arms and
ammunition. Point of sales transactions have declined -6.1% y/y in
January-July in nominal terms, where headline consumer inflation is
running at around 4%, suggesting that sales volumes have declined
by around 10% yly.

Corporates in the UAE and Saudi Arabia are also facing a more
challenging economic environment, as governments cut back on
spending and liquidity conditions have tightened. Anecdotal
evidence suggests that payments (including from the public sector)
are being delayed and this is putting strain on corporate cash flows,
particularly in Saudi Arabia. So while the purchasing managers’
surveys are showing expansion so far in 2016, the rate of growth in
the non-oil sector is slower on average than in 2015 for both the
UAE and Saudi Arabia.

Saudi Arabia: Inflation
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Crude output rises, supporting growth

Oil output in Saudi Arabia rose to just under 10.7mn bpd in August
according to Bloomberg estimates, although some estimates put it
as high as 10.8-10.9mn bpd. Either figure would make it a new
record high in terms of monthly oil production in the Kingdom. Year-
to-date, Saudi crude output has averaged 10.4mn bpd according to
Bloomberg, or 1.4% higher y/y. Growth in the UAE’s oil production
is up 1.6% yly over January-August. Crude oil extraction accounts
for nearly 40% of Saudi Arabia’s GDP and just over 30% of the
UAE'’s, so growth in this sector will go some way towards offsetting
slower non-oil sector expansion.

Khatija Haque
+971 4 230 7803
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Non-GCC Macro

Purchasing Manager Indices for MENA’s non-GCC economies
point to relatively tepid private sector growth in Q3. Although
PMI data is only available for Egypt, Lebanon and Turkey, the
trends that are evident are likely to extend to the rest of the net-
oil importing markets in the region. The external sector appears
particularly weak, meaning there will be little hope of an export-
led recovery this year.

Turkey’s August PMI fell to 47.0 from 47.6 in July, marking the
lowest level since April 2009. This also represented the sixth
consecutive month that the headline PMI has been below the no-
change 50 level. Through the first eight months of the year, the
survey has averaged only 48.8, compared to 49.3 in the same time
last year. A host of other data points released in recent weeks would
seem to confirm what the PMI reports have been indicating in terms
of a slowdown taking root across the Turkish economy. Tourist
arrivals have been particularly affected by the recent uptick in
political risk, with the number of visitors declining 37% y/y in July.
Moreover, latest trade data also shows the value of exports falling
12% yly, indicating that external demand is simply not going to be
sufficient to boost growth in the near term.

Lebanon PMI
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Q2 GDP for Turkey is due to be released on September 9, with
consensus expectations seeing economic growth slow to 3.7%,
compared to 4.8% in Q1. By regional standards, this would actually
make the economy a relative outperformer. One of the main reasons
why momentum has held up reasonably well has been the fact that
household consumption accounts for a large share of overall GDP,
which has been supported by hikes to the minimum wage.

Lebanon’s PMI surveys have underperformed relative to the rest of
the region, suggesting the private sector economy has been
contracting since mid-2013. In August, the headline report fell to
45.0, from 45.5 in July. This represented the 38" straight month of
decline (in the survey’s history, there have only been two months
above 50). A common theme from respondents to Markit's survey is
that demand is being undermined by the political situation.
Domestically, Lebanon has been without a president since 2014,
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while parliament has only managed to pass legislation for issues of
the most pressing nature (issuing FX debt and garbage collection).
Broader structural reforms are not a priority, and the task of
managing the economy has fallen solely to the central bank whose
stimulus programs can only do so much to spur domestic demand.

Despite the prolonged streak of PMI surveys showing deteriorating
business conditions in Lebanon, GDP growth is estimated to have
expanded by an average of 2.2% over the past three years. One
reason may be the influx in Syrian refugees since 2011, who now
account for over 25% of the population by official estimates (and
significantly more by unofficial estimates), which may have helped
support economic growth through increases in demand for local
services, and driven overall household spending higher at a time of
otherwise fragile consumer and business confidence.
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Egypt’s PMI also remains below the neutral 50-level, and in August
dropped to a four-month low of 47.0. The FX situation remains the
most problematic factor for private sector companies at the moment.
Liquidity shortages and the depreciation of the EGP in the parallel
market were cited as reasons behind the fall in Output (46.0) and
New Orders (47.0), in addition to the deterioration in Suppliers’
Delivery Times (44.5). Currency weakness also pushed the
Purchase Price Index to its highest level in the survey’s history
(88.2), which forced firms to pass on these higher costs to
customers, as evidenced by the Output Price Index rising to its
second-highest level (59.3) since the PMI was introduced in 2011.
Most concerning of all perhaps, employment also fell at its fastest
pace in the survey’s history (44.2).

There is cause for optimism, however, with the recent signing of a
three-year USD12bn IMF Extended Fund Facility. Most importantly,
the IMF program will help anchor a broader reform agenda that is
aimed at stabilizing public debt, narrowing the budget deficit,
introducing a more competitive exchange rate, and improving the
business environment for private sector companies. Progress has
already been in some areas, most recently with parliament’s
approval of a long-awaited VAT.

Jean-Paul Pigat
+971 4 230 7807
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Fixed Income

Global sovereign bonds performed well through the month as
prevalent QE supported the bid for bonds and yields remained
low amid muted inflation across the globe. Continued hunt-for-
yield lifted EM cash corporate bonds. Low market volatility and
range-bound oil prices saw GCC bond prices grinding higher
over the month.

Short Term Rates

Short term rates have risen noticeably across the GCC economies
mainly due to rising LIBOR rates and tightening banking sector
liquidity. Three month LIBOR rate is the life and blood of financial
systems in the GCC economies where currencies are pegged to the
dollar. This rate is currently at 83 basis points, its highest in seven
years. Three key factors contributing to this escalation in short term
LIBOR rates are :

e Money market reforms: Global dollar liquidity is tightening
due to falling supply of short term money that is mainly
driven by new U.S money market regulation which comes
into effect on October 14. In our view, this is the prime
factor behind the rise in LIBOR from 62bps in June to
83bps now.

e Change in LIBOR rate calculation methodology: After
years of scandals involving manipulation of LIBOR rates,
regulators now require a broader set of data to be
submitted for LIBOR setting and this is contributing to
keeping LIBOR at elevated levels.

e Increasing expectations of rate hikes: Market is currently
pricing 52% chance of a rate hike this year and this may
keep LIBOR rates elevated for months or even quarters.

As at end of August, there were circa USD 169bn of CP and CDS
maturing before Oct 14. LIBOR may continue to grind higher to the
extent that banks choose to refinance it again in the shorter tenor
money markets instead of finding alternate longer duration funding
sources.

Regardless of the cause or permanence of the LIBOR rate increase,
broader effect can already be seen throughout the GCC markets in
the form of rising local rates.

Global Bonds

August has been an exceptionally quiet month. Even Janet Yellen’s
much-awaited appearance at Jackson Hole failed to provoke much
reaction. Investor fatigue is justified in a market plagued with
conflicting forces. Brexit turned out not to be the end of the world,
US economy appears on solid grounds and European economic
data is steady. And yet bond yields have fallen and rate hikes keep
getting postponed in the face of deflation risk in japan and slowing
growth in China.
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10Yr Government Bond Yields
T

1.537 -18.0 -58.7
UK 0.659 -1.0 -60.5 -114.6
Germany -0.114 -4.4 -16.2 -78.6
Russia (LC) 8.070 -34.0 -59.0 -344.0
China (LC) 2.783 +4.6 -19.9 -51.9
Japan -0.050 +5.3 +7.8 -41.0

Source: Bloomberg

Shorter dated Gilts yields were lower after the first week of
purchases by the Bank of England, however, long end buyback was
uncovered as investors clearly did not want to sell their positions to
the central bank. US treasuries also saw flattening of curve as ten
year yields remained in narrow range but two year yields shifted
upward, albeit only marginally, in response to hawkish comments
from Fed officials. Adding to the bid in fixed income was the
comforting performance of crude oil prices.

In the emerging market space, countries continued to release
second quarter GDP which came in 6.7% for China, 7.1% for India,
-3.8% for Brazil, -0.6% for Russia, estimated 3.6% for Turkey and
estimated 0.2% for South Africa. Within GCC average GDP growth
has remained above estimates (refer tables at the back for details),
fuelled by record oil production.

Global Corporate Bond OAS (bps)
_-

US IG Corp

US HY Corp 484 -39 =77 -54
EUR IG Corp 51 -1 -8 -5
EUR HY Corp 375 -34 -43 -48
USD EM 317 -13 -43 -82

Source: Bloomberg

Capital inflow of over $13.3 billion in the last one month has
benefited EM bonds. EM USD cash bonds index recorded total
return of 1.08% over the month and a spectacular 12.47% total
return on YTD 2016.

GCC Bonds — Secondary market

GCC bonds have ground higher as crude oil prices appear to be
stabilising around mid - USD40s/b. And although earnings reports
generally surprised to the upside, its mainly the negative rates in
large parts of the world that have driven capital in the region and
delivered outsized returns for GCC bonds in 2016. Low volatility in
the face of range-bound oil prices have boosted alpha too. YTD total
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return on liquid UAE bonds has been 5.47% and that on the wider
GCC is running at 6.31% (Bbg Barclays GCC total return index).

BUAEUL Index — YTW history
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The general myth that the local bid for bonds has reduced sounds
logical in the face of strained liquidity in the GCC banking systems.
However, looking at facts we notice that while share of new issues
take up is lower by GCC investors this year, the absolute amount of
buying may still be higher than the previous years as the region has
seen record new supply.

With 26% of global IG bond index yielding below one percent, the
attractiveness of GCC bonds offering an average 4% yield has
increased. Since most of the issuance has come from highly rated
sovereign sector, demand has remained high not only from the local
bank ALM books that benefit from zero risk weighting for sovereign
risk but also from international pension/insurance funds that are
attracted to A/AA range rating on four of the six GCC sovereigns.

While supply from GCC is likely to remain elevated, we are
cautiously optimistic about the credit spreads to remain range bound
as demand for the GCC paper is accelerating faster than supply.
The main factors supporting increased demand are a) attractive
relative value; b) sovereign issuers that attract interest from
pension/insurance funds; c) high credit ratings; d) cheap, abundant
liquidity in Asia and Europe and e) lack of alternate products to get
access to GCC risk.

The silver lining emanating from low oil prices is the increasing
depth of the GCC capital markets. Increased international
participation has introduced investors that churn their portfolio more
than the traditional hold-to-maturity local investors. Chunky recent
sovereign deals has increased market depth and higher portfolio
churn has improved liquidity in the GCC bond market. Average ticket
size in the region has increased to circa USD 2-5mn from average
USD 1-2mn few years ago.

GCC Bonds - Primary Market

The new issue calendar got fired up last week after several weeks
of summer lull. We are seeing deals well oversubscribed and
secondary market spreads remaining resilient. Year to date new
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issuance at circa USD 40 bn (including fixed and floating USD
denominated bonds) is at a record high and has already crossed the
total for the entire 2015. We expect another circa USD 30-40bn
before the end of the year.

Beside possible refinance of the upcoming maturities of USD 6.9bn
before December 2016 and circa USD 13bn in first half of 2017, new
issuers are likely to come to market opportunistically to lock in low
rates ahead of the Fed rate hike cycle picking up steam. The most
prominent and hotly awaited name is the debut dollar denominated
issue from Saudi Arabia sovereign which is likely to be over USD
10bn and expected to surface in end September / early October.
While Dubai government, Kuwait and Bahrain have already
announced intension to tap the market this year, we will not be
surprised to see further issuance from Oman or Qatar given that all
GCC sovereigns are likely to record sizeable budget deficit even in
2017 as oil prices remain low.

Beside sovereigns, the sector most likely to require funding is the
GREs that were traditionally funded by government but now may
have to tap the capital markets. TAQA, IPIC, Qtel, SECO etc appear
primed to need capital market funding over the next six months.

The two factors in the past that pushed banks to take extra debt was
the fast growing loan books and aggressive appetite for international
expansion. While both these factors have become mundane, falling
oil revenue deposits have reduced liquidity in the banking sector
particularly in Saudi Arabia and Qatar. In the banking space we
expect issuance to shift from capital securities to more of senior
debt. That said there is likely to be a preference for syndicated loan
market over the capital market debt given the favourable terms
available from Asian banks.

Anita Yadav
+9714 230 7630
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Currencies

The last 30 days have seen the dollar underperform as doubts
have resurfaced about how quickly the Fed will continue to
normalize monetary policy. Although prominent Fed officials
have recently indicated that another rate hike will soon be on
its way, the markets have taken this to mean that December is
the most likely month with 52% seeing a hike by then.

In contrast FX markets appear to be reducing their bets on a US
interest rate hike this month with estimates for a hike at the FOMC
on the 21%t falling to 32% in the aftermath of the US August
employment report, and to 24% following the latest ISM services
data. This was down from the 45% peak seen immediately after the
Jackson Hole symposium, but it is still well up from the near zero%
seen in July. The DXY Dollar Index, a measure of dollar strength
against major currencies declined by 2.33% to 94.79 since July
when we last wrote, but its recent behavior suggests a greater
amount of uncertainty about the outlook.

Dollar breaks lower in early September

Following the disappointing ISM Non-Manufacuting PMI report, the
dollar index broke out of its range, closing below its 100 day MA of
95.212. In the short term, this signals that further weakness is likely
to follow until the Fed gives the market clear direction on its intention
to raise interest rates. In order to reverse its current downtrend, DXY
needs to close above its 100 day MA, putting it back in its former
range where support was the 100 day MA and resitance the 200 day
MA. This needs to be followed by a close above the 200 day MA of
96.226 (closely coinciding with the one year 50% Fibonacci
retracement of 96.215) which would clear the path for a climb
towards the one year 61.8% Fibonacci retracement of 97.228. For
this to happen a September rate hike would certainly help, with real
adjusted yield differentials showing a clear correlation with most
USD crosses. USD Libor has already moved higher in recent weeks,
and although this largely reflects some technical issues related to
money market funds (see Fixed Income on page 7) it still hints that
the broad trend in US interest rates is changing and becoming more
supportive of the USD.

Dollar breaks below its 100 day MA
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JPY still top performer in 2016

The JPY remains the strongest performer of 2016 benefiting from
disappointment with earlier BOJ easing steps and from periodic
bouts of risk aversion. Its recent relative softness is more to do with
the Fed however, and with the prospect for diverging monetary
policy between it and the BOJ later this month. So much so that
recent encouraging economic data out of Japan including retail
sales (1.4% m/m in July), a fall in the unemployment rate to 3.0%
(the lowest level since 1995), and improvements in the PMIs have
been largely overlooked.

With a September Fed rate hike looking doubtful but not completely
ruled out, and more BOJ easing steps on their way according to
governor Kuroda, the scope would seem to exist for further gains in
the run-up to the FOMC and BOJ meetings on the 20-21% of this
month. Mindful of USDJPY100 acting as a massive psychological
barrier and offering very strong technical support, and while the
USDJPY failed to to build on its close above the 100 day MA of
102.67 on 7™ of September, we feel substrantial support at the 100
level could help it make another attempt at this level before going
on to attempt to reach the one year 23.6% Fibbonaci extension of
104.86.

Can USDJPY upside build?
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ECB to weigh on Euro

The Euro also appears quite heavy following recent subdued activity
and inflation readings. Business and consumer surveys for the
Eurozone showed declines in August sentiment across the board,
possibly a reflection of the security issues that dominated Europe in
the summer months. Economic confidence fell to 103.5 from 104.6,
while the business climate index dipped to 0.02 from 0.39 and
consumer confidence remained unchanged at -8.5. Headline
inflation was also unchanged at 0.2% y/y in August whilst core
inflation dipped to 0.8%. The weakening prospects for the Eurozone
economy will keep the pressure on the ECB to provide more
stimulus to growth possibly as early as this week, although it may
prefer to wait to see what the Fed does later this month before
acting. Any sustained break below 1.1130, the 50 and 100 day
MA, provides the opportunity for bears to target 1.0913, the June
2016 low and near the 38.2% 1 year Fibonacci retracement. Further
out, the risk is that political strains will mount in 2017, with elections
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due in France and Germany, which will further compound the
headwinds facing growth and the challenges facing the ECB.

Sterling rebounds as data surprises positively

Having fallen by more than 30% against some major currencies
(33% vs NZD, 31% vs JPY) over the last 12 months, the pound has
finally enjoyed a month of relatively good performance, paring
losses against all of its rivals, with the exception of the NZD. This
recovery has been spurred on by more economic data that has
confounded assumptions that the UK economy would weaken in the
aftermath of the Brexit referendum. Most strikingly the strong
bounce back in the composite PMI activity index to 53.6 in August,
up from 47.6 in July, demonstrated that the ‘shock value’ of Brexit
was shortlived. Growth in retail sales, continued firmness in the
labour market and a pick-up in prices are all evidence that the
markets overestimated the immediate negative economic
consequences of Brexit. Some of the improvement in the data may
already be a reflection of the softer pound, such as the improvement
in export orders reported by the CBI. To the extent that this is the
case any further recovery in the value of the pound might be seen
to be unwelcome, especially after the Bank of England cut interest
rates proactively in August in order partially to ensure a softer
currency.

The chart below illustrates the risk that GBP could even rally a bit
further based on inflation adjusted sovereign bond yield spreads,
something that could be even more alarming if it is sustained.
However, as we still think there is a risk that the economic
environment may not remain as benign as it currently appears,
especially once the Brexit negotiations get underway, we retain our
view that GBP will fall back again especially against the USD if the
Fed follows through on its recent tightening rhetoric. Further out the
possibility is rising that the new May government could call an early
snap general election in 2017 which would further complicate the
outlook, even though the probability currently is that the

Conservatives would easily win.
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AUD and NZD firm despite record low rates

Despite the RBA and RBNZ cutting benchmark rates to record lows
of 1.50% and 2.00% respectively and expectations of further cuts to
come, both currencies find themselves continuing to outperform the
market, in particular the NZD which has been the second best
performer of 2016, with NZDUSD appreciating 7% YTD and
reaching a 14 month high of 0.7433 on 9™ of September 2016. Until
the uncertaintiy over the Fed raising rates in 2016 clears, we expect
AUD and NZD to continue to enjoy support from vyield seeking
investors.

Mohammed Al Tajir
+9714 609 3005

Tim Fox
+9714 230 7800

Correlation of daily currency movements over the last one month

PAIR ‘ EUR/USD ‘ EUR/GPB EUR/JPY ‘ GBP/USD USD/JPY USD/CAD | AUD/USD NZD/USD
EUR/USD ‘ 0.149 -0.347 0.637 -0.848 -0.526 0.691 0.807
EUR/GBP ‘ 0.149 -0.144 -0.666 -0.185 -0.032 -0.105 -0.146
EUR/JPY ‘ -0.347 -0.144 -0.155 0.7910 0.345 -0.174 -0.436
GBP/USD ‘ 0.637 -0.666 -0.155 -0.498 -0.374 0.596 0.721
USD/JPY ‘ -0.848 -0.185 0.791 -0.498 0.541 -0.549 -0.774
USD/CAD ‘ -0.526 -0.032 0.345 -0.374 0.541 -0.647 -0.603
AUD/USD ‘ 0.691 -0.105 -0.174 0.596 -0.549 -0.647 0.841
NZD/USD ‘ 0.807 -0.146 -0.436 0.721 -0.774 -0.603 0.841

Source: Bloomberg, Emirates NBD Research
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Equities

Global equity markets have had a stellar run since the start of
2H 2016 as search for income-generating assets intensified
post-Brexit, with both implied and realised volatility drifting
lower. It does appear that conditions remain ripe for equity
markets to trend higher as transitory factors become structural
in nature. These include low sovereign yields, stability in
commodity prices and continued absence of active monetary
policy divergence among global central banks.

Though marked by subdued volumes, the rally in equity markets
have been broad based. The MSCI World index has rallied +5.1%
since the start of Q3 2016. All the other sub-indices have also
remained in positive territory with the MSCI EAFE index, the MSCI
Emerging Markets index and the MSCI Arabian Markets index
rallying +6.7%, +9.1% and +1.3% respectively over the same
period. The relative underperformance of regional equities can be
attributed to -4.1% decline in Brent prices and low investor
participation due to seasonal lull.

Despite the near-term spike, volatility since start of 2H 2016 has
declined across the board. While the VIX index and the V2X index
dropped -7.5% 3m and -24.3% 3m respectively, the JP Morgan EM
Volatility index declined -3.3% 3m.

The discourse leading up to the end of the year is likely to be
dominated by central banks and political developments. Markets, on
both fronts, are pricing in favorable outcomes. The price action
suggests that they expect Federal Reserve, if they move, to only
hike in December, the Bank of Japan to move deeper into negative
interest rate territory and Bank of England and European Central
Bank to maintain quantitative easing programs well into 2017. On
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the political font, it appears that Italian referendum is expected to be
a non-event and Hillary Clinton to win US elections. The odds of a a
negative surprise on both counts is not as low as the market is
pricing in and therein lies the risk of disruption. This is especially
concerning when most indices are at year highs, valuations rich and
volatility at year lows.

Valuations — A potential drag

The current rally in equity markets is being driven by multiple
expansion rather than earnings growth. The current rate of multiple
expansion would be unsustainable if not followed up by pick-up in
earnings.

The MSCI World index is currently trading at 17.7x 2016E and 15.7x
2017E earnings compared to the 10-year average of 13.6x.
Similarly, the MSCI EM index is trading at 13.4x 2016E and 11.8x
2017E earnings compared to the 10-year average of 11.0x. As per
Bloomberg, the trailing 12-month P/E ratio for the MSCI World index
and the MSCI EM index stands at 22.5x and 15.4x respectively.

The fact that trailing P/E ratios are significantly higher than the
forward P/E ratio indicates that consensus expectations are for
double digit earnings growth in 2017. The anticipated earnings
growth is driven by expected rebound in the energy sector.
However, even when the earnings from the energy sector is stripped
out, the expectation for EPS growth remains in high single digits.
This looks unlikely given the experience of recent past and the
expected pace of global economic growth. Over the last two
decades, global earnings have grown by more than 10% on nine
occasions but most of them were during 2000’s when global
economic growth was topping 5%.

18.0

=
o
o

[uy
g
o

©
[=}

*

EGX

Bovespa

Nikkei  Nasdag Qatar Ex

S&P 500

4
7' * g Cac € Dax 7S Shanghai Comp
ensex

Previous Month (1 July - 31 July) (%)
(o]
o

3.0 Bahrain Bourse Muscat 4p KE;;’{ o L 4 ® ® Hangseng
ADX .’ L 2 ¢ Euro Stoxx 600 4
0.0
FTSE 100 ‘
Tadau MSCI Russia

-3.0 ¢ Borse Istanbul V'S

-6.0

-12.0 -10.0 -8.0 -6.0 -4.0 -2.0 0.0 2.0 4.0 6.0

This Month (1 August - 31 August) (%)

Source: Bloomberg, Emirates NBD Research. Reversing Down — Up previous period & down this period; Trending Down — Down previous and this period;
Trending Up — Up Previous and this period; Reversing Up — Down previous period and up this period

Page 11



With the IMF forecasting global GDP growth of 3.4% in 2017, the
current expectation of EPS growth looks optimistic. It is also worth
noting here that 2017 earnings expectations for the MSCI World
index has been revised lower by -1.7% over the last three months.

Earnings yield gap
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Having said that, equities continue to appear cheap when compared
to bonds with the current global earnings yield gap of 5.1%. The
global earnings yield gap is calculated as the difference between the
inverse of the MSCI World PE ration and the Bloomberg G7
sovereign yield (see chart above). It shows that while valuations are
high compared to historical averages, it has been at higher levels
before. By contrast, bond yields have never been lower before. This
should continue to offer some support to equities more so when
seen in light that we are yet to see a significant rotation of bonds
and into equities. According to data from EPFR Global, equities
since at the start of the year have seen outflows of USD 130bn while
bonds have seen inflows of USD 148bn. This ties in well with the
ongoing debate over ‘lower for longer interest rates’ which in turn
could be a significant factor in ensuring continued multiple
expansion.

Developed Markets

US over Europe

At the start of the year, European equities were a consensus buy
with divergence in monetary policy and higher earnings growth cited
as key reasons. However, since the start of 2H 2016, US equities
have outperformed its developed market peers with the S&P 500
index adding +3.5% 3m compared to +0.9% 3m gain in the Euro
Stoxx 600 index and +1.7% 3m rally in the Nikkei index.
Interestingly, one developed market which has outperformed US
equities over the last three months has been UK with FTSE 100
index adding +8.6% 3m.

The gain in US equities can be attributed to sustained economic
growth supported by robust share buyback yield and continued
accommodative monetary policy from the Federal Reserve. In fact,
lack of move from the Fed has actually helped the USD weaken
enough to support US equities. While earnings growth continue to
remain weak as seen in Q2 2016 and valuations remain rich,
earnings revisions have stabilized from the lows seen early in 2016.
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The outperformance of US equities has also been helped by relative
underperformance of European equities on account of concerns
over the health of the banks and political risks emanating primarily
from Brexit. Having said that, it must be noted that despite
underperformance, the Euro Stoxx 600 index is trading close to its
52-week highs.

MENA Markets

Capital market reforms gather pace

Regional markets have remained subdued since the start of 2H
2016 with the S&P Pan Arab Composite index closing flat over the
last 3 months. This can be attributed to lack of investor participation
and the seasonal lull. However, authorities have stepped up and
initiated a series of capital market reforms which should help
regional equity markets going forward.

In UAE, Nasdaq Dubai opened equity futures market at the start of
this month to trade single stock futures on the shares of 10 UAE
companies which together account for about 55% of the traded
value of all listed equities. The stocks include Emaar Properties,
Arabtec, DP World, Dubai Parks & Resorts, Etisalat, First Gulf Bank,
Union Properties, Aldar Properties, Damac and Dubai Islamic Bank.
The contracts have maturities of one, two or three months and will
be settled in cash. The initial reaction so far has been lukewarm but
should gather pace at the start of Q4 2016.

The CMA in Saudi Arabia fast tracked changes in QFI rules. The
changes include reducing the threshold for QFI from USD 5bn to
USD 1bn and increasing the investment limits of QFIs in individual
companies and aggregate foreign ownership limits. Additionally, the
CMA decided to adopt book building process for pricing the IPOs.
The regulator also decided to allow QFls to participate in the IPOs.
The decision will come into effect from start of 2017. The IPO rules
do prepare base for the massive part privatization plans announced
earlier in the year. The critical changes still pending for
implementation is the introduction of T+2 settlement cycle which is
likely to happen sometime in H1 2017.

Emerging Markets

Among equities, emerging markets are the best performers both on
a 3m and year to date basis. The MSCI EM index has rallied +10.5%
3m and +16.3% ytd. The rally in emerging economies is led by Latin
American markets with Asian Emerging Markets slow to catch up.
The MSCI EM Latin America Index has rallied +16.2% 3m. Much of
the gains has been driven by the Bovespa index (+19.1% 3m) which
has benefitted from reduction in risk premium following the
impeachment of President Rousseff and subsequent appointment
of Michel Temer who has promised to implement market friendly
reforms.

Aditya Pugalia
+9714 230 7802
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Commodities

Oil markets have gone nearly full circle in the third quarter,
moving into a bear market to the end of July and then rising
sharply by mid-August and now showing just how jittery the
market still is. The main catalyst behind these wide moves has
been market speculation over whether and when OPEC would
take some form of market action, most likely in the form of a
production freeze. Previous attempts to broker a deal to freeze
output growth in February and April came to naught and this
time too we are doubtful it will be achieved nor would it provide
the long-term boost to oil markets OPEC members sorely need.

Have conditions in oil markets changed enough to suggest freezing
output would be beneficial? The general trend of markets
rebalancing has remained intact over the course of 2016. Crude oil
production in the US has fallen by over 450k b/d so far this year up
to the end of August while data from Canada, China, Brazil and
Mexico all point to lower output this year. There are also tentative
signs that inventories in Europe and Asia are being drawn down,
albeit they still aren't anywhere close to being described as tight.
These improving conditions—and the fact that oil prices have held
in a range between USD 45-50/b since mid-April—would suggest
that the time is right for OPEC's lower-cost producers to actually
capture more market share, rather than less.

And indeed this has been the case. Crude oil production from OPEC
hit a new record level in August according to latest market
estimates. Total output hit 33.69m b/d, up 120k b/d month-on-month
and more than 670k b/d on the same month last year. Production
increases were concentrated in the Middle East where output from
the GCC members rose 140k b/d while Iran and Iraq increased
production by 130k b/d. Nigeria recorded another sizeable decrease
in output (130k b/d) while Venezuela's production continues to limp
along.

OPEC production already at record levels
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Source: Bloomberg, Emirates NBD Research.

OPEC's production has increased by 464k b/d as of the end of
August compared with average 2015 output, nearly matching the
decline in US volumes. The main catalyst behind this increase has
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been the return of Iran to oil markets after sanctions were lifted in
January but Irag and Saudi Arabia have also made sizeable
contributions (336k b/d and 115k b/d respectively). Elsewhere,
changes in production have been more mixed and output has fallen
most extensively in Nigeria and Venezuela (277k b/d and 100kb/d
respectively) among the major producers.

Russia has been stealing a march on OPEC's
markets

But while OPEC's big producers have been increasing output, so
too has one of their major competitors: Russia. Output there has
pushed higher in 2016 (up 133k b/d to the end of August on 2015
average levels) and is at elevated levels (10.8m b/d on average in
2016) relative to historic performance. Russia has also been
aggressively pushing oil into China, taking an average of 13.5% of
the country's total imports from January to July, compared with
12.7% last year. Meanwhile, Saudi Arabia's share has dipped from
more than 15% to just over 14% and OPEC's share more generally
has fallen. Russia has also been cementing its position as the
dominant exporter of crude to the EU while Saudi Arabian exports
to the bloc have dipped according to the most recent data from
Eurostat.

Fighting for control of China's oil imports
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Russia then is the producer for OPEC to do a deal with. For all of
the market's attention on US shale, US crude oil exports remain
negligible. Since a ban on US crude exports was lifted at the end of
2015 they have risen but are not nearly at a level to concern OPEC
producers, just 480k b/d on average this year compared with over
5m b/d from Russia.

Hence the enormous frenzy surrounding a joint statement from the
energy ministers of Saudi Arabia and Russia on the sidelines of the
G20 meeting in China. Whatever the announcement was, it wasn't
an agreement to freeze production. Both countries agreed to
cooperate to support global oil markets but fell short of announcing
any concrete action. Indeed, nearly immediately after the statement
Saudi Arabia's energy minister, Khalid al Falih, said no freeze was
needed at present. To us, this puts paid to any possibility that a deal
will be achieved at the upcoming OPEC meeting.
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When is a freeze not a freeze?

But even beyond Mr Falih's comments, how could a freeze work in
practice? The only positive outcome of an OPEC meeting in the past
few years has been the appointment of a new secretary-general and
most meetings have been fractious rather than friendly. A major
obstacle to a freeze deal is what place Iran holds in OPEC. The
country's deputy petroleum minister said the country would be
prepared to freeze output once it had hit its pre-sanctions share of
oil markets. If Iran held to this policy then it would need output to
rise by more than 400k b/d to over 4m b/d to capture the around
12% share of OPEC production it had prior to sanctions being
removed.

Some in OPEC do have room to expand
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Likewise, Nigeria and Libya are producing far below their capacity
or historic share of total OPEC output and we doubt they would be
prepared to accept a freeze at their currently depressed levels. One
possible formulation of a freeze, then, would be to carve out growth
allowances for countries where production has dipped for reasons
not related to policy. This would mean an increase of 1.7m b/d to
OPEC's currently elevated levels if Iran, Nigeria and Libya were
given permits to raise output, taking OPEC production above 35m
b/d for the first time. Iraq's ambitions would also need to be
contained as the country is now reversing policy and encouraging
oil companies to raise output to bring in as much revenue to the
government as possible.

Freezing at record levels when demand growth
is set to slow

Where would all this extra oil be needed? The three major oil market
institutions—the IEA, OPEC and the US government's EIA—all
project oil consumption growth will slow in 2017 with what demand
growth there is to be concentrated in emerging markets. India's
demand prospects remain good but even with the fastest expected
demand growth in the world, India will need less than 300k b/d to
accommodate its marginal demand next year. China's projected
demand growth appears too sanguine for us at present: demand for
diesel—still the dominant component of Chinese oil demand—has
been languishing as government efforts to curb excess industrial
capacity and clean up the country's energy mix away from coal are
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having an impact. Demand growth from the Middle East is
particularly uncertain if consumers are exposed to rising prices now
that subsidy reform has gather pace across the region. Already this
year we are seeing a major slowdown in oil consumption,
particularly among oil producers.

Finally, discussion of a market supporting freeze would threaten to
undo the hard work of putting a dent into production from higher-
cost producers. As oil prices have bounced off lows at the start of
the year thanks to verbal market intervention from OPEC, so too has
drilling activity and producer hedging in the US. The EIA is already
projecting US output will decline at a slower pace next year based
on a WTI price forecast of USD 51.58/b, below consensus
expectations.

The interest in upcoming OPEC meetings will keep oil markets
choppy, particularly as discussion of a freeze will continually get
floated. But ultimately we think a freeze remains a point of
discussion rather than an effective and easily accepted market
strategy.

Edward Bell
+9714 230 7701
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GCC in Pictures
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Purchasing Managers’ Index
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MENA in Pictures — Goods Trade
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FX-Major Currency Pairs & Interest Rates

Interest Rate Differentials—EUR
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Major Equity Markets
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Major Equity Markets
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Major Commodities in Pictures

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 2013 2014 2015 2016f 2017f

Nominal GDP $bn 388.9 402.2 370.5 373.3 412.7
Real GDP % 4.6 3.1 3.8 3.0 34
Current A/C % GDP 18.4 13.6 0.7 -2.5 0.5
Budget Balance % GDP 10.4 5.0 -3.8 -5.3 -1.4
CPl %

_ _ _ _ _
Nominal GDP $bn 744.3 753.8 653.2 648.5 722.4
Real GDP % 2.7 3.6 34 1.9 2.6
Current A/C % GDP 18.0 10.0 -3.9 -6.7 -3.3
Budget Balance % GDP 6.5 -2.3 -15.0 -13.8 -7.8
CPI %

_ _ — — _
Nominal GDP $bn 201.9 210.1 166.5 166.9 195.5
Real GDP % 4.6 4.2 3.7 4.2 5.1
Current A/C % GDP 31.0 25.1 8.1 -1.1 0.0
Budget Balance % GDP 15.6 7.4 -4.8 -7.1 -6.9
CPI %

_ _ — — _
Nominal GDP $bn 175.8 167.3 122.0 116.3 133.4
Real GDP % 0.6 0.1 0.5 2.0 2.8
Current A/C% GDP 40.5 31.8 11.8 3.1 12.4
Budget Balance % GDP 25.9 7.4 -15.0 -13.6 -6.9
CPI %

_ _ — — _
Nominal GDP $bn 78.1 81.7 70.2 77.8 87.4
Real GDP % 4.6 25 3.6 3.3 3.1
Current A/C % GDP 7.0 5.0 -15.4 -15.9 -6.7
Budget Balance % GDP -0.3 -3.4 -17.1 -12.2 -7.9
CPIl %

_ _ — — _
Nominal GDP $bn 325 33.4 31.1 31.9 34.5
Real GDP % 54 4.4 2.9 2.6 3.5
Current A/IC % GDP 7.9 34 -2.8 -5.0 -2.7
Budget Balance % GDP -3.4 -3.6 -13.0 -16.0 -12.7
CPl %

_ _ — — _
Nominal GDP $bn 483.5 491.3 433.3 430.0 477.3
Real GDP % 3.3 3.2 3.3 2.6 3.2
Current A/C % GDP 21.4 14.6 -0.5 -4.6 -0.8
Budget Balance % GDP 10.1 1.6 -10.9 -10.7 -6.1
CPl % 2.7 2.6 2.6 25 3.0

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

2013 2014 2015 2016f 2017f

Nominal GDP $bn

Real GDP %

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

[(a Emirates NBD

_____

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 %

301.4 330.7 338.2 349.1
2.2 4.2 3.3 3.9
-1.0 -3.9 -6.0 -5.0
-12.98 -12.53 -14.03 -10.35
10.1 10.4 13.4 14.0
31.5 33.1 34.6 37.0
3.1 2.4 2.6 3.0
-8.3 -10.2 -8.8 -7.8
-2.6 -3.9 -3.6 -3.2
-0.9
49.6 54.3 59.7 66.5
2.0 1.6 2.4 2.6
-23.5 -14.1 -13.9 -13.6
-6.2 -7.4 -7.1 -7.2
-8.0 -3.8
46.7 41.8 40.8 42.2
2.9 0.5 13 2.5
9.1 =) -8.4 -7.5
-5.0 -5.0 -5.5 -4.6

Morocco _____

Nominal GDP $bn

Real GDP %

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

109.7
2.6
-5.7
-5.2

100.5 118.9 128.0
4.5 1.7 4.7
-1.9 -2.2 -1.4
-4.7 -4.1 -3.4

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)

201.3
2.38
5.1
-9.5
5.6

223.5 227.8 234.1
3.62 271 3.79
-5.3 -6.4 -5.5
-9.6 -10.1 -7.8
6.4 8.8 9.4
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Key Economic Forecasts — Non-GCC Oil Exporters

Nominal GDP $bn 209.7 213.5 184.4 171.9 183.9
Real GDP % 2.8 3.8 3.9 3.3 21
Current A/C % GDP 0.5 -4.4 -17.2 -17.5 -10.6
Budget Balance % GDP -0.4 -7.3 -14.4 -13.2 -9.3
CPl %

_ _ _ _ _
Nominal GDP $bn 65.8 41.3 38.2 40.7 45.9
Real GDP % -52.1 -24.0 -12.1 9.2 10.2
Current A/C % GDP 24.6 -12.2 -8.5 -10.9 -13.1
Budget Balance % GDP -7.8 -48.1 -21.4 -18.4 -16.4
CPI % 10.5

_ _ — — I
Nominal GDP $bn 510.7 425.8 497.9 415.4 419.3
Real GDP % -1.9 4.3 4.1 1.5 4.6
Current A/C % GDP 5.2 3.7 3.6 4.9 5.5
Budget Balance % GDP 0.3 -0.5 -0.7 -0.7 -0.7
CPl % 28.7 374 15.9 11.0

I D . — I
Nominal GDP $bn 205.2 2254 294.3 327.8 363.1
Real GDP % 5.6 -3.9 3.2 8.0 6.4
Current A/C% GDP 11.8 -1.3 -1.7 5.7 -3.6
Budget Balance % GDP -6.9 -6.0 -14.4 -13.6 -9.3
CPI %

_ _ — — _
Nominal GDP $bn 299.7 353.8 316.0 327.7 374.2
Real GDP % -2.8 1.1 3.1 4.4 5.0
Current A/C % GDP 7.0 0.1 -4.6 -3.4 -1.1
Budget Balance % GDP -4.6 -7.1 -9.9 -9.1 -6.5
CPI % 19.1 9.7 5.8 6.9 7.8
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Key Economic Forecasts - Global

Real GDP % 2.2 2.4 24 2.0 25
Current A/C % GDP -2.3 -2.3 -2.6 -2.7 -2.7
Budget Balance % GDP -3.3 -2.8 -2.5 -2.5 -2.5
CPI %

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

o _ _ _ _ —
Real GDP % 1.7 2.9 24 2.0 2.3
Current A/C% GDP -4.5 -5.1 -4.5 -4.0 -4.0
Budget Balance % GDP -5.9 -5.4 -4.3 -3.2 -2.0
CPl %

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

_ _ — — _
Real GDP % 7.7 7.3 6.9 6.5 6.3
Current A/C % GDP 1.5 2.1 2.7 2.8 2.5
Budget Balance %GDP -1.8 -1.8 -2.5 -3.0 -3.0
CPI%

_ _ — — _
Real GDP% 4.7 6.9 7.4 8.0 8.0
Current A/C% GDP -2.6 -1.4 -1.5 -1.5 -1.5
Budget Balance % GDP -5.9 -4.8 -4.1 -3.9 -3.9
CPI % 10.9 6.4 7.0 5.0 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

EUR/USD
USD/IPY

USD/CHF
GBP/USD
AUD/USD
USD/CAD
EUR/GBP
EURIIPY

EUR/CHF
NZD/USD

USD/SAR*
USD/AED*
USD/KWD
USD/OMR*
USD/BHD*
USD/QAR*
USD/EGP
USD/INR

[(a Emirates NBD

Spot 07.09 1M 3M 6M 12M 3M 6M 12M
1.1251 1.0900 1.0700 1.0500 1.0200 1.1293 1.1341 1.1444
101.46 106.00 108.00 110.00 112.00 101.07 100.62 99.69
0.9688 1.0000 1.0300 1.0500 1.1000 0.9640 0.9586 0.9478
1.3411 1.2800 1.2500 1.3000 1.3500 1.3434 1.3461 1.3518
0.7670 0.7300 0.7000 0.6800 0.6500 0.7653 0.7637 0.7608
1.2847 1.3200 1.3400 1.3200 1.3000 1.2841 1.2835 1.2823
0.8390 0.8516 0.8560 0.8077 0.7556 0.8407 0.8426 0.8466
114.16 115.54 115.56 115.50 114.24 114.16 114.16 114.16
1.0901 1.0900 1.1021 1.1025 1.1220 1.0888 1.0873 1.0847
0.7430 0.7000 0.6700 0.6500 0.6200 0.7404 0.7380 0.7338

Spot 07.09 1M 3M 6M 12M 3M 6M 12M
3.7503 3.7500 3.7500 3.7500 3.7500 3.7546 3.7631 3.7891
3.6729 3.6700 3.6700 3.6700 3.6700 3.6746 3.6759 3.6830
0.3019 0.2900 0.2900 0.2900 0.3000 0.3080 0.3158 >
0.3850 0.3800 0.3800 0.3800 0.3800 0.3860 0.3875 0.3933
0.3770 0.3760 0.3760 0.3760 0.3760 0.3775 0.3781 0.3804
3.6414 3.6400 3.6400 3.6400 3.6400 3.6478 3.6553 3.6688
8.8811 9.0000 10.00 11.00 11.50 10.7250 11.6250 12.5750
66.525 67.000 66.000 65.000 65.000 67.1200 68.0000 69.8800
6.5753 6.6000 6.7000 6.8000 6.9000 6.7135 6.7535 6.8300

USD/CNY

Data as of 7 September 2016

Source: Bloomberg, Emirates NBD Research
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Interest Rate Forecasts

Current 3M 6M 12M 3M 6M 12M
2y 0.98 1.05 1.35 1.60 1.00 1.02 1.07
10y 1.39 1.85 2.15 2.40 1.40 1.42 1.47
2s10s (bp)
_
2y 0.73 0.24 0.26 0.28
10y 1.53 1.54 1.67 2.34
2s10s (bp) 129
]
0.83344 1.10
]
3m 1.20657 1.48 1.70 2.00
Current% 3M 6M 12M
FED 0.25-0.50 0.50 0.75 1.00
ECB 0.00 0.00 0.00 0.00
BoE 0.50 0.50 0.50 0.75
BoJ -0.10 -0.10 -0.10 -0.10
SNB -0.75 -0.75 -1.00 -1.00
RBA 1.75 1.75 1.50 1.50
RBI (repo) 6.50 6.25 6.25 6.00
SAMA (r repo) 0.50 0.75 1.00 1.25
UAE (1W repo) 1.00 1.25 1.50 1.75
CBK (dis. rate) 2.25 2.50 2.75 3.00
QCB (o/n depo) 0.75 1.00 1.25 1.50
CBB (1W depo) 0.75 1.00 1.25 1.50
CBO (o/n repo) 1.00 1.25 1.50 2.00

Data as of 7 September 2016
Source: Bloomberg, Emirates NBD Research
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Commodity Forecasts

_
Current 201594 201691 q2 2016 avg
I N D _ _ ]
Crude oil: WTI (USD/b) 44.92 42.18 33.45 45.59 43.00 48.00 42.51
Crude oil: Brent (USD/b) 47.35 44,71 35.08 46.97 47.00 50.00 44.76
Crude oil: OPEC Reference 43.57 39.72 29.96 42.30 45.59 48.50 41.59
]
Gold (USD/t 0z) 1,351.41 1,103.76 1,181.10 1,258.26 1,320.00 1,290.00 1,262.34
Platinum (USD/t 0z) 1,102.61 908.62 915.61 1,004.40 1,050.00 950.00 980.00
I N AR D DN D
Aluminum (USD/metric tonne) 1,589.00 1,506.95 1,514.73 1,582.57 1,600 1,650 1,587
Copper (USD/metric tonne) 4,620.00 4,876.94 4,666.19 4,728.35 5,000 5,250 4911

Prices as of 7 September 2016. Note: prices are quarterly average unless indicated otherwise.
Source: Bloomberg, Emirates NBD Research
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Last Close ADV Traded Mtd % Ytd % %membera
BEst Dvd
30d USD mn chg chg bove 200d BEst PE BEst PB
Yid
MA
0.7 6.4 3.2 2.6

Global Equities Market Watch

Index

Dow Jones Industrial Average Index 18,538 5,359 17.5

S&P 500 Index 2,186 29,531 0.7 7.0 81 18.6 2.8 2.1
Nasdaq Composite Index 5,276 16,422 1.2 5.4 65 22.6 3.5 1.2
FTSE100 Index 6,826 5,579 0.7 9.4 77 17.6 1.8 4.0
DAX Index 10,687 2,773 0.9 -0.5 72 13.9 1.6 3.1
CAC 40 Index 4,530 2,672 2.1 -2.3 70 15.0 1.4 3.7
Swiss Market Index 8,304 2,069 1.2 -5.8 65 18.0 24 35
Nikkei Index 17,082 12,346 0.7 -10.6 45 16.9 1.5 1.9
S&P/ASX 200 Index 5,414 3,315 -0.2 2.4 73 16.9 1.9 4.4
Stoxx Europe 600 Index 349 21,880 1.7 -4.5 72 16.5 1.7 3.6
Dubai Financial Market General Index 3,544 81 1.1 12.5 69 11.6 1.2 4.2
Abu Dhabi Sec Market General Index 4,515 38 0.7 4.5 66 12.0 15 5.1
Tadawul All Share Index 6,190 792 1.8 -10.4 25 13.0 1.4 3.7
Istanbul SE National 100 Index 77,995 1,033 2.7 8.7 58 9.5 11 3.2
Egyptian Exchange Index 8,202 55 0.5 17.1 48 10.3 1.4 2.6
Kuwait Stock Exchange Index 5,400 20 -0.4 -3.8 39 - - -
Bahrain Bourse All Share Index 1,128 2 -1.2 -7.2 - - - -
Muscat Securities Index 5,769 6 0.6 6.7 7 8.8 11 6.1
Qatar Exchange Index 10,713 68 -2.5 2.7 90 13.5 1.7 3.8
MADEX Free Float Index 8,152 5 0.9 12.4 77 17.1 22 4.1
Hong Kong Hang Seng Index 23,788 3,167 3.5 8.5 88 13.1 1.2 3.4
Shanghai Composite Index 3,091 28,423 0.5 -12.4 60 14.5 1.5 2.0
Korea Stock Exchange Index 2,067 3,803 15 5.3 50 11.7 1.0 1.7
BSE Sensex 28,978 98 2.0 111 83 18.2 2.9 1.6
Nifty 8,943 1,387 1.8 12.6 82 18.6 2.9 1.4
Karachi Stock Exchange Index 39,689 75 0.3 21.7 82 9.6 1.6 Bi5
Taiwan SE Weighted Index 9,182 2,201 2.1 11.0 68 14.8 1.7 3.8
Bovespa Brasil Sao Paulo SE Index 60,129 1,665 3.8 38.7 91 15.6 15 2.7
Micex Index 2,040 383 34 15.8 84 7.3 0.8 4.3
FTSE/JSE Africa All Share Index 53,680 1,642 1.8 5.9 71 17.2 2.0 2.8
Vietnam Ho Chi Minh Stock Index 664 98 -1.9 143 61 16.7 2.2 25
Jakarta SE Composite Index 5,372 467 -0.2 17.1 69 17.7 25 1.8
FTSE Bursa Malaysia KLCI Index 1,690 208 0.7 -0.1 73 16.9 1.7 31
Mexican Stock Exchange 47,627 365 0.2 10.8 80 21.2 2.6 1.8

Prices as of 6 September 2016
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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