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Macro Strategy View: Land of the rising sun, but falling prices

» While Asian bourses have erased their opening weakness as the
Wednesday session ewlves, with the Asia iTraxx credit indices trading
wider owvernight and European equity futures trading modestly lower there
is a still a clear wil of caution hanging over market sentiment this
morning. Risk appetite continues to be tested by the uncertainties
surrounding U.S. /Sino trade tensions, the slowdown in the Chinese
economy, Brexit and its possible ramifications for the broader global
economy as well as the ongoing concerns ower the partial U.S.
government shutdown. All of this is likely to contribute to continued
periods of volatility.

» In the latest macro data point, adding further fuel to the weakening global
growth story, the Bank of Japan left policy rates unchanged earlier this
morning — thereby maintaining its yield-curve control and asset purchase
programs — while taking an axe to its inflation forecasts again. The BOJ
has now cut its inflation forecast in its last four consecutive quarterly
outlook reports. In this latest adjustment, the inflation forecast for the fiscal
year beginning in April was reduced to +0.9% from +1.4%, with the BOJ
citing lower oil prices as the primary reason.

Rising sun, anchored prices

m Japan CPI Nationawide - YoY % change 24.0

A history of anchored price pressures

Source: Bloomberg/FAB
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» Unsurprisingly, the Yen has weakened owernight in the wake of the

inflation forecast revision (Y109.15 yesterday to Y109.67 as of 8.30am
UAE). With the Fed having been in tightening mode since December 2015
— albeit now eyeing the pause button perhaps — and the ECB and BOE
23" January 2019 certainly showing a tightening bias in recent months, the gap between the
BOJ and its international peers is steadily becoming more of a chasm. As
such, we believe that the BOJ will look for any possibility to shift policy
towards a more neutral — and subsequently normalizing — stance over the
coming quarters, even as inflations edges lower. This suggests that the
Yen will remain susceptible to a snap higher if any bullish macro

sentiment were to emerge.

Simon Ballard
Macro Strategist
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Solid performance

222

217

\ 212
Solid year-to-date performance in GCC credit
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Bloomberg Barclays GCC credit index OAS in basis points
Source: Bloomberg/FAB
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» Meanwhile, closer to home, the GCC fixed income market has had a solid start to 2019, in terms of both
primary and secondary market performance. Moreower, this is a trend that we expect to extend through
the year as the aforementioned global macro uncertainties further highlight and enhance the relative
value appeal of the asset class from a liquidity and yield perspective. While the Bloomberg Barclays
GCC credit index has eased back 3bps this week (to 190bp OAS) amid the pick-up in wolatility, the index
has now tightened by an impressive 22bps since the beginning of the year (and 31bps from the wide
seen on Jan 3).

Major Rates & FX Pairs

) Change (basis points)
UST Yield Prev day Close

5Y 2.58% +4.7 +16.5 +6.7
10Y 2.74% -4.5 +2.7 5.2 +12.6 +5.6
30Y 3.06% -3.8 -1.4 +2.9 +16.5 +4.6

Source: Bloomberg
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5Y 266.1 -3.5 +3.9 +0.3 +18.1 +9.1
10Y 277.3 -3.6 +3.3 +1.1 +12.9 +6.8
30Y 287.8 -4.6 +1.2 +2.5 +11.8 +3.9

Source: Bloomberg

% Change
Currency Cross Prev day Close

EUR USD 1.1360 -0.04% -0.46% -0.40% -7.63% -0.93%
GBP USD 1.2954 +0.48% +0.72% +1.95% -71.47% +1.57%
USD JPY 109.37 -0.27% +0.63% -0.98% -0.85% -0.29%

Source: Bloomberg

% Change
Currency Cross Prev day Close

USD TRY 5.3413 +0.36% -1.94% +1.07% +41.77% +0.98%
USD INR 71.4425 +0.23% +0.57% +1.85% +12.02% +2.40%
USD IDR 14,220.0 -0.06% +0.92% -2.29% +6.72% -1.18%

Source: Bloomberg



MENA Credits

Change (baS|s points)

Joll ubg il el iy

FAB

First Abu Dhabi Bank

JPMEMBI Sov
Sovx CEEMEA

Itrax Xover
Source: Bloomberg

CDS Prev day Close (bps)

Abu Dhabi 5Y
Kuw ait 5Y
Qatar 5Y

KSA 5Y
Dubai 5Y
Oman 5Y

Bahrain 5Y
Source: Bloomberg

WTI Oil $/bbl

Brent Oil $/bbl

Gold spot $/o0z
Silver spot $/Troy oz
Aluminium 3MO $
Nickel 3MO $
Copper 3MO $

Source: Bloomberg

Major Stock Markets
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Major Commodities Prices
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Major Equities Markets
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Overnight market headlines

Global News

Bank of Japan holds rates steady but trims inflation outlook

Japan’s exports fall as economic growth slows in China

China says will step up fiscal spending this year to support economy
Kudlow says China deal hinges on enforcement, structural issues

US home sales hit three-year low, prices rise slowly

US Senate will hold wotes on competing bills to end shutdown
Opposition leader pushes for parliament vote on new Brexit referendum

Asian stocks pare early losses but worries over growth and trade sour mood; 10-year Treasury yields
tick lower to 2.75%; Oil holds losses near $53
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Middle East & Africa News

» Bahrain received its first funds from Gulf aid last year, says central bank gowernor; says future
borrowings will be much lower than before

Saudi Arabia raises $1.89bn from riyal sukuk offering

Saudi Aramco talks to credit rating agencies before landmark bond deal

Saudi Arabia eyes billions of dollars in entertainment investments

Saudi lender NCB grows profits by 8% in 2018 on lower expenses

DP World says US-China spat is slowing short-term investments

Most of Gulf stock markets close flat on Tuesday; blue-chips push down Egypt

Egypt's central bank gowvernor sees more wlatile exchange rate; says Egypt has enough resernes to
fend off speculators

Egypt's CB governor Amer says current account deficit will narrow to 2%, IMF loan installment expected
in late Jan or early Feb
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Please refer to our daily news summary if you wish to read the full articles

Simon Ballard

Executive Director & Macro Strategist
Market Insight & Strategy

FAB Global Markets

Tel: +4971-2-6110157

Mobile: +971-50-9332806

Email: Simon.Ballard@bankfab.com

Please click here to view our recent publications on MENA and Global Markets
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Disclaimer: To the fullestextent allowed by applicable laws and regulations, First Abu Dhabi Bank (the “Bank”) and any
other affiliate or subsidiary of the Bank, expressly disclaim all warranties and representations in respect of this
communication. The content is confidential and is provided for your information purposes only on an “as is” and “as
available” basis and no liability is accepted for or representation is made by the Bank in respect of the quality,
completeness oraccuracy of the information and the Bank has undertaken no independentverification in relation thereto
nor is it under any duty to do so whether prepared in part or in full by the Bank or any third party. Furthermore, the Bank
shall be under no obligation to provide you with any change or update in relation to said content. Itis not intended for
distribution to private investors or private clients and is notintended to be relied upon as advice; whether financial, legal,
tax or otherwise. To the extent that you deem necessaryto obtain such advice, you should consultwith your independent
advisors. Any content has been prepared by personnel of the Global Markets division at the Bank and does not reflect
the views of the Bank as a whole or other personnel of the Bank.

The Bank processes your personal data to provide you with information or promotional and advertising communications
on products, services, other events and campaigns. If you wish not to receive any emails from the Market Insights team
at the Bank, please click here to send us your requestto unsubscribe, and you shall no longer receive such information.

You are entitled according to the applicable laws to exercise your rights to access, to rectification, to erasure and to
portability of your personal data, to restrict the use of and to object to the processing of your personal data. You may
exercise your aforesaid rights by sending your requestto FAB at the following address: privacy@bankfab.com.
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