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Daily Market Chatter

Macro Strategy View: Up, up and away...

» This is it. The market’s resolve for risk appetite in a higher rate structure is

clearly being tested early Thursday after the owvernight spike in U.S.
treasury yields. In the wake of better-than-expected U.S. senices and
private-sector payrolls data, the 10y bond has sold off sharply, pushing
the yield up toward 3.20%. This in turn is putting downward pressure on
equities (Hang Seng -1.66% and U.S. futures lower), is underpinning the
safe-haven bid for the Yen and pushing the iTraxx credit indices
marginally wider.

Speaking in Washington yesterday, Fed chair Powell triggered this latest
rates sell-off with what were interpreted as hawkishly-skewed comments
when he said that ‘interest rates are still accommodative, but we’re
gradually moving to a place where they’ll be neutral’. At the same time
though we were encouraged by his remarks that while higher rates may
carry negative ramifications for emerging markets (debt), he remains
selectively confident in the underlying fundamentals of the asset class.
We completely agree.

Costs and consequences
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> In the wake of Mr Powell's comments, Friday’s U.S. jobs report may now

come under even greater scrutiny than usual, with the tightening U.S.
labor market being a key foundation stone of the Fed’s interest rate
normalization process. Consensus is looking for 184,000 non-farm jobs to
have been created in September, down slightly from the 201,000 created
in August. As well as the headline numbers, we would also advocate
paying close attention to past month revisions, as well as the
unemployment rate. Currently 3.9%, Bloomberg consensus is looking for
a dip back down to 3.8% that it touched in May this year, a lewel that prior
to that was last seen in nearly 50 years ago!


https://www.nbad.com/en-ns/insight-and-features/mena-and-global-markets.html
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» As we hawe discussed previously, we remain concerned that the sustained upward bias in rates
underscores again the embedded risks for corporate borrowers. We believe that the rising rate outlook is
becoming self-sustaining. The mowes may be gradual, with the Fed reacting to the firming
macroeconomic backdrop as opposed to spiking inflationary pressure, but nonetheless we advocate
paying close attention to the recent rise in the U.S. breakeven 5-year inflation rate. The latter is edging
quietly higher, which could help to bolster the hawkish bias on the FOMC. The breakeven rate currently
at 2.0679%, up from 1.95% in late August, has recently broken through its year-to-date average
(2.0449%) according to Bloomberg. This will not have been ignored by the FOMC.

US 5Y breakeven inflation rate... on the rise
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Major Rates & FX Pairs

. Change (basis points)
UST Yield Prev day Close

5Y 3.05% +9.4 +10.1 +27.3 +112.9 +83.9
10Y 3.18% +1159 +13.4 +28.4 +85.9 +77.8
30Y 3.34% +11.8 +15.4 +27.4 +46.9 +59.6

Source: Bloomberg

Mi Change (basis points

BB +8.6 +8.7 +24.7 +115.0 +91.1
10Y 322.8 +10.9 +11.6 +26.3 +94.6 +83.0
30Y 320.3 +7.5 +5.8 +20.6 +64.9 +66.6

Source: Bloomberg

% Change
Prev day Close

EUR USD 1.1478 -0.61% -2.22% -0.90% -2.39% -4.39%
GBP USD 1.2940 -0.30% -1.72% +0.66% -2.32% -4.24%
USD JPY 114.53 +0.77% +1.60% +2.80% +1.57% +1.63%

Source: Bloomberg

% Change
Prev day Close

USD TRY 6.0464 +1.02% -1.04% -9.37% +69.25% +59.19%
USD INR 73.3425 +0.59% +1.03% +2.47% +12.82% +14.83%
USD IDR 15,075.0 +0.21% +1.02% +0.94% +11.86% +11.11%

Source: Bloomberg
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MENA Credits
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Major Commodities Prices
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Overnight market headlines

Global News

» US senices sector activity hits 21-year high; hiring accelerates

» Powell says Fed may lift rates to levels that restrain growth

» Evans says comfortable with a December rate hike; Fed must plan for next downturn with rates on the
rise

» End divisions or put Brexit at risk, Britain's May tells party

» Dollar scales 11-month peak as US yields surge; Stocks in Asia fall; Oil halts gain near 4-year high on
concern rally may be overdone

Middle East & Africa News
» Babhrain's king issues new laws to boost investment eco-system
» Dubai tourism strategy targets 25m wisitors by 2025

» Dubai airport passenger traffic up 1.7% in August, setting monthly record; Dubai said to put on hold the
expansion of Al Maktoum airport

UAE's Aldar Properties posts $408.3m sales in 9M

DAMAC Properties calls bottom for weakened Dubai real estate
Saudi petrochemical producers sign $2.2bn merger agreement

Gulf markets close mixed, Egypt slips on emerging market slump
Turkey's inflation rate soars to 24.5% in September as lira slides
World Bank cuts Sub-Saharan 2018 growth forecast as risks mount
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Please refer to our daily news summary if you wish to read the full articles
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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 or accuracy of the information and the Bank has undertaken no independentverification in relation thereto
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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.
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