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GDP behind, Central Banks ahead: the resilience question.

° US Q1 GDP grew less than forecast, with persistent inflation, but markets were not derailed
e ltis a big week ahead for Central Banks with both the Fed and the ECB expected to hike
e  The short-term outlook still looks reasonably benign, but some valuations remain a bit optimistic.

Last week was rich in terms of data, be they corporate
earnings or important top-down numbers. Among the
latter, first-quarter GDP growth for the US came in at
+1.1% annualized, clearly below the median forecast for
+1.9%. By contrast, the Fed’s preferred measure of
inflation, the core PCE, didn’t show any sign of weakness
at +4.6% year-on-year. No matter how optimistic one
can be, there’s no way this can be seen as good news.
Markets, however, didn’t blink. AlImost all major asset
classes delivered positive weekly returns, led by listed
real estate and safe bonds, but closely followed by
stocks from developed markets.

Are we witnessing dangerous complacency? The answer
is certainly not binary. First, bottom-up factors were not
bad, with impressive quarterly results from some big
tech names in particular. Second, the top-down picture
deserves more details. Global growth is on track for a
very robust +3.6% gain in Q1, which is way better than
many had feared. Third, the disappointment from US Q1
didn’t come from the almighty consumer but from
weakness in corporate spending and inventories. This
doesn’t look like the beginning of the end. Resilience
persisted in Q1 and was not derailed in April, but the
question remains open looking forward. A key
component of the outlook is of course the level of
tightening from central banks, and to that extent, the
week ahead will provide some answers: rate hikes from
the Fed and the ECB, but most importantly, comments
and hopefully some guidance. We will also look at the
US monthly job report Friday.

We stick to our large overweight in cash and safe bonds,
against an underweight in hedge funds, riskiest bonds
and DM equities, whose valuations discount an ideal
scenario that, while possible, is certainly not a given.

ASSET CLASSES USD % TOT.RETURN, YTD 2023 & LAST WEEK

MSCI World (DM) 9.6
Gold Spot  $/0z 9.1
DM Credit ——— 4.5
DM High Yield ——— 38
DM Gov. bonds ——— 3]
Global Real Estate —— 30
MSCI Emerging Mkts - )8
EM Debt (USD) —— )6 Week
USD Cash — 15 mYTD 2023
Hedge Funds (index) x 0.3
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Cross-asset Update

The banking crisis is again making headlines, following
evidence of more deposit flights from regional banks and
First Republic’s failure. We hold the view that liquidity
leaving the smaller lenders is the consequence of the
Fed’s very tight policy that the banking system as a whole
cannot sustain for long. A deeply inverted yield curve
limits lenders’ profitability and in the end their balance
sheets deteriorate and credit availability must shrink. Yet,
another major liquidity-draining factor, the debt ceiling
issue, is at work and we suspect it will compound the
negative effects of the banking sector’s woes, soon
making for a hostile environment of tighter financial
conditions for risk assets.

It is currently projected that the US Treasury would be
running out of available funds to pay its debt as soon as
early June, unless the debt ceiling is raised by Congress
and the Treasury is then allowed to again issue bonds to
finance it. Under these conditions the Treasury redirects
funds as much as possible towards debt repayment,
while limiting new issuance. This injects net liquidity in
the system, as the Treasury expenditure is not offset by
new debt securities that must be paid for. Once Congress
has agreed on a new limit, issuance will increase
dramatically to replenish the Treasury Generally Account,
and liquidity will be drained from markets accordingly.
And this should start from June, if forecasts about when
the Treasury’s available funds will run dry are correct.
Also, banks must meantime decide where to invest the
liquidity they will set aside to tackle ongoing deposit
withdrawals. T-bills 3 months from now are exposed to
the debt ceiling issue, that is to the allegedly negligible
probability of a US default, and at other maturities it is
more convenient for lenders to park money in reverse
repurchase agreements, than to buy short-dated US debt
securities. Once money is absorbed by RRPs, whereby
banks swap funds for shorter-dated securities yielding
the so called RRP rate, the money leaves the banking
system and is not available for lending. This will be
compounded by the fact that depositors, withdrawing
money from low-yielding current accounts, will be
placing it in more competitive money-market funds, also
investing in reverse-repurchase agreements.

In summary, the intersection of the banking crisis and the
debt ceiling is going to cause significant liquidity to leave
markets, either due to new treasury issuance from June,
or to the swelling of RRPs as the crisis progresses. This is
going to affect risk assets, and the US dollar in different
ways. Equities are likely to pull back, credit spreads to
widen, and the dollar to start bottoming out in
anticipation of a deteriorating outlook. We continue to
advise clients to lean defensive and remain overweight
cash, mirroring our current tactical asset allocation.

TACTICAL ASSET ALLOCATION: SIMPLIFIED POSITIONING
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Fixed Income Update FIXED INCOME KEY CONVICTIONS

The calm that we spoke about last week is nerve-
racking. The macro data that came out last week were

the worst of everything, with slower than anticipated

GDP growth (US Q1 GDP 1.1% Vs. 1.9% cons.) and higher OW Quality corporates

than expected inflation (Core PCE QoQ 4.9% Vs. 4.7%
Cons.). Given the background, the FOMC meeting due
to start on 2nd May gets great importance. Our base UW High Yield

case is for a 25 bps hike and then a pause. However,
investors will be equally anxious to listen to Chairman

Powell’s presser and Q&A statement that will be parsed Overall UW EM Debt

minutely for implicit messages. In the last four instances
of pauses, we have seen the 10-year yield go down, and
there have been zero instances where 10-year yields OW Selectively Asia, LatAm
have gone up within 180 days after the pause. The credit
spreads have compressed in the six months following
the pause in two cases but have blown up after that in
100% of the instances, making us very wary of the riskier
segments. We are not sure that this time it will be
different.

There is a lot more uncertainty brewing in the markets.

i i i US HY e —
The US debt ceiling continues to be an overhang. During
the last crisis in 2011, the 10-year treasuries dropped USD Corp IG e S
sharply as the X-date of 2nd August approached. It '

continued dropping post-July 31st when the deal was Global HY Es—— 3 3

agreed to reach a nadir of 1.75% in early September. US Treasuries Qi
Similarly, the spreads rose slightly from May onwards to 3.6

OW Government Bonds

Favor quality and selectivity

FIXED INCOME SUB ASSET CLASS RETURNS (YTD, LAST WEEK)

peak in early October. As we approach the expected X- DM Sovereign [ R — 35
Date in late June this year, we should see volatility
increase. The worst affected security is typically the Pan-European HY b 3.4
nearest expiry bill/bond to X-Date. The current

: o GCC Debt —— 32
steepness in the 1 month-3 month T-Bills is a testament
to that, despite the market pricing in a pause after the EM Local e — 31
May FOMC. Similarly, the US CDS curve is inverted, with
investors demanding a sharp risk premium in the front EM Corp e— 2.7

end. In addition, indicators such as Senior Loan Officers EM Debt g ;
survey, CBOE LEI, and a 20% increase in YoY Jobless 2.6

Claims all paint a somewhat volatile picture. Therefore, EM Sov ——— 23
we would be very cautious of adding risk now. Period

EUR Corp E—— .1
The uncertainty is reflected in the Emerging Market

Debt issuance as well. Global EM primary bond Asian HY 0.3 e 5 0
emerging market issuance, having started the year

strongly, has precipitously fallen throughout the months

since January. April’s total of $28.36bn is the lowest

figure for April since $23.96bn in 2009. GCC has been Source: Bloomberg
leading the issuance bandwagon with more than $30bn

bonds priced YTD due to issuance from |G sovereign-

related entities and banks. The only spot of bother in

MENA is Egypt, where the one-year CDS spreads have

reached the highest-ever level of more than 2,000 bps.

The $20bn financing requirements for 2024, according

to S&P, remain a big challenge. Egypt needs to

implement the reforms suggested by the IMF, including

divestment of state assets and increasing private sector

participation to improve long-term investor confidence

and short foreign capital inflow. Without these,

Egyptian transactions with the rest of the world would

slow significantly, with negative implications for GDP

growth, and this could translate into fewer incentives to

service external debt.
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Equity Update

One third of the year is over, with markets supported by
the resilience of big banks and big tech and central-bank
tightening on the wane. Global equities are up 9% year to
date, with developed markets a little better and
emerging markets lagging at +2.8%. Europe leads
regional performance, with luxury stocks on a tear in a
world where global growth is slowing. All global sectors
are positive, though with wide variance from +20% for
tech to just being in the green for energy and healthcare.
UAE and KSA equities had a great performance in April
+9.5% and +6.5% respectively as economic data,
investment, tech innovation, tourism and real estate are
all in an uptrend. Banks which are a major component of
UAE listed stocks, announced bumper profits on higher
net interest margins. Other emerging markets have seen
a rebound with India +4% in April, but a dismal month for
China at -5%. The latest eco stats from China were not
overly supportive.

US Treasury yields have been volatile, surprisingly more
so than the VIX Index, which is close to 3-year lows at
15.8. The Fed and ECB are both expected to hike by 25
bps (more from the ECB if inflation data disappoints) an
outcome already priced in by markets. The Fed’s
direction on economic growth and inflation remains
important as inflation numbers are still above central
bank targets. Consumers have, so far, accepted price
hikes as results from Nestle, PepsiCo, Coca-Cola and
Procter & Gamble indicate. Yet the University of
Michigan survey data shows sentiment remains subdued
and labour wage hikes could become a drag on the so far
robust earnings.

The S&P 500 ended the week almost a percent higher,
with April overall +1.6%, as better-than-expected
earnings outweighed concerns of rate hikes, persistent
inflation and signs of slowing economic growth. The
Nasdagq, flat for the month, gained 1.3% last week with
tech earnings surprising to the upside. The S&P has been
in a range of 3,800 to 4,300 the past few months and we
have a neutral outlook as neither valuations or earnings
growth is compelling enough to take an overweight
stance and expect that with earnings season half way
through, the market may take a breather. The reporting
season has seen big tech surging on cloud, digital-ad
growth and talk of future revenue to be generated from
Al. Though Amazon disappointed on April guidance on
weakness from its most profitable division Amazon Web
Services, it is the largest contributor to earnings growth
for the S&P 500 for Q1 and 2023. For Q1 2023 (53%
reported), the blended earnings decline is -3.7%, from an
estimated -7% at the beginning of April with revenue
growing at 2.9%.

Global bank stocks had a positive April but regional banks
are not out of the woods as First Republic Bank is in the
market for bidders having lost almost 70% of deposits,
with no scenario good for current shareholders. It was
supported by deposits of $30bn from 11 banks but that
wasn’t enough. Contagion looks limited, though worries
on commercial real estate loans are increasing. Flows to
big banks and money market funds continues. JP Morgan
has amassed more than 10% of total deposits in the US.
It looks like the long-term consequence of these bank
implosions may be stricter regulation for smaller banks.

EQUITY RECOMMENDED REGIONAL POSITIONING

14
82
70
9 |
Developed Emerging
B Americas Asia+other EMEA

MAJOR INDICES PERFORMANCE (TR, US$) AND 2023PE

Europe (13.5)

b

15.2
UK (11) E— 117
SP500(19) E— 0
0.2
Japan (13.6) — 6.6
Sccen) it 3s
China (10.8) “15;"g Week
mYTD 2023
India (21.1) 2 2.9

Source: Bloomberg consensus. MSCI Indices unless
specified.

GLOBAL SECTOR PERFORMANCE (TR, USS) AND 2023PE

Tech. (25.2)

E—— 10,6
EEES—— 102
CDisc. (193) 00 oy 135
— 7

E— 73

Mat. (13.2) 09 " ey 49

Comm. (17)

Indus. (17.4)

C.Stap. (20.4)

Utilities (15.9) 00 55
R.Estate (22.2) =
Finan. (10) 0.1 m 18
H.Care (18.8) 07 "gu 15 Week

B YTD 2023
Energy (9) 2 8%

Source: Bloomberg consensus. MSCI All Country World
sectors USS.

EMIRATES NBD CIO-OFFICE WEEKLY — May 1%, 2023



[(a Emirates NBD

WEALTH MANAGEMENT

DISCLAIMER

Reliance

Emirates NBD Bank PJSC (“Emirates NBD”) uses reasonable efforts to obtain information from sources which it believes to be reliable, however, Emirates
NBD makes no representation that the information or opinions contained in this publication are accurate, reliable or complete and should not be relied on
as such or acted upon without further verification. Opinions, estimates and expressions of judgment are those of the writer and are subject to change without
notice. Emirates NBD accepts no responsibility whatsoever for any loss or damage caused by any act or omission taken as a result of the information contained
in this publication. Data/information provided herein are intended to serve for illustrative purposes and are not designed to initiate or conclude any
transaction. In addition this 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 the determination of whether a particular investment activity is advisable. This 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
provided thereto by unaffiliated third parties. Moreover, the provision of certain data/information in this publication is subject to the terms and conditions
of other agreements to which Emirates NBD is a party. Anyone proposing to rely on or use the information contained in this 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. Further, references to any financial instrument or investment product are not intended to imply that an actual trading market exists
for such instrument or product. The information and opinions contained in Emirates NBD publications are provided for personal use and informational
purposes only and are subject to change without notice. The material and information found in this publication are for general circulation only and have not
been prepared with any regard to the objectives, financial situation and particular needs of any specific person, wherever situated

Confidentiality

This publication is provided to you upon request on a confidential basis for informational purposes only and is not intended for trading purposes or to be
passed on or disclosed to any other person and/or to any jurisdiction that would render the distribution illegal. The investor may not offer any part of this
publication for sale or distribute it over any medium including but not limited to over-the-air television or radio broadcast, a computer network or hyperlink
framing on the internet without the prior written consent of Emirates NBD or construct a database of any kind.

Solicitation

None of the content in this publication constitutes a solicitation, offer, opinion, or recommendation by Emirates NBD to buy or sell any security, or to provide
legal, tax, accounting, or investment advice or services regarding the profitability or suitability of any security or investment and further does not provide
any fiduciary or financial advice.

Third party

The security or investment described in this publication may not be eligible for sale or subscription to certain categories of investors. This 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.
It is the responsibility of any person in possession of this publication to investigate and observe all applicable laws and regulations of the relevant jurisdiction.
This publication may not be conveyed to or used by a third party without the express consent of Emirates NBD. The investor may not use the data in this
publication in any way to improve the quality of any data sold or contributed to by the investor to any third party.

Liability

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 this publication including, but not limited to, quotes and financial data; or (b) loss or damage arising from the use of this publication,
including, but not limited to any investment decision occasioned thereby. 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 this publication, including but not limited to, loss of revenue, opportunity, or anticipated profits or lost business. This publication does
not provide individually tailored investment advice and is prepared without regard to the individual financial circumstances and objectives of person who
receive it. The appropriateness of an investment activity or strategy will depend on the person’s individual circumstances and objectives and these activities
may not be suitable for all persons. In addition, before entering into any transaction, the risks should be fully understood and a determination made as to
whether a transaction is appropriate given the person’s investment objectives, financial and operational resources, experiences and other relevant
circumstances. The obligations relating to a particular transaction (and contractual relationship) including, without limitation, the nature and extent of their
exposure to risk should be known as well as any regulatory requirements and restrictions applicable thereto.

Forward looking

Past performance is not necessarily a guide to future performance and should not be seen as an indication of future performance of any investment activity.
The information contained in this 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. Certain matters in this publication about the future performance of Emirates NBD or
members of its group (the Group), including without limitation, future revenues, earnings, strategies, prospects and all other statements that are not purely
historical, constitute “forward-looking statements”. Such forward-looking statements are based on current expectations or beliefs, as well as assumptions
about future events, made from information currently available. Forward-looking statements often use words such as “anticipate”, “target”, “expect”,
“estimate”, “intend”, “plan”, “goal”, “seek”, “believe”, “will”, “may”, “should”, “would”, “could” or other words of similar meaning. Undue reliance should
not be placed on any such statements in making an investment decision, as forward-looking statements, by their nature, are subject to known and unknown
risks and uncertainties that could cause actual results, as well as the Group’s plans and objectives, to differ materially from those expressed or implied in the
forward-looking statements. Estimates of future performance are based on assumptions that may not be realized.
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DISCLAIMER

Risk

Data included in this 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.

The use of this publication is at the sole risk of the investor and this publication and anything contained herein, is provided "as is" and "as available."
Emirates NBD makes no warranty of any kind, express or implied, as to this publication, including, but not limited to, merchantability, non-infringement,
title, or fitness for a particular purpose or use.

Investment in financial instruments involves risks and returns may vary. The value of and income from your investments may vary because of changes in
interest rates, foreign exchange rates, prices and other factors and there is the possibility that you may lose the principle amount invested.. Before making
an investment, investors should consult their advisers on the legal, regulatory, tax, business, investment, financial and accounting implications of the
investment.

In receiving this publication, the investor acknowledges it is fully aware that there are risks associated with investment activities. Moreover, the
responsibility to obtain and carefully read and understand the content of documents relating to any investment activity described in this publication and
to seek separate, independent financial advice if required to assess whether a particular investment activity described herein is suitable, lies exclusively
with the investor.

Intellectual property

This 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 the investor 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, the investor may not copy or make any
use of the content of this publication or any portion thereof. Except as specifically permitted in writing, the investor shall not use the intellectual property
rights connected with this publication, or the names of any individual participant in, or contributor to, the content of this publication, or any variations
or derivatives thereof, for any purpose.

This publication is intended solely for non-commercial 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. By accepting this publication, the investor agrees not to use, transfer, distribute, copy, reproduce, publish, display, modify,
create, or dispose of any information contained in this publication in any manner that could compete with the business interests of Emirates NBD.
Furthermore, the investor 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 the investor or, except as otherwise provided with Emirates NBD,
prior written consent. The investor has no ownership rights in and to any of such items.

Emirates NBD (P.J.S.C.) is licensed and regulated by the Securities & Commodities Authority and subject to regulation, supervision and control of the
Authority. Head Office: Baniyas Road, Deira, PO Box 777, Dubai, UAE

United Kingdom

This publication was prepared by Emirates NBD Bank PJSC in the United Arab Emirates. It has been issued and approved for distribution to clients by the
London branch of Emirates NBD Bank PJSC which is authorized by the Prudential Regulation Authority and regulated by the Financial Conduct Authority
(FCA) and the Prudential Regulation Authority in the UK. Some investments and services are not available to clients of the London Branch. Any services
provided by Emirates NBD Bank PJSC outside the UK will not be regulated by the FCA and you will not receive all the protections afforded to retail
customers under the FCA regime, such as the Financial Ombudsman Service and the Financial Services Compensation Scheme. Changes in foreign
exchange rates may affect any of the returns or income set out within this publication.

Singapore

This publication was prepared by Emirates NBD Bank PJSC in the United Arab Emirates. It has been issued and approved for distribution to clients by the
Singapore branch of Emirates NBD Bank PJSC which is licensed by the Monetary Authority of Singapore (MAS) and subject to applicable laws (including
the Financial Advisers Act (FAA) and the Securities and Futures Act (SFA). Any services provided by Emirates NBD Bank PJSC outside Singapore will not be
regulated by the MAS or subject to the provisions of the FAA and/or SFA, and you will not receive all the protections afforded to retail customers under
the FAA and/or SFA. Changes in foreign exchange rates may affect any of the returns or income set out within this publication.

Please contact your Relationship Manager for further details or for clarification of the contents, where appropriate.

For contact information, please visit www.emiratesnbd.com
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