m Emirates NBD

PRIVATE BANKING

INSPIRING WHAT’S NEXT

The case for a pause in tightening fades

e  Activity and inflation readings were both stronger than expected last week
e  Recession risk is lowered, but so is the probability of an imminent pause from central banks
e  Persistent global core inflation blurs visibility, and supports market volatility ahead

US January CPI data was released last week, and the
message was clear: with the current strength in activity,
inflation is not plunging. The recent slide in its
momentum was simply interrupted in January with
monthly gains of +0.5% for headline CPl and +0.41% for
core, the strongest m/m in several months. This should
lead to a 4.4% level for the Core PCE, far from the Fed’s
2% target. Taking a broader view, global core inflation
surprised to the upside in January, around +4% y/y.

Markets obviously reacted negatively, with all major
asset classes printing negative weekly returns, and a
stronger dollar pressuring commodities and emerging
markets. There was however no panic: the change in
narrative is not just about monetary tightening, but also
about stronger US and global growth, with upbeat retail
sales and a pickup in factory output. This explains why
corporate bonds outperformed govies, and why stocks
from developed markets were only marginally negative.

Still, less visibility on inflation and central banks is a
recipe for more volatility ahead, especially as we don’t
see margins of safety from valuations. As we enter the
final stages of the earnings season, with 80% of US
companies and half of their European peers having
already reported, the picture is not particularly exciting.
The proportion of companies beating expectations is
lower than usual, and so is the percentage of companies
raising EPS guidance. Earnings would benefit from
stronger growth, but multiples would suffer from higher
interest rates — and ultimately discount the potential
risk of a postponed, maybe material recession from the
delayed impact of longer monetary restriction.

Our positioning is unchanged for the time being but we
are ready to act on higher volatility. Stay safe.
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Cross-asset Update TACTICAL ASSET ALLOCATION: SIMPLIFIED POSITIONING

Last week saw quite some disconnect in the performance
of equities versus bonds, with the former holding up
nicely in the face of more hawkish central bank rhetoric,
and the latter selling off badly. Bond investors rightly &3 i) 15
translated less market friendly commentaries by central
bank officials into an outlook for higher vyields,
representing more downside risk for bonds. On the other 43
hand, equity investors must have embraced a no-landing

scenario, whereby the economy is expected to power 52
through the tightening without incurring any slowdown

phase. This seems to be too optimistic, as historically

higher rates volatility has eventually translated into 1
macro and risk-asset volatility, although with variable
lags.
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Cautious Moderate Aggressive
M Cash ® Fixed income Equity Alternatives
Although the macro-rich week may have provided
contradictory signals about the strength of the US
economy, the Conference Board US Leading Index of 10
Economic Indicators, that has forecasting power looking

ahead from three to six months, continues to hover at the TAA — RELATIVE POSITIONING — MODERATE PROFILE
lows of the year after being in negative territory for six UW/N/OW:Underweight/Neutral/Overweight
straight months. At the same time, Fed rates are now

expected to peak at 5.3% in July this year, to ebb only
slightly lower and stay above 5% throughout December. Cash >>
Against a backdrop marked by deteriorating growth - as DM Gov. S

per leading indicators - and higher rates there are some

signs of excessive risk taking by investors, as for instance EM Debt >z
indicated by the difference between the yield on BBB- DM Credit <

rated US bonds and the Treasury 3-month yield, at DM H. Yield <<

historic lows. Such a yield differential, between a non- .

. . . . DM Equity kK<

risk-free and a risk-free yield, measures the degree of risk

aversion or greed, when at very high or low levels versus EM Equity z2==
history. Gold <

Something will have to give. Either the economy Hedge Funds -

continues to improve apace and the no-landing scenario Real Estate <

comes to pass vindicating equity investors, or at some
point it takes a decisive turn for the worse under the
weight of higher rates and the caution of bond investors
is vindicated. We would tend to think that the second
scenario is more likely, with real yields eventually positive

TAA — 2023 INDICATIVE PERFORMANCE

across the curve in the United States starting to make 110

themselves felt. Indeed, subtracting the market-implied 108

inflation of 1.8% from the Fed funds peak rate, expected 106

to reach 5.3% in Summer, one gets a real rate that sits

above the US long-term potential growth level of 1.8%, 104

restrictive enough to see the economy buckle in the end. 102

Neither equities nor high-yielding bonds in the developed 100

markets are taking this into account valuations-wise, e Cautious Moderate Aggressive
hence we would rather continue to be selective across %

both asset classes, rather than embrace full market 96
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exposure.

Source: Bloomberg. CIO Office calculation based on TAA
applied to market indices, net total return in USD.
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Fixed Income Update

The "Higher-for-longer" narrative gains steam as strong
macro data sows doubts on the immediate Fed pause
and rate cuts for the year. Inflation is expected to come
down slower than anticipated earlier. But this means
that we are kicking the proverbial can down the road. A
higher rate for a longer period increases the chances of
a severe crash-landing. Markets now price a 5.3% peak
rate for this cycle and rates above 5% till the end of
2023. The 1-year US treasury yields touched 5% for the
first time since 2001. The 2-year and 10-year rates
moved up by 10bps during the week. The 2s10s
inversion at 80bps remains high.

Even within Fixed Income, there is a dispersion in what
rates and credit currently predict. While rates markets
are essentially pricing a high probability of recession, as
indicated by the inverted yield curve, credit markets
remain sanguine and are priced for perfection despite
the current widening. HY and EM Debt spreads widened
significantly as the "Higher for longer" narrative is
ominous for risky assets. Currently, both segment
spreads trade around their median for the vyear.
Alternatively, IG levels remain tighter. It is better to
target carry this year and go for high coupon issuers
instead of lower-priced ones. A recent FT report
announced that Blackrock's bond ETFs had received
$146bn net inflows in the last ten months. We
recommend careful exposure to ETFs at this point when
the dispersion in credit is very high and selectivity
remains key.

S&P revised its default rate base expectations higher.
The rating agency anticipates the US HY default rate to
increase to 4% by the end-2023 just shy of the 4.1%
long-term average. Revenue from weaker issuers will
feel the strain as growth slows, even barring a recession,
and an expected rising unemployment rate will
negatively affect consumer-reliant sectors, which make
up about half of the issuers rated in the 'CCC' to 'C'
categories. According to the rating agency, the
distressed ratio and current HY spreads are very
complacent, predicting only a 2.6% rate of default by
this year-end.

Egypt has issued a mandate for its inaugural three-year
Dollar Sukuk. There will be a lot of local demand from
the region for the issue. We expect the issue price of
around 11.5%, considering the country's sovereign
conventional curve. Inflation in the country remains
high, with January urban CPI jumping to 25.8% YoY,
levels seen in 2017, and economists anticipating
another surprise rate hike this month. Net government
debt-to-GDP remains high at 74% of GDP in fiscal 2023.
If it goes through, the current issuance will probably
provide 20%-25% of the country's short-term funding
needs excluding promised FDI deals from the GCC.

FIXED INCOME KEY CONVICTIONS

DEVELOPED MARKETS

OW Quality corporates
OW Government Bonds
UW High Yield

EMERGING MARKETS

Overall UW EM Debt

Favor quality and selectivity

OW Selectively Asia, LatAm

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

Global equities very slightly negative for the week with
developed markets in line and Europe outperforming.
Emerging markets have not done well in February so far,
losing some of the January gains, +4.5% YTD, lagging
Developed markets +7% YTD. In Asia, Indian equities had
a slightly negative week, China equities were -2% and in
the GCC the KSA performed better. Not surprising to see
the S&P 500 almost flat for the week, with the Nasdaq
performance a bit better and still leading YTD globally.

GCC markets saw small gains as earnings continue to be
well received — many corporates in the retail, bank and
telecom sectors grew earnings by 10 to 30% y/y in Q4 and
for CY 2022. Dividends have largely been revised up’ both
in terms of payouts and percentage-wise. Our conviction
on the UAE market outperformance is substantiated by
the strong earnings growth. Dubai has established itself
as a technology hub, a conference hub, in the top 3
airports globally by traffic, ensuring both tourist traffic
growth and an uptick in expat residents. This benefits the
banks’ consumer businesses and real estate sector’s off
plan sales, with end-user offtake in focus.

It’s been surprising how resilient US equities have been
in the face of choppy earnings, inflationary data, and the
continued move higher in Treasury yields. The S&P 500 is
at 4079, a little above our year end fair value of 4000. To
sum up recent eco data: headwinds include January core
CPI inflation slightly stronger than expected, reflecting
broad start-of-year price increases with housing strong,
but offset by falling used car prices and airfares. The
services industry continues to benefit from pent up
COVID demand and labor market resilience in spite of the
Fed’s effort to curtail demand. Mixed signals for markets
with retail data indicating that demand remains robust,
as does the passing on of higher costs to consumers as
revenues grow even as earnings are declining in
developed markets. At the same time, the policy rate
impact of “higher for longer” is yet to materially affect
corporates or individuals. Inflation data globally is still
worrying, with recent January CPI release from the US,
UK and India still indicating high inflation.

Four fifths of S&P 500 companies have reported Q4
earnings with some mixed read-throughs regarding the
strength of the US consumer: a y/y earnings decline of -
4.7% but revenues +5.1% y/y as costs are being passed
on. For CY 2022, earnings growth is at +4.1% and revenue
growth +10.7%. Management commentary: real revenue
growth for the S&P 500 has slowed but remains positive.
Q4 Earnings takeaways: No recession, labor shortage an
issue but improving, however continued wage pressures.
Looks like recession risk reduced and potentially hinging
on the outlook for wage growth and inflation. Rates a
concern. Walmart and Kraft Heinz are saying they are
pushing back against suppliers on price increases and not
planning on additional price hikes this year.

Seeing continuous downward revision to 2023 consensus
earnings expectations. For Q1 2023, analysts are
projecting an earnings decline of -5.4% and revenue
growth of 1.9%. 2023 consensus estimate is at 2%
earning and revenue growth consistent with the below-
trend pace of GDP growth required to rebalance the
labor market without a recession.

EQUITY RECOMMENDED REGIONAL POSITIONING
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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.
Itis 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.

EMIRATES NBD CIO-OFFICE WEEKLY — February 20, 2023



ey

PRIVATE EANKING

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 amountinvested.. 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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