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2-0 to the doves

Just over a week ago Mario Draghi scored the first goal for the doves as the ECB introduced much
larger than expected monetary easing measures. A week later Janet Yellen added to the scoreline by

Wietse Nijenhuis

Equity Strategist
delivering a surprisingly dovish message from the Federal Reserve. The net effect was that global Tel: +971 (0)2 205 4923
equities ground a little higher again. Last week we asked the question whether the rally was running wietse.nijenhuis@adcb.com
out of steam, the reaction to the FOMC decision on Wednesday suggests that this is indeed the case.
One could ordinarily have expected a sharp rally following such a dovish statement from the Fed, Luciano Jannelli, Ph.D., CFA
instead markets finished the week only slightly higher. The biggest move came in the dollar, which Head Investment Strategy
weakened against most trading partners. This pushed the Japanese yen back into an uncomfortably Tel: +971 (0)2 696 2340
strong level (from the point of view of the BoJ) while the euro also gained. Oil prices reversed sharp luciano.jannelli@adcb.com

losses from earlier in the week to finish up while the weaker dollar also boosted other commodities.

Treasuries ignored the hype, striking a more cautious tone with 10-year yields falling to 1.87%. Rahmatullah Khan

Economist
Tel: +971 (0)2 696 2843

The Fed is putting itself between a rock and a hard place rahmatullah khan@adcb.com

During the Q&A session which followed Fed Chair Yellen’s statement, a number of questions centred

on the Fed'’s credibility. Specifically because the Fed has long stressed its twin goals of full employment

and price stability (which it defines as inflation around 2%). The Fed has achieved full employment and

seems very close to its inflation objective as well, nevertheless interest rates remain near rock bottom.

February core inflation came in at 2.3% y-0-y in the hours leading up to the FOMC decision; granted

the Fed’s preferred measures of inflation is core PCE which is running at 1.7% y-o-y. However, it looks

like they rather see an overshoot of their goals before tightening further. This risks putting them between

arock and a hard place: if they fall behind the curve they will need to turn more hawkish and raise rates

more quickly, or if they don’t deliver even the two hikes they now project, they signal that the economy -

. . . . . Visit Investment Strategy Webpage to
is in worse shape than what markets have priced in over the past month. Neither outcome seems likely feadlouriotherrenorts:
to be received particularly well by investors.

Past week global markets’ performance

Index Snapshot (World Indices) Global Commodities, Currencies and Rates
Index Latest Weekly YTD % Commodity Latest Weekly YTD %
Chg % Chg %
S&P 500 2,049.6 -1.4 0.3 ICE Brent USD/bbl 41.2 -2.0 10.5
Dow Jones 17,602.3 2.3 1.0 Ny mex WTI USD/bbl 39.4 2.4 6.5
Nasdaq 4,795.6 1.0 -4.2 OPEC Baskt USD/bbl 36.4 2.1 16.3
DAX 9,950.8 1.2 -7.4 Gold 100 oz USD/t oz 1255.4 0.5 18.3
Nikkei 225 16,724.8 -1.3 -12.1 Platinum USD/t oz 972.5 1.1 9.1
FTSE 100 6,189.6 0.8 -0.8 Copper USD/MT 5103.0 3.3 8.5
Sensex 24,952.7 0.9 -4.5 Alluminium 1509.5 -2.7 0.3
Hang Seng 20671.6 2.3 -5.7 Currencies
Regional Markets (Sunday to Thursday) EUR 1.1270 1.0 3.8
ADX 4380.7 -0.5 1.7 GBP 1.4476 0.7 -1.8
DFM 3357.3 0.9 6.5 JPY 111.55 2.0 7.8
Tadaw ul 6394.7 0.6 -7.5 CHF 0.9695 -1.3 3.4
DSM 10426.0 0.4 -0.0 Rates
MSM30 5335.25 0.7 -1.3 USD Libor 3m 0.6243 -1.5 1.9
BHSE 1162.8 0.7 -4.4 USD Libor 12m 1.2115 -1.1 2.8
KWSE 5271.5 -0.4 -6.1 UAE Eibor 3m 1.0261 0.1 -2.7
MSCI UAE Eibor 12m 1.5690 -0.7 6.4
MSCI World 1,645.6 1.2 -1.0 US 3m Bills 0.2849 -9.7 75.1
MSCI EM 826.8 3.2 4.1 US 10yr Treasury 1.8732 -5.6 -17.5

Please refer to the disclaimer at the end of this publication
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With the G3 central bank meetings behind us, markets should re-focus on fundamentals

Is the Fed targeting an inflation overshoot?

Despite US data improving quite significantly since the Fed’s
end of January FOMC policy meeting and financial markets
being in a much stronger position, the Fed downgraded its
assessment of the economy and cut back its projection for rate
increases in 2016 to 2 (from 4 previously). With inflation ticking
up and the economy at full employment it raises the question if
the Fed is trying to generate an inflation overshoot before
tightening further; i.e. the Fed may deliberately be behind the
curve. This is a dangerous game as it risks needing sharper
tightening down the line. Inflation expectations in the US which
have already been rising on the back of the rebound in energy
prices shot up in the aftermath of the Fed’s decision. From this
point onwards the picture for financial markets is increasingly
difficult. Either the Fed will turn more hawkish and raise rates in
response to better economic data, or projected interest rate
hikes will get pushed out even further, thereby signalling a much
weaker economy. Neither will likely be received particularly well
by investors.

Draghi and Kuroda learn their lesson

In January both the ECB and the Bank of Japan intervened to
weaken their respective currencies only for their efforts to be
reversed within a matter of days, damaging their credibility in
the process. Using the past two weeks as a guide, it seems that
both Mr. Draghi and Mr. Kuroda have learned not to fight the
Fed. Both central banks held their policy meetings during the
last 2 weeks, ahead of the Fed’s own rate setting meeting on
March 16. It was notable that the ECB in particular introduced a
range of new measures designed to boost lending growth (and
ultimately inflation) without targeting further euro weakness.
The BoJ remained on hold, and both proved wise decisions as
days later the Fed’s dovish FOMC statement saw a significant
weakening of the US dollar. Despite recent dollar weakness, the
fact remains that the Eurozone and Japanese economies are
much weaker than that of the US. Therefore we continue to
expect both the euro and the yen to trade within the same
ranges that we have been seeing for some time now (€1.05-
1.15 and ¥110-120).
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Time again to focus on fundamentals

With the G3 central bank meetings out of the way, and Friday’s
monthly option expiry also behind us, markets will once again
be forced to look at fundamentals. Both bottom-up and top-
down fundamentals remain very weak, as highlighted by a
dreadful Q4 15 earnings season in the US, which marked the
third consecutive quarter of negative earnings growth. Our view
has been, and remains that unless we see improvement in
fundamentals such as earnings that we will remain underweight
equities in our asset allocation. Top-down fundamentals will be
mostly in focus in this shortened trading week (markets closed
for Good Friday on the 25™), with the German IFO and ZEW
surveys, preliminary PMI releases and the final reading of Q4
US GDP growth providing the focal points.

Update of our key equity calls

On January 18" we decided to shift our equity focus in a more
defensive direction by going overweight US equities and
underweight all other major countries and regions. The rationale
behind this move had nothing to do with fundamentals, which
are admittedly poor for US equities, but more to do with limiting
exposure to higher beta equity markets (Europe, EM) as well as
benefitting from US equities as a relative “safe haven”. During
the major equity market sell-off which ensued, US equities
meaningfully outperformed, behaving precisely as one would
have expected in a difficult environment for risk assets. Since
markets bottomed on February 11, however, the US has slightly
underperformed. Taken as a whole, since implementation the
strategy has still outperformed. More importantly however, and
recent rally aside, we continue to expect equities to remain in a
broadly downward trajectory. This means that within an equity
only portfolio US equities will likely outperform again if and when
the environment becomes more challenging.

Equity performance since 18 January
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Summary market outlook

Bonds

Global Yields

Stress and Risk
Indicators

The US 10yr Treasury yield came back down last week to 1.87% from close to 2%. This was driven by the
very dovish FOMC statement in which the Fed downgraded its assessment of the economy and scaled back
the number of rate hikes this year to just 2, from 4 previously. Elsewhere, additional stimulus from the ECB
and negative rates in Japan are likely to continue to keep a ceiling on Eurozone and Japanese yields.

Expectations for volatility in US equities over the next month (as measured by the VIX) have fallen to the
lowest level since November, underscoring the more positive sentiment which has prevailed. With no major
central bank meetings on the agenda, and with equity markets and oil prices having rallied strongly of late, a
change in sentiment could see the VIX rise once more.

Equity Markets

Local Equity
Markets

Global Equity
Markets

Commodities

Oil prices hit the $40/bbl mark last week, finishing at the highest level of the year, thereby offering support to
GCC equity markets. However, at some point volatility will likely return which given regional equities’ strong
run over the past month is likely to translate into a choppier environment for local markets.

With Mrs Yellen joining Mr Draghi in offering a dovish outlook on monetary policy the global risk rally
continued last week, albeit at a slower pace. Investors chose not to focus on the Fed’s downgraded
assessment of the health of the US economy, but rather on the fact that committee members now expect just
2 rate hikes in 2016, from 4 previously.

Precious Metals

Energy

Industrial Metals

Currencies

The gold price stayed range bound during the week, trading between $1,240/0z and $1,280/0z. The metal
remains one of the best performing assets year-to-date. Long-term we remain cautious on gold, as global
pressures are by and large deflationary.

The momentum continued in oil last week as prices gained 2%. A large part of the gains of late can be
explained by short covering on hopes of a broader output agreement at a meeting of key producers in Doha
on April 17. However, given the recent volatility in the price, we caution investors against massive entries.

Industrial metals prices gained again last week. We believe that the gains have come mostly from dollar
weakness rather than any improvement in the fundamental outlook for metals, which remains bleak in our
view.

EURUSD

Critical levels

GBPUSD

Critical levels

USDJPY

Critical levels

The euro strengthened further against the US dollar driven by the FOMC’s decision to not hike interest
rates at its March meeting, as well as its decision to scale back the number of projected rate hikes this year
to 2 from 4 previously. The EURUSD is now hovering close to the upper end of 1.05-1.15 range. However,
the weaker state of the Eurozone economy will likely keep a cap on euro strength in our view.
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Cable was volatile during the week, but overall continued its recent strengthening trajectory following the
Fed’s policy meeting. It has rebounded sharply from the height of its Brexit induced jitters (1.38) at the end
of February to finish the week just shy of the 1.45 mark.
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The Japanese yen strengthened further, breaking back towards the lower end of its recent range (111-114).
The BoJ will be especially concerned by this given that it has occurred in the backdrop of strong risk
sentiment in market. If and when sentiment reverses, the yen may rally further as a safe haven currency.
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Forthcoming important economic data

United States %

Indicator Period Expected Prior Comments
3/21/2016 Existing Home Sales Feb 5.31m 5.47m
3/22/2016 Markit US Manufacturing PMI Mar P 51.9 51.3
3/22/2016 Richmond Fed Manufact. Index Mar 0 -4
3/23/2016 New Home Sales Feb 510k 494k The most closely watched US data
3/24/2016 Initial Jobless Claims Week 19 Mar 268k 265k re'g?g%‘g‘;‘gﬁfﬁ il lkely be one!
3/24/2016 Durable Goods Orders Feb P -3.0% 4.7% data.
3/24/2016 Markit US Services PMI Mar P 51.4 49.7
3/24/2016 Markit US Composite PMI Mar P - 50
3/25/2016 GDP Annualized QoQ QT 1.0% 1.0%
Japan (@
Indicator Period Expected Prior Comments
3/21/2016 Nikkei Japan PMI Mfg Mar P 50.5 50.1
3/22/2016 Al Industry Activity Index MoM Jan 1.9% -1.0% ::n“’goftgitc d':{'tg?:géhja”;gﬁ_‘
3/24/2016 Natl CPI YoY Feb 0.3% 0.0%
3/24/2016 Natl CPI Ex Food, Energy YoY Feb 0.8% 0.7%
Eurozone @
Indicator Period Expected Prior Comments
3/21/2016 ECB Current Account SA Jan -- 25.5b
3/21/2016 Current Account NSA Jan -- 41.4b
3/22/2016 Markit Eurozone Manufacturing PMI  Mar P 51.4 51.2
3/22/2016 Markit Eurozone Services PMI Mar P 53.3 53.3 German IFO data and PMI form the
. . focus of the week ahead in the
3/22/2016 Markit Eurozone Composite PMI Mar P 53.0 53.0 Eurozone.
3/23/2016 Consumer Confidence Mar A -8.3 -8.8
3/22/2016 IFO Business Climate (Germany) Mar 106 105.7
3/24/2016 Import Price Index YoY (Germany) Feb -5.1% -4.0%
China and India 6 @
Indicators Period Expected Prior Comments

No major releases from China or
India this week
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All information in this report has been obtained from the following sources except where indicated otherwise:

Bloomberg

Wall Street Journal
RTTNews

Reuters

Gulfbase

Zawya
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Disclaimer

This publication is intended for general information purposes only. It should not be construed as an offer, recommendation or solicitation
to purchase or dispose of any securities or to enter in any transaction or adopt any hedging, trading or investment strategy. Neither this
publication nor anything contained herein shall form the basis of any contract or commitment whatsoever. Distribution of this publication
does not oblige Abu Dhabi Commercial Bank PJSC (“ADCB”) to enter into any transaction.

The content of this publication should not be considered legal, regulatory, credit, tax or accounting advice. 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 this publication.

Information contained herein is based on various sources, including but not limited to public information, annual reports and statistical
data that ADCB considers accurate and reliable. However, ADCB makes no representation or warranty as to the accuracy or
completeness of any statement made in or in connection with this publication 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 this publication. This publication is intended
for qualified customers of ADCB.

Charts, graphs and related data or information provided in this publication are intended to serve for illustrative purposes only. The
information contained in 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 their determination. All statements as to future matters are not guaranteed to be
accurate. ADCB expressly disclaims any obligation to update or revise any forward looking statements to reflect new information, events
or circumstances after the date of this publication or to reflect the occurrence of unanticipated events.

ADCB does and may at any time solicit or provide commercial banking, investment banking, credit, advisory or other services to the
companies covered in its publications. As a result, recipients of this publication should be aware that any or all of the foregoing services
may at time give rise to a conflict of interest that could affect the objectivity of this publication.

Past performance does not guarantee future results. Investment products are not bank deposits and are not guaranteed by ADCB.
They are subject to investment risks, including possible loss of principal amount invested. Please refer to ADCB’s Terms and Conditions
for Investment Services.

This publication is being furnished to you solely for your information and neither it nor any part of it may be used, forwarded, disclosed,
distributed or delivered to anyone else. You may not copy, reproduce, display, modify or create derivative works from any data or
information contained in this publication.
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