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Markets shrug off second rate hike of the year
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Global equities were little changed this week despite the Federal Reserve hiking interest rates by a further
25bps to 1%-1.25%. The FOMC also shed further light on its plans to unwind its $4.5trn balance sheet which
it accumulated following the global financial crisis. They plan to initiate this process later this year. It therefore
seems likely that the third rate hike this year (which the Fed has indicated it wants to implement) will come
towards the end of the year. It is unlikely that the Fed will want to tighten using two tools simultaneously, at
least not until it can gauge the impact of its balance sheet reduction on the market. 10-year Treasury yields
fell on the announcement, suggesting the market is more worried about poor recent data rather than rising
rates. The dollar did strengthen somewhat against most currencies, which contributed to an
underperformance of emerging market equities. Oil prices dropped towards the bottom of their recent range,
down significantly since OPEC’s (and some non-OPEC) decision to extend its production quotas less than
one month ago. Resilient and still growing US shale production despite lower oil prices is behind the recent
slump.

MSCI reclassification on June 20 the focus for equity investors
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On June 20 MSCI will announce the outcome of its market reclassification review. Market participants will
find out if Chinese A-shares will be added to the Emerging Markets (EM) equity benchmark and if Argentina
will be upgraded to EM status (from Frontier currently). However, for regional investors the focus will be on
Saudi Arabia, which has a good chance of getting added to MSCI’s watch list for potential inclusion into the
EM index in June 2018, with actual implementation a year later (this follows the standard MSCI review cycle).
Should Saudi equities not make it onto the watch list during this review, it is possible an off-cycle
announcement will still see the market added later this year. Estimates as to the weight Saudi would occupy
in the EM benchmark are around 2%-3% (excluding Aramco) but rise as high as 7% including Aramco. Based
on an estimated c$350bn of passively managed money tracking the MSCI EM index, a weight of 2% should
result in c$7bn of inflows from passive fund rebalancing alone. Inflows from active funds could be far greater
still. The experiences of other equity markets which were upgraded or included into the EM index suggests
Saudi equities could be primed for a period of outperformance. Please see our note for more details.

Past week global markets’ performance

Index Snapshot (World Indices) Global Com modities, Currencies

and Rates

Index Latest Weekly YTD% Commodity Latest Weekly YTD %
Chg % Chg %

S&P 500 2,433.2 0.1 8.7 ICE Brent USD/bbl a47.4 -1.6 -16.6
Dow Jones 21,384.3 0.5 8.2 Nymex WTI USD/bbl 44.7 -2.4 -16.7
Nasdaq 6,151.8 -0.9 14.3 Gold USD/t oz 1253.7 -1.0 9.3
DAX 12,752.7 -0.5 11.1 Silver USD/t oz 16.7 -2.9 4.9
Nikkei 225 19,943.3 -0.3 4.3 Platinum USD/t oz 929.9 -1.1 3.0
FTSE 100 7,463.5 -0.8 4.5 Copper USD/MT 5655.5 -1.5 2.8
Sensex 31,056.4 -0.7 16.6 Alluminium 1855 -2.2 9.5
Hang Seng 25626.5 -1.6 16.5 Currencies

Regional Markets (Sunday to Thursday) EUR USD 1.1198 0.0 6.5
ADX 4501.8 0.1 -1.0 GBPUSD 1.2783 0.3 3.6
DFM 3459.4 2.1 -2.0 USD JPY 110.88 0.5 -5.5
Tadaw ul 6820.8 0.2 -5.4 CHF USD 0.9733 0.4 4.7
DSM 9257.9 2.2 -11.3 Rates

MSM30 5248.41 -1.6 -9.2 USD Libor 3m 1.2736 3.0 27.6
BHSE 1327.0 0.3 8.7 USD Libor 12m 1.7323 0.2 2.8
KWSE 6810.7 0.8 18.5 UAE Eibor 3m 1.5010 0.4 1.7
MSCI UAE Eibor 12m 2.0990 -0.1 0.2
MSCI World 1,923.2 0.0 9.8 US 3m Bills 1.0011 0.5 101.3
MSCI EM 1,003.1 -1.5 16.3 US 10yr Treasury 2.1514 -2.2 -12.0

Please refer to the disclaimer at the end of this publication
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Summary market outlook

Bonds

Bond markets dismissed the Fed rate hike and reacted to the softer inflation data. 10yr US yields declined
and the treasury curve flattened to the lowest level since October 2015. Unless inflation data significantly
Global Yields surprises on the upside, we expect US Treasury yields to remain supported in the near term. In the UK, gilt
yields moved up in reaction to higher than expected inflation and 3 BoE members dissenting to keep rates
on hold. Nevertheless, we believe that safe-haven demand due to Brexit risks should keep yields contained.

Stress and Risk The VIX fell in the absence of any major surprises in economic data. However, current levels are very low
Indicators given the ongoing global political uncertainty and we expect volatility to rise.

Equity Markets

GCC equity markets performed well in spite of dollar strength and lower oil prices. Investors will be looking

Local Equity S _ ) " : .
out for the potential inclusion of Saudi equities onto the MSCI watch list on June 20. Overall, we remain
Markets neutral on GCC equities given the potential for further dollar strength and seemingly capped oil prices.
Global equities ended the week lower except for US markets which were broadly flat. Markets were unfazed
Global Equity by the Fed rate hike given most of it was already priced in. UK equities fell by 0.8% on the back of pound
Markets strength and ongoing political uncertainty over Brexit negotiations. Nevertheless, we believe that the positive

global macro backdrop and strong corporate earnings will support risk appetite.

Commodities

Gold prices declined due to softer appetite for safe-haven assets and renewed dollar strength. Nevertheless,
Precious Metals we stick to our overweight recommendation on gold as a risk hedge against ongoing political and inflationary
risks.

Energy prices dipped lower with WTI breaking the USD45/bbl level. Data showing continuous increases in
Energy stockpiles of US crude and a rising US rig count triggered the decline. While we expect some upward
normalization to take place, rising US crude production is likely to act as a ceiling on oil prices.

Industrial metals underperformed amidst the slightly stronger dollar last week. We expect this trend to

Industrial Metals . . :
continue due to ongoing concerns around Chinese demand.

Currencies

The euro ended the week flat versus the dollar. On a long term basis, we expect the euro to weaken given
the divergence in central bank policies in Europe versus the US.

Critical levels - 11225 - 11216 11107 11187

The pound slightly appreciated versus the dollar mainly on account of a higher than expected rise in inflation.
We expect sterling to remain under pressure due to political uncertainty and Brexit negotiations.

Critical levels - 12823 - 12793 12740 12715

The yen depreciated versus the dollar amidst the rise in dollar demand. We expect the yen to weaken given
the potential for dollar strength and widening interest rate differentials.

Critical levels - 111.03 - 110.97 ' 11081 ' 11071

EURUSD

GBPUSD

USDJPY
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Forthcoming important economic data

United States %

Indicator Period Expected Prior Comments
06/20/2017 Current Account Balance 1Q -$123.6b -$112.4b
06/21/2017 Existing Home Sales MoM May -0.40% -2.30% _ _
06/22/2017  FHFA House Price Index MoM Apr 0.50% 0.60% H°”S'”9bgagﬁ) ggl‘; frg"c'k“e‘g_"_bers will
06/23/2017 Markit US Manufacturing PMI Jun P 52.9 52.7
06/23/2017 New Home Sales MoM May 3.80% -11.40%
Japan @
Indicator Period Expected Prior Comments
06/19/2017 Exports YoY May 16% 7.50%
06/21/2017 All Industry Activity Index MoM Apr 1.60% -0.60% Attention will E?\/Iclm exports and
06/23/2017  Nikkei Japan PMI Mfg JunP - 53.1 '
Eurozone )
Indicator Period Expected Prior Comments
06/22/2017 ECB Publishes Economic Bulletin .
06/22/2017 Consumer Confidence Jun A -3 -3.3 prC;cl)inmsiﬁgér dczﬁgfﬂ?lngg i?‘r?golrjtgﬂr:t.
06/23/2017 Markit Eurozone Manufacturing PMI Jun P 56.8 57

United Kingdom EE

Indicator Period Expected Prior Comments
06/19/2017 Rightmove House Prices YoY Jun 2.80% 3.00% Light week in terms of data
releases.

China and India e @

Indicator Period Expected Prior Comments

No major data release scheduled for
the week.
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Sources

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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