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Volatility drops to levels last seen in 1993
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Despite a plethora of news and events last week, financial markets were remarkably stable. The Vix index,
more commonly known as the “fear index” tracks the extent to which traders are worried about the future
performance of US stocks. Last week the index fell to 9.77, a level not seen in 24 years. With French
(presidential) elections now a thing of the past and Q1 earnings season coming in very strongly, investors
were unmoved by any potential ramifications of President Trump'’s decision to fire FBI director James Comey.
The prospect of new elections in Austria, volatility in oil prices or tensions between the US and North Korea
were of equal little concern. Developed market equities were flattish during the week, with Japanese and UK
equities outperforming; catching up on previous underperformance supported by a weaker yen and pound
sterling (vs. the US dollar) respectively. Emerging market (EM) equities extended their outperformance over
developed markets to c8% year-to-date, flows into EM equities have risen sharply this year. Elsewhere, gold
was flat, 10-year Treasury yields barely moved and oil prices bounced having sold off sharply in recent
weeks.

Trump “caged in”, but reform prospects dimming
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As we pointed out in our latest Strategy Note, populists, once elected, turn out to pursue less radical and
more traditional policies. This is because they get “caged in” by the establishments and the institutions that
they had vowed to take on. Indeed, as President Trump prepares for his first foreign trip he will be keen to
recommit to US traditional allies, including the GCC and abandon his more isolationist instincts. Also the
trade deal with China confirms the old adage that “barking dogs don'’t bite”. That’s the good news. The not
so good news is that the prioritization of foreign policy, combined with the playing-out of the “Comey affair”,
is putting US tax reform on the back burner once again. As for the “Comey affair”, markets are betting on US
Congress not seeking an independent investigation into “Russia-gate”. As for the prospects of major tax
reform, markets seem to not expect too much on this front anymore and are still digesting the good news on
earnings whilst at the same time betting that growth won't stall in a significant manner. It is thus reasonable
to believe that political risks have taken a backseat and data and monetary policy will remain in the forefront.

Past week global markets’ performance

Index Snapshot (World Indices)

Global Commodities, Currencies and Rates

Index Latest V\é:ehegk!;: YTD % Com modity Latest \Aée:gk:;; YTD %
S&P 500 2,390.9 -0.3 6.8 ICE Brent USD/bbl 50.8 3.5 -10.5
Dow Jones 20,896.6 -0.5 57 Ny mex WTI USD/bbl 47.8 3.5 =al0) (2]
Nasdaq 6,121.2 0.3 13.7 Gold USD/t oz 1228.4 0.0 7.1
DAX 12,770.4 0.4 11.2 Silver USD/t oz 16.5 0.8 3.4
Nikkei 225 19,883.9 2.3 4.0 Platinum USD/t oz 921.3 0.9 2.0
FTSE 100 7,435.4 1.9 4.1 Copper USD/MT 5520.0 -0.2 0.3
Sensex 30,188.2 1.1 13.4 Alluminium 1885.5 -0.5 11.3
Hang Seng 25156.3 2.8 14.3 Currencies

Regional Markets (Sunday to Thursday) EUR USD 1.0931 -0.6 3.9
ADX 4608.3 -0.2 1.4 GBP USD 1.2890 -0.7 4.5
DFM 3420.2 0.0 =&)al USD JPY 113.38 0.6 =22
Tadaw ul 6882.5 -0.6 -4.5 CHF USD 1.0009 1.3 1.8
DSM 10110.8 1.7 -3.1 Rates

MSM30 5432.14 -0.8 -6.1 USD Libor 3m 1.1796 -0.1 18.2
BHSE 1307.1 -1.8 7.1 USD Libor 12m 1.7657 -0.7 4.7
KWSE 6670.5 -1.2 16.0 UAE Eibor 3m 1.5020 0.4 1.8
MSCI UAE Eibor 12m 2.2192 1.4 59
MSCI World 1,893.0 -0.2 8.1 US 3m Bills 0.8687 -1.7 74.6
MSCI EM 1,002.4 2.5 16.2 US 10yr Treasury 2.3257 -1.0 -4.9

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

Bonds

10-year US Treasury yields ended the week lower after US core CPI came in weaker than consensus. This
also had an impact on market expectations of a June rate hike which fell slightly to 94% after the data release

Global Yield (from 100% previously). US Treasury yields are likely to remain contained with a June rate hike already priced
in. In the UK, gilts rallied after the central bank reduced its growth forecasts. In spite of rising inflationary
pressures, Brexit risks are likely to keep gilt demand supported.

Stress and Risk The VIX touched lows not seen since 1993 and is now running close to half of its 20-year average. We believe
Indicators current levels are too low given ongoing global political uncertainty.

Equity Markets

GCC equity markets ended the week lower on disappointing earnings results even though oil prices recovered

Local Equit
Marketsq y during the week. We remain neutral on GCC equities given the potential for further dollar strength and limited
upside in oil prices.
Global equities performed well, led by emerging markets. Japanese and UK equity markets were also among
Global Equity the top performers, driven by yen and pound weakness respectively. US equity markets ended the week
Markets flattish with weak core inflation numbers inconsistent with hopes of stronger economic growth post the election

of Mr Trump. We believe that strong earnings and better macro data should continue to support risk appetite.

Commodities

Gold prices were mostly unchanged as markets remained skewed towards the “risk-on” mode. Nevertheless,

Precious Metals we stick to gold as a risk hedge against ongoing political and inflationary risks.

Energy prices rebounded last week after US crude inventories fell more than expected. With the likelihood of
an extension of OPEC cuts rising at the upcoming meeting on 25 May, we expect some upward normalisation

Energy to take place. Indeed Saudi Arabia (OPEC) and Russia (non-OPEC) have already announced a plan to extend
production cuts through to March 2018. This will keep a floor under prices, however, we argue against any
significant jump as the rising US rig count should weigh on energy prices.

Industrial metals were mixed with dollar strength gaining momentum. We expect industrial metals to remain

Industrial Metals . ; .
under pressure given ongoing concerns around Chinese demand.

Currencies

The euro depreciated versus the greenback as dollar demand strengthened. This trend is expected to
continue on a long term basis given the diverging central bank policies in Europe versus the US.

Critical levels [ SRR SRR 51 JERCVEEN so JERCEE

The pound weakened versus the dollar as the Bank of England lowered its growth estimates at its MPC
meeting. We expect this weakness to sustain as risks of “hard Brexit” remain.

Critical levels - 12033 - 12012 12857 12823

The yen fell against the dollar with a softening appetite for safe-haven assets. We expect the yen to weaken
further given the potential for dollar strength and widening interest rate differentials.

Critical levels - 114.26 - 11382 | 113.07 11276

EURUSD

GBPUSD

USDJPY
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Forthcoming important economic data

United States %

Indicator Period Expected Prior Comments
05/15/2017 NAHB Housing Market Index May 68 68
05/16/2017 Housing Starts MoM Apr 3.70% -6.80%
05/16/2017 Industrial Production MoM Apr 0.40% 0.50% Light weilélratseer:r;ns of data
05/16/2017  Capacity Utilization Apr 76.30% 76.10% '
Japan @
Indicator Period Expected Prior Comments
05/15/2017 PPl YoY Apr 1.80% 1.40%
05/16/2017 Tertiary Industry Index MoM Mar 0.10% 0.20%  Focus will be on the GDP data for
05/17/2017 Industrial Production YoY Mar F - 3.30% the first quarter.
05/18/2017 GDP SA QoQ 10P 0.40% 0.30%
Eurozone )
Indicator Period Expected Prior Comments
05/16/2017 ZEW Survey Expectations May - -
05/16/2017 GDP SA QoQ 1QP 0.50% 0.50% GDP preliminary figures and
05/17/2017 CPI YoY Apr F 1.90% 1.50% Consumer price inflation data will
05/17/2017  CPI Core YoY Apr F 120%  1.209% 0€ closely tracked by the market.
05/19/2017 Consumer Confidence May A -3 -3.6

United Kingdom EE

Indicator Period Expected Prior Comments
05/16/2017 CPI YoY Apr 2.60% 2.30%
05/16/2017 CPI Core YoY Apr 2.30% 1.80% Attention will be on inflation
05/16/2017 RPI YoY Apr 3.40% 3.10% numbers.
05/16/2017 House Price Index YoY Mar 5.30% 5.80%

China and India 6 @

Indicator Period Expected Prior Comments
05/15/2017 Retail Sales YoY (CH) Apr 10.80% 10.90%
05/15/2017 Industrial Production YoY (CH) Apr 7.00% 7.60%
05/15/2017 Exports YoY (IN) Apr - 27.60%

China industrial production and India
exports will be important.
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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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