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Preface 
 

Many of the assumptions about 2019 are changing, as the global economic landscape 

deteriorates amidst rising tensions over trade and currencies. Central banks are once 

again under pressure to provide a response, but increasingly it seems as if monetary 

policy is suffering from ‘diminishing returns’ while governments appear reluctant to 

expand fiscally.   

 

Global macro: A series of events are contributing to heightened uncertainty and renewed 

risk aversion, including the Fed’s cautious rate cut, re-escalating U.S. China trade tensions, 

and the increasing risk of an ugly Brexit. 

GCC macro: While FDI inflows into the GCC have risen over the last year, the net FDI data 

shows that the Gulf remains a net exporter of FDI to the rest of the world.                       .                       

MENA macro: While global FDI/GDP will remain under pressure in 2019 following its sharp 

fall last year, we expect that North Africa will continue to hold up. 

EM Focus: India is currently in the midst of prolonged slowdown as the tailwind of a stable 

government becomes infructuous and easy monetary policy fails to kick start investments. 

Ongoing concern over the health of the global economy is also weighing on India’s 

economy. 

Interest Rates: Weakening global growth and safe haven bid on the back of the sudden 

collapse of the US-China trade talks pushed most government bond yields down.  

Credit Markets: Risk off sentiment on the back of escalating trade conflicts caused credit 

spreads to widen. However, bond prices remained resilient as a result of the cushion 

provided by falling benchmark yields. 

Currencies: The first interest rate cut in over ten years from the Federal Reserve last month 

still resulted in the dollar gaining ground, due to resilient U.S. data and because of its still 

relative attractiveness compared to other currencies. 

Commodities: Gold has rallied to its highest level in six years as the US-China trade war 

worsens and central banks adopt a more dovish stance. These factors weill help keep gold 

bid higher until the end of the year but won’t extend as much support to the rest of the 

precious metals complex. 

 

 

Timothy Fox 

Chief Economist & Head of Research 
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Global Macro 
 

A series of events are contributing to heightened uncertainty and 

renewed risk aversion, including the Fed’s cautious rate cut, re-

escalating U.S. China trade tensions, and the increasing risk of an 

ugly Brexit. In the background adding to the general sense of 

unease the U. S has withdrawn from a nuclear deal with Russia, 

North Korea is feeling emboldened to test missiles again, Hong 

Kong protests are intensifying, trade relations between Japan and 

South Korea are deteriorating, and the U.S. Iran stand-off 

continues.   

 

The Federal Reserve’s characterization of its 25bp rate cut as a 

"mid-cycle" adjustment was the initial cause of alarm about the likely 

extent of further rate cuts, with the relative resilience of the July jobs 

data adding to this to some extent. The U.S. Fed’s FOMC cut 

interest rates by 25bps to a 2%- 2.25% target range in July as 

expected, framing it as insurance against downside risks or 

weakness in global growth and trade, rather than the start of a long 

easing cycle. For these reasons the markets saw it as a 

relatively  ‘hawkish’ cut with equities falling and the dollar 

strengthening in response, which actually had the effect of 

tightening financial conditions, precisely the opposite effect to the 

one intended.  

   

FOMC cuts interest rates 

 
Source: Bloomberg, Emirates NBD Research 

        

Currency war looming 

Although headline payroll growth in July undershot expectations 

with a 164k increase and -41k of downward revisions, the 

unemployment rate stayed steady at 3.7% and hourly earnings rose 

by 0.3% taking the y/y rate up to 3.2%. The labor force also jumped 

another 370k versus the prior 335k gain, with the labor force 

participation rate rising to 63.0% versus 62.9%. None of this 

suggests the need for much more aggressive easing, reinforcing the 

message from the FOMC meeting and compounding the negative 

impact on risk assets. To make matters worse the US-China trade 

deficit widened to a five-month high in June, and President Trump 

tweeted about a 10% tariff on an additional $300 billion in Chinese 

goods being added from 1st September onwards. China in response 

is believed to have asked its state owned enterprises to suspend 

imports of US agricultural products, a reversal of the apparent 

agreement at the Osaka G20 meeting for them to increase these 

purchases. Though a lot can change in the next month, the chance 

of further escalation with an eventual rise in the tariff rate on all 

Chinese imports to 25% by early next year seems to be increasing. 

China also appears to be allowing currency depreciation to counter 

the tariff threat as reflected in the CNY plunging beyond 7.0 to a 

dollar, giving rise to fears that it is preparing to ‘weaponize’ its 

currency at a time when talk of currency wars is already rising.  

 

If all of this persists its will present a conundrum for the Fed and will 

renew the pressure for more cuts from the White House and from 

the markets, even as the economic data itself currently does not 

indicate a pressing need.  

 

ECB preparing to ease 

The ECB too is preparing for easier money, with its policy meeting 

last month laying the ground for a comprehensive set of easing 

measures in September that focuses not only on lower policy rates, 

but also on additional asset purchases and a review of the central 

bank's inflation target and forward guidance. 

 

However, it was also clear from the decision that not everyone on 

the ECB Council is on board with the promised steps. President 

Mario Draghi said that "most people" on the governing council 

"converged on this" response to the economic slowdown but 

acknowledged that the statement did not have unanimous support. 

 
So, while the ECB is stepping up to "do whatever it takes" to boost 

inflation, there is also a growing sense that monetary policy might 

be running out of effectiveness, especially as interest rates in the 

Eurozone are already negative. Comparisons with the Bank of 

Japan’s lost decade of zero interest rates in the 1990s are 

increasingly being made. Negative interest rates impact the banking 

sector’s core business of making spreads on lending and deposits, 

so it is no surprise to see most banks in the current earnings season 

warn about a drop in net interest margins.   

 

 

The U.S. Fed’s FOMC cut interest rates by 25bps to a 2%- 2.25% target range in July as 

expected, framing it as insurance against downside risks or weakness in global growth and 

trade. 
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Eurozone growth slows 

 
Source: Bloomberg, Emirates NBD Research 

 
While the ECB appears intent on going ahead with cutting rates and 

doing more quantitative easing (QE), its statement also confirmed it 

is looking into ways to mitigate the impact of negative interest rates 

for banks including the option of a tiered deposit rate. This, however, 

may be another source of tension on the council, with some 

countries believed to be in favour of such an approach and others 

against. 

 

The same goes for any resumption of QE given the central bank's 

own guidelines on issuer limits leave little room for additional 

government bond purchases. Hence potential proposals could 

include a widening of asset classes to include equities, but also 

changes to the voting rights of national central banks to circumvent 

issuer limits. All of this could trigger fresh legal challenges and test 

the ECB's mandate, although it seems likely that Mr Draghi will still 

get enough support for an initial round of measures. 

 

Eurozone recession risks rising 

The ECB’s situation is of course relatively unique compared to the 

US Federal Reserve and Bank of England, which both managed to 

raise interest rates after the financial crisis, giving them room to 

embark on a new round of monetary easing. It is also different in 

that its fundamentals are deteriorating much more clearly. Eurozone 

PMI data highlighted the dire state of manufacturing with the 

preliminary July manufacturing PMI falling back to just 46.4 in July 

from 47.6 in June indicating a deepening recession in a sector that 

has been hurt by the global trade wars and ongoing Brexit 

uncertainty. The European Commission’s Economic Sentiment 

Indicator also slowed to 102.7 in July, from 103.3 the previous 

month. Finally GDP growth slowed in the Eurozone in Q2, with the 

economy expanding 1.1% y/y (0.2% q/q) compared with 1.2% y/y 

(0.4% q/q) the previous quarter. 

 

The BOE becomes more cautious 

The Bank of England is also becoming noticeably more cautious. It  

cut its GDP forecast significantly in its latest Inflation Report, and 

the MPC  now says it would need to see “some recovery in global 

growth” to be comfortable raising interest rates. While the MPC is 

still saying that it will probably raise interest rates if a Brexit deal is 

struck, its conviction appears to be waning, and understandably.  

While Boris Johnson, the new prime minister, has been saying he 

would much prefer a deal with the EU, he has stressed that "no ifs 

or buts Britain will be leaving the EU on October 31 without a deal 

nor transition period if necessary”. Preparations for no-deal certainly 

appear to be being intensified, suggesting that this is no longer a 

bluff or a tactic just to bring the EU back to the negotiating table. 

General election risks also appear to be rising, with the possibility of 

the U.K leaving the EU and facing the polls within a relatively short 

time of each other. 

 

GBPUSD hits fresh 2019 lows 

 
Source: Bloomberg, Emirates NBD Research 

 

Tim Fox 

+9714 230 7800 
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Key Economic Forecasts - Global 

US 2014 2015 2016 2017 2018f 2019f 

Real GDP % 2.6 2.9 1.5 2.2 2.7 2.5 

Current A/C % GDP -2.1 -2.4 -2.4 -2.3 -3.0 -2.5 

Budget Balance % GDP -2.7 -2.6 -3.1 -3.4 -3.5 -4.7 

CPI % 1.6 0.1 1.3 2.1 2.5 2.3 

Eurozone       

Real GDP % 1.3 2.1 1.8 2.4 1.9 1.5 

Current A/C % GDP 2.4 3.2 3.3 3.5 3.2 3.0 

Budget Balance % GDP -2.5 -2.0 -1.5 -0.9 -0.7 -0.9 

CPI % 0.4 0.0 0.2 1.5 1.7 1.5 

UK       

Real GDP % 3.1 2.3 1.9 1.7 1.3 1.5 

Current A/C% GDP -5.3 -5.2 -5.8 -3.9 -3.5 -3.3 

Budget Balance % GDP -5.3 -4.1 -2.9 -1.8 -1.4 -1.6 

CPI % 1.5 0.0 0.7 2.7 2.5 2.1 

Japan       

Real GDP % 0.4 1.4 0.9 1.8 0.8 1.0 

Current A/C % GDP 0.8 3.1 3.8 4.0 3.6 3.6 

Budget Balance % GDP -7.7 -6.7 -5.7 -3.5 -3.2 -3.5 

CPI % 2.7 0.8 -0.1 0.5 1.0 1.0 

China       

Real GDP % 7.3 6.9 6.7 6.9 6.6 6.3 

Current A/C % GDP 2.3 2.8 1.8 1.3 0.4 0.1 

Budget Balance %GDP -1.8 -3.4 -3.8 -3.7 -3.6 -4.0 

CPI% 2.0 1.4 2.0 1.6 2.1 2.3 

India*       

Real GDP% 6.4 7.4 8.2 7.1 7.3 7.0 

Current A/C% GDP -1.4 -1.1 -0.6 -1.5 -2.0 -2.5 

Budget Balance % GDP -4.3 -3.5 -3.7 -3.9 -3.5 -3.6 

CPI % 6.7 4.9 5.0 3.3 3.9 3.5 

Source: Bloomberg, Emirates NBD Research 

*For India the data refers to fiscal year (April – March)  
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GCC Macro 
 

Many of the medium-term economic plans underpinning 

government policy in the GCC call for increased FDI to support 

economic growth and diversification away from oil. There are many 

benefits to attracting FDI into a country including the transfer of 

technology and skills, and reducing the reliance on public sector 

funds to finance infrastructure development. The latter is particularly 

important for emerging and developing economies where budgets 

are typically in deficit.   

  

Measuring FDI flows in notoriously difficult however and data can 

be skewed by the existence of special purpose vehicles, capital 

raised or borrowed domestically by a foreign owned subsidiary and 

many other factors. 

 

Recent reports have highlighted the increase of FDI into the MENA 

region in 2018, with the UAE topping the list in several of them.  A 

recent report by the Financial Times (The fDi Report 2019), showed 

that the UAE attracted USD USD12.7bn in FDI last year, while a 

report by Ernst & Young estimated M&A investment into the UAE at 

USD 14.4bn in H1 2019.   While the UAE, and the GCC more 

broadly, has undoubtedly benefitted from foreign direct investment 

in recent years, this is not the full story.   

 

For simplicity and consistency, we look at the FDI data recorded in 

each country’s balance of payments, which records the flow of funds 

from abroad that are marked as inward FDI, as well as the flow of 

funds from both public and private sector entities into direct 

investments abroad (outward FDI).1   This is a relatively 

conservative approach and the figures reported are generally 

smaller than those reported by investment promotion agencies and 

other aggregators.  

Table 1: FDI inflows to the GCC (USDbn) 

  2013 2014 2015 2016 2017 2018           

 KSA 8.9 8.0 8.1 7.5 1.4 4.2  

 UAE 10.5 10.8 8.8 9.6 10.3 10.4  

 Qatar -0.8 1.0 1.1 0.8 1.0 -2.2  

 Kuwait 1.4 1.0 0.3 0.4 0.3 0.3  

 Bahrain 3.7 1.5 0.1 0.2 1.4 1.5  

 Oman 1.6 1.3 -2.2 2.3 2.9 6.3           

 Total 25.3 23.6 16.2 20.8 17.4 20.7  
 

Source: Haver Analytics, Emirates NBD Research 

 

Table 1 above shows that inward FDI into the GCC did recover in 

2018 after declining in 2017.  However, inward FDI remains below 

the levels recorded pre-2015.  The UAE’s FDI inflows were the 

highest in the region at USD 10.4bn.  Oman saw USD6.3bn of 

foreign direct investment, more than double the 2017 FDI figure and 

amounting to nearly 8% of its GDP. More FDI dollars flowed into 

Oman than to Saudi Arabia last year.   FDI into Saudi Arabia tripled 

in 2018 to USD 4.2bn, but this was still around half the level of 

                                                           
 
1 Note that investment into debt securities, equities, foreign exchange 

deposits and other relatively liquid investment are recorded separately in the 

annual inward direct investment that the kingdom received pre-

2016.   

 

While the rise in FDI inflows to the GCC last year is encouraging, 

when we offset against this the outflow of FDI from the GCC to the 

rest of the world, the picture is very different.  Table 2 below shows 

that the GCC remains a net exporter of FDI to the rest of the world, 

and that the FDI “deficit” increased by nearly 50% y/y in 2018.  The 

main driver was the surge in outward FDI from entities in Saudi 

Arabia, which amounted to USD 23bn, the most on record.  In the 

UAE, the net outflow of FDI stood at –USD 4.7bn, the most since 

2015.  Indeed, the only GCC countries to record a net inflow of FDI 

last year were Oman and Bahrain.      

Table 2: GCC Net FDI flows (USDbn) 

  2013 2014 2015 2016 2017 2018           

 KSA 3.9 2.6 2.8 -1.5 -5.9 -18.7  

 UAE 1.7 -0.9 -7.9 -4.0 -3.7 -4.7  

 Qatar -8.9 -5.7 -3.0 -7.1 -0.7 -5.7  

 Kuwait -15.2 11.4 -5.1 -4.1 -8.7 -3.4  

 Bahrain 3.2 1.9 -3.1 1.1 1.2 1.4  

 Oman 0.7 -0.1 -2.5 1.9 0.5 5.6           

 Total -14.6 9.2 -18.8 -13.7 -17.2 -25.5  
 

Source: Haver Analytics, Emirates NBD Research  

 

While the surge in outward FDI from the GCC is not in itself 

problematic, it suggests that local entities (both public and private) 

see greater opportunity to generate returns from abroad than by 

investing domestically. Exporting capital also does nothing to boost 

domestic economic growth.  This is particularly relevant considering 

the relatively weak growth rates recorded in the region over the last 

couple of years.   

 

Khatija Haque 
+971 4 230 7803  
 

balance of payments under “foreign portfolio investment” or “other” 
investment in the financial account. 

https://www.ey.com/em/en/newsroom/news-releases/news-mena-announced-deal-value-spikes-in-h1-2019-driven-by-saudi-aramco-s-acquisition-from-pif-of-a-70-percent-stake-in-sabic
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GCC in Pictures 

GCC Oil Production and Oil Price 

 
Source: Bloomberg, Emirates NBD Research 

 

Inflation 

 
Source: Haver Analytics, Emirates NBD Research 

Money supply (ex government. deposits)  

 
Source: Haver Analytics, Emirates NBD Research 

 

 

 

 

Purchasing Managers’ Index 

 
Source: IHS Markit, Emirates NBD Research 

 

CDS Spreads 

 
Source: Bloomberg 

Private sector credit* 

 
*Qatar data is bank loan growth to private sector, not total private 

sector credit. Source: Haver Analytics, Emirates NBD Research 
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Key Economic Forecasts - GCC 

United Arab Emirates 2016 2017 2018e 2019f 2020f 

Nominal GDP $bn 357.3 378.0 414.5 422.6 440.3 

Real GDP % 3.0 0.5 1.7 2.0 2.6 

Current A/C % GDP 3.7 7.0 7.1 4.9 4.1 

Budget Balance % GDP -2.0 -1.6 -1.6 1.8 0.3 

CPI % 1.6 2.0 3.1 0.0 2.0 

Saudi Arabia      

Nominal GDP $bn 644.9 688.6 782.5 791.2 823.8 

Real GDP % 1.7 -0.7 2.2 2.0 1.6 

Current A/C % GDP -3.7 1.5 9.2 6.0 5.8 

Budget Balance % GDP -12.9 -9.2 -4.6 -5.5 -5.5 

CPI % 2.1 -0.8 2.5 -1.0 2.0 

Qatar      

Nominal GDP $bn 151.7 166.9 192.0 190.6 199.2 

Real GDP % 1.8 1.1 1.3 2.4 2.5 

Current A/C % GDP -5.5 3.8 10.2 5.8 5.2 

Budget Balance % GDP -9.2 -5.8 -0.3 1.0 1.0 

CPI % 2.7 0.4 0.2 -0.5 2.0 

Kuwait      

Nominal GDP $bn 109.4 119.5 141.5 140.9 147.0 

Real GDP % 2.9 -3.5 1.2 0.9 2.0 

Current A/C% GDP -4.6 5.9 12.9 7.2 12.3 

Budget Balance % GDP -13.9 -9.0 -2.9 -5.5 -5.8 

CPI % 3.2 1.6 0.6 1.0 1.5 

Oman      

Nominal GDP $bn 65.9 70.7 79.2 79.2 81.9 

Real GDP % 5.0 -0.9 2.1 1.7 2.4 

Current A/C % GDP -19.1 -15.6 -5.5 -6.0 -5.4 

Budget Balance % GDP -20.9 -13.8 -9.0 -8.1 -7.2 

CPI % 1.1 1.6 0.9 1.0 2.5 

Bahrain      

Nominal GDP $bn 32.3 35.4 37.7 39.0 40.6 

Real GDP % 3.5 3.8 1.8 2.0 2.4 

Current A/C % GDP -4.6 -4.5 -5.9 -6.3 -6.1 

Budget Balance % GDP -13.5 -10.0 -7.1 -6.2 -5.8 

CPI % 2.8 1.4 2.1 1.5 2.0 

GCC (Nominal GDP weighted avg)      

Nominal GDP $bn 429 456 515 522 544 

Real GDP % 2.3 -0.3 1.9 1.9 2.1 

Current A/C % GDP -2.8 2.6 8.1 4.9 5.0 

Budget Balance % GDP -10.1 -7.1 -3.5 -3.1 -3.4 

CPI % 2.1 0.4 2.1 -0.4 2.0 

Source: Haver Analytics, National sources, Emirates NBD Research
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MENA Macro : North African FDI will outperform wider world 
 

Having fallen to multi-decade lows in 2018, global foreign fixed 

investment will likely remain under pressure in 2019 and beyond as 

concerns over escalating trade wars exacerbate long-term structural 

changes in manufacturing and the process of globalisation. By 

contrast, the countries of North Africa have remained comparatively 

attractive to foreign investment, and we expect that their relative 

insularity from the global supply chains that have met US President 

Donald Trump’s ire should preclude any sharp drop-off in FDI levels 

in the near term. 

Global FDI/GDP dips lower 

 
Source: World Bank, Emirates NBD Research. *Algeria, Egypt, Morocco, 

Tunisia  

 

Near-term tensions exacerbating long-term 

structural challenges 

Global levels of FDI as a proportion of GDP took a sharp turn 

downward in 2018, dropping from 3.2% in 2016 and 2.6% in 2017, 

to just 1.4% last year, according to World Bank data. This is the 

lowest level recorded this century, and compares to an average of 

2.9% recorded since 2000. There are a number of factors which can 

be used to explain this sharp fall, with the near-term turbulence 

caused by President Trump’s trade wars one of the primary culprits. 

With the tit-for-tat imposition of tariffs potentially erasing the financial 

benefits to firms of setting up in foreign manufacturing centres, many 

companies will have chosen to postpone or cancel investment 

abroad. Another major factor was also driven by President Trump’s 

policies, as his administration’s corporate tax cuts in 2017 made it 

more attractive for domestic firms to repatriate earnings, and there 

was a significant fall in US foreign investment last year as a result. 

 

At present, the uncertainty related to the trade wars remains as 

heightened as ever, with no final deal yet reached between the US 

and China, and risks to relationships between the world’s biggest 

economy and a host of other countries also. Further, the spirit of 

protectionism is seemingly contagious, with a trade dispute between 

Japan and South Korea having pushed the latter’s economy into a 

nosedive in recent weeks. Chinese investment into Vietnam and 

other such countries in a bid to circumvent US tariffs will provide 

some little support, but the likelihood is that FDI as a proportion of 

global GDP will remain weak, especially as economies endure 

weaker growth. 

 

These near-term factors will have exacerbated more long-term 

structural considerations which have begun to factor into firms’ 

likelihood to invest abroad. While globalisation continues apace, its 

nature is changing, and becoming more ethereal, as evidenced by 

the ongoing rise in cross-border data and capital flows and services 

exports. Entertainment, for instance, is increasingly streamed online 

rather than manufactured and transported. Meanwhile, goods that 

still need to be manufactured can increasingly be produced in home 

markets; automation will progressively preclude the need to secure 

cheap labour through investing abroad, and 3d printing will hasten 

this process. 

Global bellwether indicating slowdown 

 
Source: Bloomberg, Emirates NBD Research.  

 

North African FDI levels holding up 

More open outlook = greater FDI/GDP 

 
Source: World Bank, Emirates NBD Research 
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Despite the global challenges and pertinent domestic issues, FDI in 

North African countries remained relatively robust last year, in 

contrast to the rest of the world. Indeed, we estimate that FDI as a 

proportion of GDP actually rose in Morocco and Tunisia in 2018 

(from 2.4% to 3.0% and from 2.0% to 2.5% respectively), and we 

anticipate that inward investment should generally hold up this year 

also. One reason for this is that these countries are not as tapped 

into the global manufacturing supply chains that are likely to be hit 

by US trade spats with China and Japan for instance. 

 

This is not to say that the region has been immune from the general 

slowdown in FDI seen over the past decade – levels remain far off 

those seen in 2006, when FDI into both Egypt and Tunisia was over 

9% of GDP. North Africa has also been susceptible to political risk 

over the period, as seen in 2011 when protests and administration 

changes saw investment into Tunisia and Egypt plummet. Unrest 

has also led us to discount Libya from this analysis, given that the 

country has been divided by civil war for years, making estimates of 

GDP a fraught task – although it is worth noting that the country still 

manages to secure inward investment into its hydrocarbon sector. 

Effect of political risk on FDI/GDP clear 

 
Source: Haver Analytics, Emirates NBD Research 

 

Of the remaining four North African states we expect that Algeria will 

remain the laggard in terms of FDI, but there is some scope for this 

to increase as the country potentially heads in a new direction 

politically. The state has long been fairly insular, preferring to 

monetise its debt when short of funds for instance, rather than 

turning to international debt markets, and this attitude is reflected in 

FDI which has averaged less than 1% of GDP over the past decade. 

However, following the removal of long-serving President Abdelaziz 

Bouteflika earlier this year, there is scope for a new administration 

to adopt a more open approach, and foreign investment could start 

to pick up hereafter. 

 

The outperformer will likely remain Morocco, which has averaged 

FDI equivalent to 2.6% of GDP over the past 10 years, outpacing its 

peers. The country has not been impacted by the kind of political 

risk seen in Tunisia and Egypt, and has benefitted from ongoing 

improvements to its business environment over the period; it now 

ranks 60th globally in the World Bank’s Ease of Doing Business 

index, up from 129th in the 2008 edition. By comparison, Tunisia 

ranks 80th, Egypt 120th, Algeria 157th and Libya 186th. French 

investment into the autos sector in particular has been an important 

source of FDI in Morocco. Morocco targets being in the top 50 on 

the Ease of Doing Business index by 2021, which if realised would 

help it remain Africa’s primary destination for foreign investment, 

alongside South Africa. 

Ease of Doing Business ranking 2019 

 
Source: World Bank, Emirates NBD Research 

 

Tunisia is also looking to improve the operating environment in order 

to entice more fixed investment, and adopted a new investment law 

in 2017. Among other measures the new framework prohibits 

expropriation in most cases and allows foreign investors the same 

protections as domestic ones. 

 

In Egypt, FDI has somewhat disappointed since it began its IMF-

sponsored reform programme in late 2016, and actually declined 

last year, in both nominal terms and as a percentage of GDP. 

Further, the bulk of the investment has continued to be targeted 

towards the hydrocarbons sector. In some respects this should not 

be a great surprise, given the swingeing reforms enacted have 

created a level of uncertainty which might put off foreign investors. 

However, given that the bulk of the major planned reforms have now 

been implemented, we expect that there should be an improvement 

in inflows this year, and that these will be into a range of industries. 

Tourism is likely to benefit as visitor numbers pick up, and we also 

expect that Chinese investment will be a major driver. During a state 

visit to Egypt last year, Chinese President Xi signed deals worth 

USD 18bn into infrastructure projects and heavy industry.  

 

Daniel Richards 
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Key Economic Forecasts – Non-GCC Oil Importers 

Egypt* 2016 2017 2018e 2019f 2020f 

Nominal GDP $bn 332.4 225.8 241.5 300.7 357.8 

Real GDP % 4.3 4.1 5.3 5.6 5.8 

Current A/C % GDP -6.0 -6.4 -2.5 -2.7 -2.8 

Budget Balance % GDP -12.05 -10.83 -9.83 -8.15 -6.96 

CPI % 13.7 29.6 14.4 12.8 11.0 

Jordan      

Nominal GDP $bn 39.2 40.7 41.7 43.2 44.6 

Real GDP % 2.1 2.1 2.0 2.6 2.7 

Current A/C % GDP -9.4 -10.6 -7.1 -6.6 -6.4 

Budget Balance % GDP -3.2 -2.7 -2.6 -2.3 -2.4 

CPI % -0.8 3.3 4.5 0.8 1.9 

Lebanon      

Nominal GDP $bn 51.1 52.1 62.4 66.4 70.8 

Real GDP % 1.6 0.6 0.4 0.4 1.3 

Current A/C % GDP -20.5 -23.3 -20.3 -20.0 -19.6 

Budget Balance % GDP -9.6 -7.0 -10.8 -9.4 -8.4 

CPI % -0.8 4.5 6.1 3.5 3.5 

Morocco      

Nominal GDP $bn 103.3 109.6 117.9 119.1 123.7 

Real GDP % 1.1 4.2 3.0 2.7 3.0 

Current A/C % GDP -4.1 -3.4 -5.5 -4.2 -4.0 

Budget Balance % GDP -4.2 -3.4 -3.4 -4.0 -3.7 

CPI % 1.6 0.8 1.8 0.3 0.8 

Tunisia      

Nominal GDP $bn 41.7 36.8 34.5 30.6 30.6 

Real GDP % 1.0 1.7 2.5 2.7 3.0 

Current A/C % GDP -8.9 -11.1 -13.0 -10.9 -9.7 

Budget Balance % GDP -6.2 -6.7 -5.5 -4.5 -4.1 

CPI % 3.7 5.3 7.4 6.8 5.5 

Oil Importers  (GDP weighted avg)      

Nominal GDP $bn 223.8 147.8 158.7 199.7 241.1 

Real GDP % 3.05 3.38 3.68 3.97 4.36 

Current A/C % GDP -7.4 -8.3 -6.5 -5.8 -5.5 

Budget Balance % GDP -9.4 -7.6 -7.5 -6.8 -6.0 

CPI % 8.5 15.8 9.1 7.8 7.2 

Source: Haver Analytics, National sources, Emirates NBD Research 

*Egypt data refers to fiscal year (July-June) 
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Key Economic Forecasts – Non-GCC Oil Exporters 

Algeria 2016 2017 2018e 2019f 2020f 

Nominal GDP $bn 160.2 167.6 165.5 164.4 169.0 

Real GDP % 3.2 0.4 1.6 1.0 2.0 

Current A/C % GDP -12.3 -13.2 -9.0 -7.6 -6.5 

Budget Balance % GDP -13.0 -6.5 -9.2 -9.4 -10.3 

CPI % 5.8 6.0 3.5 3.2 4.5 

Iran      

Nominal GDP $bn 441.8 446.9 422.4 470.5 548.0 

Real GDP % 12.4 3.3 -4.2 -6.4 1.6 

Current A/C % GDP 3.7 3.5 3.7 -0.2 -1.3 

Budget Balance % GDP -4.8 -5.1 -4.1 -4.2 -3.7 

CPI % 8.7 10.0 21.0 31.2 17.5 

Iraq 441.8 446.9 433.4 494.1 586.2 

Nominal GDP $bn 165.2 166.2 216.5 244.4 251.9 

Real GDP % 9.6 1.0 0.8 4.2 4.1 

Current A/C% GDP 1.3 9.0 13.6 8.4 7.3 

Budget Balance % GDP -15.0 -5.3 -4.5 -3.8 -3.6 

CPI % 1.3 0.7 0.4 0.5 1.0 

Libya      

Nominal GDP $bn 43.6 63.3 76.1 88.2 104.2 

Real GDP % -6.9 34.8 7.6 5.4 10.4 

Current A/C% GDP -10.2 -9.5 -2.1 -2.6 -2.9 

Budget Balance % GDP -18.1 -10.6 -7.1 -6.3 -5.9 

CPI % 9.5 25.0 11.5 10.0 8.5 

Oil Exporters (GDP weighted avg)      

Nominal GDP $bn 312.4 307.4 293.4 326.5 375.9 

Real GDP % 8.7 5.3 -0.6 -1.5 3.0 

Current A/C % GDP 0.5 0.4 2.7 -0.5 -0.6 

Budget Balance % GDP -8.0 -7.5 -6.1 -4.7 -4.7 

CPI % 6.1 8.2 12.3 17.2 10.6 
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EM Focus - India 
 

India is currently in the midst of prolonged slowdown as the tailwind 

of a stable government becomes infructuous and easy monetary 

policy fails to kick start investments. Ongoing concern over the 

health of the global economy is also weighing on India’s economy. 

 

Budget 2019 

The first budget of the new government was simply an extension of 

proposals announced in the interim budget. Overall, it aimed to 

prefer fiscal prudence over stimulus which in turn disappointed 

investors. The budget did contain two interesting proposals - 

issuance of foreign denominated sovereign bonds and increasing 

the free float of listed companies to 35% from 25%.  

 

Sovereign Bond  
The primary rationale for the government to raise funds in foreign 

currency stems from the interest rate differential between INR 

denominated sovereign bonds of India and that of other countries. 

For example, 10-year Government of India bonds are currently 

yielding 6.37% relative to 10y Treasuries which are yielding 2.05%, 

10y German bunds which are yielding -0.41% and 10y Japanese 

government bond which are yielding -0.16%. Another key rationale 

is that raising money overseas would make more funds available to 

banks to lend to local businesses. The recent change in global 

monetary policy bias towards easing, which in turn has ignited a 

chase for yields, makes the idea well-timed. More so when 

considered that economies rated similar to India recently raised 

funds at an average spread of 100-150 bps over 10y USTs.  

 

The counter-point to the proposal stems from risks it brings. An FX-

hedged foreign currency bond interest rate would not be very far 

from the INR-denominated bond yields. Further, it exposes India to 

vagaries of global investors during economic crisis and would tie the 

country to a more prudent deficit management with limited flexibility. 

 

However, in our opinion, the pros outweigh the cons. We also 

believe that such a step would help the government with the balance 

of payments, manage volatility in the INR and cap the rates at which 

it raises money domestically. India, in any case, has a high 

dependency on foreign capital. Nearly 46% of free-floating market 

cap of BSE-200 index is owned by foreign portfolio investors. 

Similarly, foreign investors own c. USD 325bn and c. USD 100bn in 

corporate and government debt.  

Increasing free float 
The government also proposed to increase the minimum public 

shareholding to 35% from 25% in an effort to make more stock 

available to foreign capital. According to Bloomberg, India has the 

lowest public float among the top 10 nations by market 

capitalization. The average free-float market capitalization of India’s 

Nifty index is 50% relative to the S&P 500 index, DAX index and 

FTSE 100 index of 95%, 87% and 90% respectively. 

 

The immediate benefit of an increased free float is an increase in 

the weight of Indian equities in major broad indices such as the 

MSCI EM index. That would in turn increase inflows from passive 

investors to start with. However, it can also be argued increase free 

float will be met by more supply and hence not necessarily support 

prices. It can also be argued that increased threshold of public 

shareholding could incentivize some corporates to take their 

companies private. According to market calculations, the step could 

induce a INR 3.9 trillion share sale. However, it must be noted that 

the regulator generally allows a multi-year time frame for companies 

to comply. In 2010, companies were given a three-year period to 

have a free float of at least 25%. 

 

Economic data– Worries mount 

All high frequency indicators are suggesting that India’s economy 

remains sluggish. The Markit India Services PMI slipped into 

contraction territory for the first time in 13 months with a reading of 

49.6. The composite PMI reading was still in expansion territory with 

a reading of 50.8 in June. However, that was lower than reading of 

51.7 in May 2019.  

PMI data weakens 

 
Source: Bloomberg 
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Consumer spending continues to remain weak. For example, 

passenger car sales dropped 24% y/y in June 2019. This also ties 

in with slowdown in credit growth. According to the RBI, the overall 

credit growth slowed to 12% in June compared to 14.2% at the end 

of last financial year. 

 

RBI – Focus on growth 

The Reserve Bank of India has turned its focus firmly on growth. 

Though the central bank has already cut interest rates by 75bps in 

the current cycle, we expect them to cut rates further by 50-bps over 

the next six months. This is primarily driven by the fact that inflation 

continues to remain well-below the median target of 4%. Further, 

the shift in stance of global central banks including the Federal 

Reserve (which cut rates by 25bps at its last meeting) allows the 

RBI enough room to prioritize growth. 

Enough room for the RBI to cut again 

 
Source: Bloomberg 

 

The revival in monsoon rains removes a key impediment for the RBI. 

The deficit in monsoon rainfall narrowed to 11% last week from 35% 

at the start of June. More importantly in terms of spread, more than 

two-thirds of the country has received normal or excess rains 

compared to one-fourth at the start of July 2019. If continued, this 

will minimize the risk of sharp increase in food inflation, a key 

component of India’s inflation basket. 
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Interest Rates 
 

US Rates 

In a much anticipated move, the US Federal Reserve cut the target 

interest rate by 25bps to be between the 2.00% - 2.25% range, cut 

IOER (interest on excess reserve) by 25bps to 2.10% and opted to 

end its balance sheet runoff effective beginning of August, rather 

than the end of September this year as originally planned.  

The Fed is citing this cut as an insurance against recession and a 

mid-cycle adjustment to ensure continued expansion, however, 

pricing action in the markets reflect that investors don’t really believe 

that the insurance cut will work, particularly given the lack of 

progress in the US-China trade negotiations. While the Fed’s dot 

plot remained unchanged, Fed fund futures implied probability of 

rate cut in September now stands at over 90% for 25bps and 10% 

for a 50bp cut.  

Rate cuts - dot plot vs mkt expectations 

 
Source: Bloomberg, Emirates NBD 

Though economic growth in the US remains in very healthy territory, 

residential investment – the most interest rate sensitive component 

of GDP – has been falling for few quarters now. This coupled with 

weaker trend in manufacturing and business investment indicates 

increasing possibility of the GDP growth slowing materially and 

therefore the chances of the Fed’s so called mid-cycle adjustment 

morphing into a full-blown cutting cycle are reasonably high. 

Flatter Yield Curve & Negative Swap Spreads  

The safe haven bid on the back of the sudden collapse of the US-

China trade talks last week pushed government bonds in the 

developed world higher. Yields on 2yr, 5yr, 10yr and 30yr USTs 

closed the month significantly lower at 1.64% (-22bps, m/m), 1.58% 

(-25bps), 1.77% (-26bps) and 2.31% (-23bps, m/m) respectively. 

 

Despite the Fed’s message that this rate cut was only a mid-cycle 

adjustment, the UST yield curve flattened with 2yr-5yr spread 

getting deeper in the negative territory at -6bps and the 2yr-10yr 

spread narrowing 7bps to 13bps now. The US economy remains 

strong on most measures and we don’t foresee risk of recession any 

time soon. We think the current decline in long term UST yields is, 

to some extent, due to its appeal as a high yielding security in an 

otherwise world of negative yields in the DM sovereign bond space. 

 

The US swap spreads over treasuries are negative for tenures all 

the way up to 30 years. We think swap spreads may not become 

positive for some time even if yields keeping coming down as lower 

yields will likely increase demand for longer-duration instruments by 

asset managers (in order to get higher return) which will help bring 

longer-duration swap spreads to decline at a similar pace or higher. 

Negative swap spreads likely to prevail  

 
Source: Bloomberg, Emirates NBD 

 

Global Rates 

The ongoing weakness in the UK economic data is not much of a 

surprise to the BoE which in turn left interest rates unchanged at its 

meeting last month. However yield on 10yr Gilts fell in lock-step with 

its global peers, closing the month 20bps lower at 0.51% 

 

 

 

 

 

 

 

 

 

Weakening global growth and safe haven bid on the back of the sudden collapse of the US-

China trade talks pushed most government bond yield curves lower.   
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10Yr Government Bond Yields  

 Yield % 1M chg 3M chg 12M chg 

US 1.76 -29 -71 --118 

UK 0.51 -20 -71 -79 

Germany -0.52 -15 -52 -90 

Japan -0.19 -3 -13 -28 

Russia 3.83 +5 -49 -91 

Brazil 4.28 -19 -78 -116 

Turkey 7.00 -17 +76 -30 

Source: Bloomberg as at 6 August 2019, Emirates NBD 

 

Meanwhile economic growth slowed in the Eurozone in Q2 

2019, with the economy expanding 1.1% y/y (0.2% q/q) compared 

with 1.2% y/y (0.4% q/q) the previous quarter. The slowdown in 

growth was broad-based and strengthens the case for the ECB to 

loosen monetary policy at the September meeting. Bund yields 

adjusted accordingly, falling further 15ps in the negative territory to 

reach -0.52%, one of the lowest in the developed world.  

 

Italy-German sovereign spreads narrowed to 208bps last 

month from circa 310bps in Q4 last year, after the EC’s 

announcement that it will postpone Italy’s excessive deficit 

procedure until after October in view of its better-than- 

expected public finance projections for 2019 (with the deficit 

expected to be 2.1% GDP vs 2.5% in April). That said, the 

chance of tensions over Italian debt resurfacing this autumn 

remains high. 

 

Turkish central bank cut rates by 425bps to 19.75%. A 

downward adjustment to the Bank's CPI inflation projection 

for end-2019 from 14.6% y/y to 13.9% paves the way for 

further monetary easing in the country before the end of the 

year. 

 

GCC Local Rates 

As expected, several GCC central banks cut interest rates by 25bps 

in sync with the Fed rate cut and consistent with the management 

of their currency pegs. 

 

Saudi Arabian Monetary Authority, the KSA’s central bank decided 

to lower Repo rate to 2.75% from 3% and Reverse repo rate to 

2.25% from 2.50%. The policy rate adjustment is seen to be in line 

with SAMA’s objective of preserving monetary stability.  

 

Central Bank of Bahrain also cut its key policy rates by 25bps taking 

the overnight deposit rate to 2.25%, 1 week deposit rate to 2.50% 

and overnight repo rate to 4.25%. 

 

In line with historical practice, the Central Bank of the UAE 

maintained the gap of 50bps between its borrowing and lending rate 

as it reduced the 1 week deposit rate and Repo rate by 25 bps each 

to 2.00% and 2.50% respectively. The Islamic repo rate was also 

cut 25bps to 2.50%. 

 

Central Bank of Oman generally keeps its policy rate setting slightly 

flexible. Instead of a set rate, the repo rate fluctuates on a daily basis 

within a tight range. It has now fallen to 2.74% vs 2.90% a month 

ago.  

 

Instead of dollar, the Kuwaiti dinar is pegged to a basket of 

currencies though the basket remains heavily weighted in favour of 

the USD. Kuwait Central bank raised its key discount rate four times 

in the last four years by 25bps each instead of the nine rate hikes 

that the Federal Reserve has had since Dec - 2015. The current 

discount rate at 3% and repo rate at 2.5% will not be cut in sync with 

Fed rate cut last month.  

 

Qatar had not followed through with the four rate hikes of the Fed in 

2018 and had kept its Repo rate at 2.50%, thereby, indicating the 

possibility that the it may not cut the rates now. 

GCC policy rates cut in sync with the Fed 

 
Source: Bloomberg, Emirates NBD 
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Interest Rate Forecasts 

US Treasuries Forecasts  

 Current 3M 6M 12M    

2y 1.64 1.75 1.80 1.90    

10y 1.78 1.90 2.00 2.00    

2s10s (bp) 4 15 20 10    

3M Libor  

3m 2.21 2.00 2.00 1.75    

3M Eibor  

3m 2.48 2.25 2.25 2.00    

Policy Rate Forecasts 

 Current % 3M 6M 12M    

FED (Upper Band) 2.25 2.00 2.00 1.75    

ECB (deposit rate) -0.40 -0.50 -0.50 -0.50    
BoE 0.75 0.75 0.50 0.50    
BoJ -0.10 -0.10 -0.10 -0.10    
SNB -0.75 -0.75 -0.75 -0.75    
RBA 1.00 1.00 0.75 0.75    
RBI (repo) 5.75 5.50 5.50 5.25    
SAMA (reverse repo) 2.25 2.00 2.00 1.75    

UAE (Repo rate) 2.50 2.25 2.25 2.00    

CBK (o/n repo rate) 2.50 2.50 2.50 2.50    

QCB (repo rate) 2.50 2.50 2.50 2.50    

CBB (o/n depo) 2.25 2.00 2.00 1.75    

CBO (o/n repo) 2.77 2.52 2.52 2.25    

CBE (o/n depo) 15.75 13.75 13.75 13.75    

Source: Bloomberg, Emirates NBD Research 

As at 6 Aug 2019 
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Credit Markets 
 

Global Bonds 

The safe haven bid on the back of the sudden collapse of the US-

China trade talks last week pushed the benchmark UST yield curve 

down. Yields on 2yr, 5yr, 10yr and 30yr USTs closed the month 

significantly lower at 1.64% (-22bps, m/m), 1.58% (-25bps), 1.77% 

(-26bps) and 2.31% (-23bps, m/m) respectively which pushed 

corporate bonds prices higher in most jurisdictions, particularly in 

the investment grade space. 

The negative trade headlines fueled fears of steeper decline in 

global economic growth and consequently an increase in credit 

spreads. CDS levels on US IG increased 5 bps to 57bps and that 

on Euro Main increased 6bps to 56bps during the month. Rising 

credit spreads overshadowed the benchmark yield tightening for 

most high yield corporate bonds. However, monthly total return in 

July for the Global High Yield bond index was still in the green at 

0.4%. 

US investment grade corporate bonds had one of the best months, 

registering monthly total return of 1.44%, followed by 1.14% for the 

Euro- Aggregate index. 

Option Adjusted Credit Spreads OAS (bps) 

  OAS 1M chg 3M chg 12M chg 

US IG Corp 119 +6 -6 +11 

US HY Corp 437 +69 -5 +105 

EUR IG Agg 68 -7 -5 -8 

USD EM Agg  307 +23 +9 +27 

Source: Bloomberg as at 6 Aug 2019, Emirates NBD 

 

Though the hunt for yield supported the bid for EM bonds, their 

performance was more subdued given lower linkage with US 

interest rate cuts. Total return on EM USD aggregate index was 

0.67% contributing towards the YTD annual gain of 10.58%. 

GCC Bonds – Secondary Market 

The month of July marked the eighth consecutive month of positive 

gains for GCC bonds as yield continued to decline on the back of 

 

 

 

lower UST yield curve. Average yield on the Bloomberg Barclays 

GCC bond index fell nearly 20bps to 3.40% during the month. 

 

Despite oil prices falling circa 5% in the past one month, credit 

spreads on GCC bonds tightened 17bps to 143bps, validating the 

strong bid on the back of investors hunt for yield. 

 

Bbg Barclays GCC Bond Index – YTW & 
OAS 

 
Source: Bloomberg, Emirates NBD 

 

 

The flattening of the UST curve saw longer dated GCC bonds 

outperform the shorter dated ones. With minimal idiosyncratic 

events, most bonds moved in sync with macro sentiment and 

registered good returns. The weakest link was the bonds from EA 

Partners. No clarity on the defaulted Indian airline, Jet Airways, left 

EA Partners bonds as the only issuers where investors lost money. 

EAPART 20s were the worst performers, falling another 8 points to 

close the month at USD 40.00 and yield rising to over 99% now. 

 

 

 

 

 

 

 

 

Risk off sentiment on the back of escalating trade conflicts caused credit spreads to widen. 

However, bond prices remained resilient as a result of the cushion provided by falling 

benchmark yields.  
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Fitch recently commented that the asset quality in the GCC banking 

systems is likely to come under pressure and loan growth is likely to 

be anemic. However, result announcements so far have generally 

been better than expectations with ADIB, Doha Bank, RAK Bank, 

KFH, Qatar Islamic Bank, First Abu Dhabi Bank, Mashreqbank etc. 

all announcing better than expected results last month. Strong result 

from Emirates NBD and completion of its acquisition of Denizbank 

boosted the bid for ENBD risk. Yield on EBIUH 6.375% Perp that 

has a call date in September 2020, narrowed 36bps during the 

month to 3.56%.  

 

Bahrain’s improving FX reserves and ongoing support from its 

neighbours is continuing to anchor investor’s interest. Bahrain yield 

curve continued to tighten. Yield on BHRAIN 25s dropped another 

31bps to 4.32% last week. The spread differential between 5yr CDS 

on Bahrain and that on Saudi Arabia has reduced to only 161bps 

compared with over 275bps an year ago. 

 

Kuwait’s parliament approved its amended budget for the current 

fiscal year. The revised budget reflects funding deficit to be around 

KWD 8.3 billion vs previous expectation of KWD 7.7 billion. The 

budget is based on oil price assumption of USD 55 / b. The budget 

deficit is expected to be funded from state reserves, thereby 

dampening hopes of a jumbo bond offering from Kuwait this year. 

Yield on AA rated KUWIB 27s fell 10bps to 2.45% over the month. 

 

In addition to the bid ensuing from investors’ hunt for yield, 

expectations of better economic growth in the region this year due 

to improvement in non-oil activity is seeing good demand for GCC 

risk. Consequently, CDS spreads on GCC sovereigns have 

generally declined over the quarter. That said, on a month on month 

basis, CDS spreads had a widening bias with 5yr CDS on Qatar and 

Saudi Arabia rising 5bps each to 55bps and 75bps respectively, 

largely in sync with volatility in the wider financial markets. 

 

Despite increased credit protection demand on the back of new USD 

3 billion bond issue from Oman, 5yr CDS spread on Oman reduced 

15bps during the month to 275bps, albeit still well above that on 

Bahrain at 235bps. 

GCC 5yr CDS spreads (bps) 

 
Source: Bloomberg, Emirates NBD 

 

 

GCC Bonds - Primary Market   

In the primary market, as we expected, Oman did finally tap capital 

markets albeit nearly a quarter later than usual. Sultanate of Oman 

raised USD 750mn via 5.5 yrs notes at 4.95% (T+310 bps) and USD 

2.25bn in 10yr notes at 6% (T+392.8 bps). Despite fluctuating 

sentiment on Oman’s credit risk, the offering was more than three 

times oversubscribed, getting orders in excess of USD 9.25bn. Early 

last month, Fitch had affirmed Oman’s rating at BB+/stable citing its 

strong external asset position that provides adequate financing 

flexibility to the government. 

 

BBB+/Baa1 rated DP World priced 10yr, Reg S, USD 1 bn sukuk at 

MS+195bps, circa 35bps tighter than the IPT and against an order 

book of over USD 4.6bn. It also raised another USD 300mn by 

tapping on existing DPWDU 48s at 4.90% i.e. MS+195bps. 

 

In late June, Saudi Arabia sold its first ever euro bond. It priced 

EURO 1bn in eight year euro bonds at MS + 80bps and EURO 2bn 

in 20 year notes at MS+140bps. 

 

Emirates Strategic Investments, rated Baa3 by Moody’s, also priced 

a maiden 5yr bond of USD 600mn at MS+215 bps during the month. 

In addition, First Abu Dhabi Bank raised USD 450mn in 4 yr floating 

rate notes at LIBOR + 85bps. 

 

YTD total new issues in the GCC crossed the USD 66bn mark. The 

government sector accounted for 42% of the total followed by 

Financials (34%), Energy (18%) and others (6%). Geographically, 

KSA remained the dominant country of issuers, accounting for 38% 

of the total followed by UAE (28%) and Qatar (25%). Oman and 

Bahrain accounted for the balance.  

GCC USD New issues 

 
Source: Bloomberg, Emirates NBD 

Looking ahead, Sharjah Islamic Bank has appointed banks to 

facilitate issuance of dollar denominated benchmark sized Tier1 

sukuk. 

Anita Yadav 
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Currencies 
 

Dollar gains despite Fed rate cut 
The first interest rate cut in over ten years from the Federal Reserve 

last month still resulted in the dollar gaining ground, due to resilient 

U.S. data and because of its still relative attractiveness compared 

to other currencies. With Q2 2019 GDP at 2.1% q/q annualized and 

consumption growing at 4.3%, the U.S. economy continues to 

outperform other developed rivals. In addition, the latest 

employment data showed that job growth remains steady, with 

164,000 new jobs added in July and wages growing by 3.2% y/y. 

Most importantly the dollar’ yield differential over other major 

currencies still remains attractive despite the cut in rates, with 

German interest rates falling into negative territory across the yield 

curve and even as demand for U.S. Treasuries continues amidst 

rising risk aversion. 

DXY breaks below key levels 

 
Source: Bloomberg 

 

Over the last 30 days, the Dollar Index found support at the 50-

month moving average (96.105) and rose by 1.95% to reach 98.093. 

Earlier the index reached a new 2019 high of 98.932 on August 1. 

While the price stays above the 76.4% one-year Fibonacci 

retracement (97.724) further gains are likely for the dollar. 

 

EURUSD struggles as ECB set to ease 
The euro has found itself the victim of softer economic data and a 

central bank that is looking to loosen monetary policy. The ZEW 

surveys showed that investor confidence and expectations for the 

next six months in the Eurozone’s largest economy, Germany, 

plummeted to a seven year low, while the current conditions 

component of the survey fell below zero for the first time since 2010. 

To add to concerns, Q2 2019 GDP was soft showing 0.2% q/q 

growth on the continent, down from 0.4% q/q the previous quarter. 

Although the market was pricing in a 51.3% chance of a 10 bps cut 

from the ECB at their July meeting, the bank left interest rates 

unchanged but have layed the ground for a cut at the September 

meeting as well as suggested the possibility that QE may be 

reintroduced. Under these conditions, the common currency has 

found itself under pressure and has fallen to the lowest levels since 

May 2017. 

 
A 2.32% decline over the last month has taken EURUSD to 1.1109, 

just above the 2019 low of 1.1027 that was hit on August 1. At the 

current levels, the price remains more than a big figure below the 

resistive 50-day moving average (1.1236), 100-day moving 

average(1.1232) and the 23.6% one-year Fibonacci retracement 

(1.1213). While trading below these levels continues, a retest of the 

1.10 region is very possible, with a break and weekly close below 

this level having the possibility to trigger a larger loss towards 

1.0750. The risk of this will be more pronounced should the price 

realize a weekly close below the 23.6% five-year Fibonacci 

retracement (1.1071). 

EURUSD falls below moving averages 

 
Source: Bloomberg 

 

 

 

 

 

 

 

 

 

 

A rate cut from the Federal Reserve last month still resulted in further gains for the dollar, 

buoyed by still positive rate differentials and steady US data. 
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Politics and Brexit drive GBP down 

GBPUSD hit fresh two-year lows in August as a combination of 

political and economic factors weighed on then pound. The primary 

driver has been (and will continue to be) investor concerns over 

Brexit. The new Prime Minister Boris Johnson continues to 

emphasize his commitment to ensuring that the UK leaves the 

Eurozone with or without a deal before the 31st October deadline. 

Mr. Johnson wants the EU to scrap the backstop guarantee for the 

border with Ireland while Brussels are refusing to entertain this, and 

with the deadline coming nearer, the odds of a hard landing are 

increasing. Furthermore, while the MPC voted 9-0 to keep interest 

rates unchanged at their August meeting, policy makers lowered 

their economic projections, downgrading growth forecasts for 2019 

and 2020 to 1.3%. It is worth noting that these estimates assumed 

a smooth Brexit with the bank offering little guidance on what 

measures would be taken to help the economy cope with a no-deal 

scenario, Our own assumption is that they will ultimately have to cut 

interest rates, faced with an unruly Brexit and possibly another 

general election. With risks building, it is likely that the pound will 

remain under considerable pressure. 

GBPUSD suffers further declines 

Source: Bloomberg 

 

The latest tumble means that GBPUSD is trading at 1.2152, now far 

above the August lows of 1.2080. While there has been some relief 

due to the 14-day RSI (Relative Strength Indicator) showing that 

conditions are overbought, this is mainly due to profit taking from 

short positions. As a result a retest of the 1.2080 level cannot be 

ruled out in the short-term, with a break of this level paving the way 

for a potential decline towards 1.18 – the lows seen after the Brexit 

referendum of 2016. 

 

USDJPY plummets as US-China tensions rise 
A renewed bout of risk aversion triggered safe haven bids and 

resulted in USDJPY falling over the last two days, in effect annulling 

the gains of the previous month. The major catalyst behind this drop 

was a tweet from U.S. President Donald Trump that he intended to 

impose a 10% tariff on USD 300 bn worth of Chinese imports from 

1st September onwards. China in response is believed to have 

asked its state owned enterprises to suspend imports of US 

agricultural products. With China also permitting the CNY to weaken 

beyond the 7.0 level, effectively allowing depreciation of their 

currency, there is an escalating risk that trade tensions and a 

potential currency war may keep risk appetite banished from the 

market for some time. As a result, the yen may continue to enjoy 

support from safe haven bids despite monetary policy from the BOJ 

continuing to remain ultra-loose.  

USDJPY breaks below 50-day MA 

Source: Bloomberg 

 

Despite trading as high as 109.32 on August 1, USDJPY is currently 

2.23% lower over the last month with the current price of 106.03. 

This plummet below the 50-day moving average (108.16), 38.2% 

and 23.6% one-year Fibonacci retracements (108.57 and 107.15 

respectively) are technically bearish for the cross.  While the price 

trades below the 107.20 level, the risk is that we see a larger decline 

towards the 105 level. 

 

Mohammed Al Tajir 

+9714 609 3005 



 
 
 
 

Page 24 
 
 

FX–Major Currency Pairs & Real Interest Rates 

Interest Rate Differentials–EUR  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Bloomberg, Emirates NBD Research 

Interest Rate Differentials-CHF 
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Interest Rate Differentials-CAD 
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Interest Rate Differentials-GBP 
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Interest Rate Differentials-JPY 
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Interest Rate Differentials-AUD 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Bloomberg, Emirates NBD Research 
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FX Forecasts 

FX Forecasts - Major Forwards 

 5-Aug Q3 2019 Q4 2019 Q1 2020 Q2 2020 3m 6m 12m 

EUR/USD 1.1127 1.1200 1.1400 1.1600 1.1800 1.1206 1.1284 1.1419 

USD/JPY 105.90 108.00 110.00 110.00 108.00 105.21 104.49 103.36 

USD/CHF 0.9792 0.9800 0.9700 0.9500 0.9400 0.9712 0.9631 0.9498 

GBP/USD 1.2132 1.2000 1.2200 1.2400 1.2600 1.2180 1.2224 1.2290 

AUD/USD 0.6772 0.6800 0.7000 0.7100 0.7200 0.6791 0.6805 0.6831 

NZD/USD 0.6518 0.6600 0.6800 0.6900 0.7000 0.6530 0.6538 0.6547 

USD/CAD 1.3229 1.3000 1.2800 1.2600 1.2400 1.3211 1.3200 1.3196 

EUR/GBP 0.9172 0.9333 0.9344 0.9355 0.9365 0.9200 0.9231 0.9292 

EUR/JPY 117.83 120.96 125.40 127.60 127.44 117.83 117.83 117.83 

EUR/CHF 1.0896 1.0976 1.1058 1.1020 1.1092 1.0883 1.0869 1.0847 

FX Forecasts - Emerging Forwards 

 5-Aug Q3 2019 Q4 2019 Q1 2020 Q2 2020 3m 6m 12m 

USD/SAR* 3.7517 3.7500 3.7500 3.7500 3.7500 3.7509 3.7515 3.7557 

USD/AED* 3.6729 3.6730 3.6730 3.6730 3.6730 3.6744 3.6759 3.6792 

USD/KWD 0.3043 0.3020 0.3020 0.3020 0.3020 0.3048 0.3049 -- 

USD/OMR* 0.3850 0.3850 0.3850 0.3850 0.3850 0.3856 0.3863 0.3883 

USD/BHD* 0.3770 0.3770 0.3770 0.3770 0.3770 0.3761 0.3761 0.3780 

USD/QAR* 3.6600 3.6400 3.6400 3.6400 3.6400 3.6551 3.6533 3.6508 

USD/EGP 16.5730 17.5000 17.7500 17.7500 17.7500 16.9913 17.4400 18.3550 

USD/INR 69.601 70.000 68.000 68.000 68.000 71.4300 72.2500 73.8100 

USD/CNY 6.9405 7.0000 7.1000 7.2000 7.2000 7.0823 7.0963 7.1305 

USD/SGD 1.3773 1.3200 1.3000 1.2900 1.2900 1.3809 1.3792 1.3777 

FX Forecasts - MENA 

 5-Aug Q3 2019 Q4 2019 Q1 2020 Q2 2020 

USD/MAD 9.6196 9.8000 9.8000 9.9000 9.9000 

USD/TND 2.8885 3.0500 3.1000 3.1000 3.1000 

USD/TRY 5.6007 6.3000 6.4000 6.5000 6.5000 

Data as of 5 August 2019 

Source: Bloomberg, Emirates NBD Research
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Commodities 
 

A perfect storm of a stuttering global economy, easing central bank 

policies and elevated geopolitical risks are helping push gold to its 

highest level since 2013. With no apparent let up in any of these 

variables expected over the next six months gold may be poised for 

further moves higher. The rest of the precious metals may be 

dragged higher by gold’s upward momentum but their gearing 

toward industries that could be directly hit by a trade war is likely to 

act as a barrier.  

 

Gold prices have held above USD 1,400/troy oz since the start of 

H2 2019, pushed higher by the deterioration in trade relations 

between China and the US. The relatively positive conclusion to the 

G20 meeting at the end of June helped anchor prices around the 

USD 1,400/troy oz level but the latest announcement from US 

president Trump that he would impose tariffs from September 

encompassing nearly all trade with China has helped prices push 

further to more than USD 1,450/troy oz. Trade uncertainty will 

remain in place in the near term as trade positions from the US and 

China remain far apart. US demands that China change some of its 

industrial policies in exchange for tariff relief appears too difficult a 

challenge to overcome in the current hostile environment. 

Gold USD/troy oz over last five years 

 
Source: EIKON, Emirates NBD Research. 

 

Looking ahead to 2020 we would expect a hawkish stance on China 

trade issues to be maintained by the Trump administration and are 

doubtful that there would be any significant rollback were a 

Democratic candidate to win the White House. The impact of tariffs 

has yet to appear prominently in US data but disruptions to trade 

flows thanks to tariffs are contributing to an emerging industrial 

slowdown. Global manufacturing PMIs have been below 50 since 

April this year while new export orders for manufactured goods has 

been declining since September 2018. As tariffs weigh on corporate 

performance, and equity prices, safe-haven assets such as gold will 

remain bid. 

 

Lower rates only part of a positive gold story 

One of gold’s main competitor in an investor flight-to-safety remains 

government bonds. Here too though gold is getting a helping hand 

from central banks moving toward synchronized policy easing. The 

US Federal Reserve cut rates in July for the first time in 10 years in 

what it described as a “mid-cycle adjustment”, suggesting that 

prolonged phase of rate cuts isn’t guaranteed. Central banks 

elsewhere have given signals that more easy policy is on the way 

but none have offered a strongly dovish message that equity 

markets in particular have been looking for.  

 

Nevertheless, an out-performance from gold in a low, or declining, 

rates environment is taken as somewhat axiomatic in financial 

markets. In a short-trading cycle, the relationship between gold and 

lower rates is particularly strong with 20-day and 60-day correlations 

firmly in negative territory (ie, a downward move in rates is inversely 

correlated with an upward move in gold prices). Over a much longer 

horizon, a full trading year or two, the relationship is less 

pronounced but still apparent.  

 

Unlike previous rounds of central bank easing, policy rates in most 

major economies are already quite low or even negative in the case 

of the ECB and BoJ. But with gold prices in USD, the actions of the 

Fed speak much louder than other central banks. In the last five Fed 

rate cutting cycles gold showed a positive return in three and only 

significantly when the Fed cut by 500bps or more. Data from the US 

economy in no way warrants such a severe level of rate cuts and 

further monetary policy measures, such as asset purchases, could 

be deployed to try and prop up growth and boost inflation. However, 

asset purchases could also end up creating bubbles in equity or 

government bond markets, deterring investment into gold which 

pays neither dividends nor yields. Lower rates on their own won’t 

provide enough momentum for gold prices to break higher.  

Rates need to go much lower to help gold 

 
Source: EIKON, Emirates NBD Research.  

 

Physical demand lackluster so far in 2019 

Gold prices rallied enormously following the Fed’s last rate cutting 

cycle in 2007-08. Gold hit peak levels in September 2011 of close 

to USD 1,900/troy oz in part thanks to low rates from the Fed. 

However, physical gold demand was also particularly strong in 
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2010-11 as retail investors bid prices higher. Consumer demand 

(bar and coin investment along with jewellery) rose by 23% in 2010 

and more than 10% in 2011. So far in 2019 consumer demand has 

been relatively placid, declining by 1.2% in H1 2019 compared with 

the same period in 2018. Consumption has risen strongly in India, 

the world’s largest consumer market, rising by more than 9% y/y in 

H1. However, demand has failed to catch fire in China, the second 

largest market, where consumption has fallen 12% in H1. 

Gold already at record levels in INR 

 
Source: EIKON, Emirates NBD Research. 

 

Gold prices in INR are already at new record levels thanks to the 

effect of high underlying prices and a weaker INR. The relative 

expensiveness of gold in INR, a new higher import duty and a 

slowdown in the domestic economy could see India’s consumer 

demand ebb away for the rest of the year (see India section for more 

details). 

 

Gold demand among consumers in the Middle East declined on an 

annual basis in Q2, falling by 5.5 tonnes y/y, a decline of around 8%, 

in Q2 with Iran accounting for the majority of the drop in 

consumption. In the first half of the year regional gold demand fell 

nearly 3 tonnes, a decline of around 2.3% compared with the same 

period in the first half of 2018. Gold consumption in the Middle East 

has stagnated as low oil prices have slowed government spending 

the region and eroded consumer demand.  

 

Despite a lack of support from physical demand and a limited impact 

from central bank policy, we nevertheless expect gold prices to hold 

their recent gains as uncertainty remains the dominant market 

theme for the foreseeable future. Accordingly we are revising our 

forecasts higher and expect gold to record an average of USD 

1,450/troy oz in Q4 and push higher in the first half of 2020. Once a 

trade outlook becomes clearer, even if it remains affected by tariffs, 

gold prices should ease back but still remain high by the end of next 

year.  

Trade war to weigh on other precious metals 

The upward move in gold prices should help to drag the rest of 

precious metals higher and we have marked our forecasts to 

market. The outlook for silver, platinum and palladium is leveraged 

on the outcome of trade tensions between the US and China but on 

the downside. Industrial demand accounts for a far higher share of 

total physical demand in silver, platinum and palladium compared 

with gold where jewellery and retail investment are far more 

significant. Thus while we expect prices across the rest of the 

complex to perform better in H2 than they did in the first six months 

of the year, the impact of the trade war will act as a drag on any 

significant upward move. 

Precious metal demand by sector 

 
Source: GFMS, Emirates NBD Research. 

 
Emirates NBD Research 2020 precious metal forecasts  

 Q1 Q2 Q3 Q4 

Gold 1,450 1,475 1,450 1,450 

Silver 14.50 14.25 14.00 14.00 

Platinum 1,000 900 950 975 

Palladium 1,400 1,400, 1,375 1,375 

Source: Emirates NBD Research. Note: quarterly average USD/troy oz. 
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Major Commodities Markets 

US oil production and price 

 
Source: EIKON, Emirates NBD Research 

 

Copper stocks and price 

Source: EIKON, Emirates NBD Research 

Precious metals prices 

Source: EIKON, Emirates NBD Research 

 

 

International oil production and price 

 
Source: EIKON, Emirates NBD Research 

 

Aluminum stocks and price 

Source: EIKON, Emirates NBD Research 

Agriculture prices 

 
Source: EIKON, Emirates NBD Research 
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Commodity Forecasts 

Global commodity prices  

 Last 2019Q3 Q4 2020Q1 Q2 2019 2020 

Energy        

WTI  55.25   60.00   60.00   58.50   56.00   58.70   56.50  

Brent  60.43   67.50   63.00   63.00   60.00   65.70   59.63  

Precious metals  

Gold   1,460.95   1,430.00   1,450.00   1,450.00   1,475.00   1,372.98   1,456.25  

Silver   16.38   15.75   15.00   14.50   14.25   15.30   14.19  

Platinum  854.17   860.00   950.00   1,000.00   900.00   867.74   956.25  

Palladium  1,434.39   1,475.00   1,450.00   1,400.00   1,400.00   1,435.89   1,387.50  

Base metals        

Aluminum 

(USD/metric 

tonne) 

 1,769.00   1,775.00   1,775.00   1,800.00   1,850.00   1,814.56   1,875.00  

Copper 

(USD/metric 

tonne) 

 5,694.50   6,000.00   6,000.00   6,250.00   6,500.00   6,104.66   6,500.00  

Lead  1,975.00   1,985.39   1,985.39   2,058.19   2,130.64   2,015.74   2,130.55  

Nickel  14,900.00   12,500.00  12,750.00   13,000.00   13,200.00   12,529.57   13,225.00  

Tin  16,940.00   20,500.00  20,500.00   20,300.00   20,300.00   20,593.99   20,225.00  

Zinc  2,328.50   2,605.32   2,605.32   2,695.42   2,784.91   2,642.83   2,784.77  

Iron ore  100.34   85.00   75.00   75.00   70.00   84.42   71.25  

Prices as of 6 August 2019. Note: prices are average of time period unless indicated otherwise.  

Source: EIKON, Emirates NBD Research 
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Disclaimer 

PLEASE READ THE FOLLOWING TERMS AND CONDITIONS OF ACCESS FOR THE PUBLICATION BEFORE THE USE THEREOF. By continuing to access and use the 

publication, you signify you accept these terms and conditions. Emirates NBD reserves the right to amend, remove, or add to the publication and Disclaimer at any time. Such 

modifications shall be effective immediately. Accordingly, please continue to review this Disclaimer whenever accessing, or using the publication. Your access of, and use of the 

publication, after modifications to the Disclaimer will constitute your acceptance of the terms and conditions of use of the publication, as modified. If, at any time, you do not wish to 

accept the content of this Disclaimer, you may not access, or use the publication. Any terms and conditions proposed by you which are in addition to or which conflict with this 

Disclaimer are expressly rejected by Emirates NBD and shall be of no force or effect. Information contained herein is believed by Emirates NBD to be accurate and true but Emirates 

NBD expresses no representation or warranty of such accuracy 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 the publication. The publication is provided for informational uses only and is not intended for trading purposes. Charts, graphs and related 

data/information provided herein are intended to serve for illustrative purposes. The data/information contained in the publication is not designed to initiate or conclude any 

transaction. In addition, the data/information contained in the 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. The 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 of information contained in the publication provided thereto by or obtained from unaffiliated third 

parties. Moreover, the provision of certain data/information in the publication may be subject to the terms and conditions of other agreements to which Emirates NBD is a party.  

 

None of the content in the publication constitutes a solicitation, offer or recommendation by Emirates NBD to buy or sell any security, or represents the provision by Emirates NBD 

of investment advice or services regarding the profitability or suitability of any security or investment. Moreover, the content of the publication should not be considered legal, tax, 

accounting advice. The 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. Accordingly, 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 publication including, but not limited to, quotes and financial data; (b) loss or damage arising from the use of the publication, including, but not limited to any investment decision 

occasioned thereby. (c) 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 THE PUBLICATION, INCLUDING BUT NOT LIMITED TO, LOSS OF REVENUE, OPPORTUNITY, OR ANTICIPATED PROFITS OR 

LOST BUSINESS. The information contained in the publication does not purport to contain all matters relevant to any particular investment or financial instrument and all statements 
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