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 Monthly Insights 

2018 has begun with optimism carrying over from last year. The developed world has 

started strongly, regional governments are embracing more expansionary policies, and 

financial markets are being boosted by all of the above. The main question is actually 

whether too much optimism is being priced in.  

 

 Global macro: 2017 ended with constructive economic data which leaves the global 

economy going into 2018 on firm footing. With global growth remaining robust, attention 

will turn to central banks with expectations of tightening monetary policy. 

 GCC macro: Following two years of relative austerity in terms of regional budgets, 

governments have signalled a more expansionary fiscal stance for 2018.      

 MENA macro: The outlook for Egypt is increasingly positive, as the difficult economic 

reforms enacted in 2016 and 2017 as part of an IMF-sponsored programme begin to reap 

their rewards. 

 Sector focus: UAE’s defence sector overview. 

 Emerging market focus: India 

 Interest rates: Slowing QE by central banks and expectations of higher inflation ensuing 

from the synchronized global growth caused yield on government bonds to rise across 

the developed world. 

 Credit: Rising UST yields weighed on GCC corporate bonds.  However, positive 

sentiment on the back of higher oil prices and reducing government budget deficits in the 

region helped to contain losses. 

 Currencies: Despite a rate hike in December 2017 and three forecasted hikes in 2018, 

the USD has remained under pressure, finishing last year on a softer note, as the markets’ 

focus turned to global reflation.  

 Equities: The momentum in global equities is expected to continue in 2018. The reason 

for optimism stems from the fact that economic activity remains well above the trend 

signaling that growth is yet to peak, monetary policy tightening is still at a very early stage 

and that valuation continues to remain reasonable when compared to other asset classes. 

 Commodities: Oil markets are off to a blistering start in 2018, extending their gains from 

2017. While we expect oil prices to be higher on average in 2018 than they were last year, 

we are cautious that a near-term correction in prices is approaching. 

Optimism prevails at the start of the year 

 
    Source: Bloomberg, Emirates NBD Research. 
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Global Macro 

US starts 2018 on firm footing 

US data continued to be encouraging at the turn of the year with 

retail sales showing 0.4% m/m growth in December, accompanied 

by upward revisions to 0.5% growth in October and 1.2% growth in 

November. This continued growth not only shows that Q4 2017 has 

seen the strongest quarterly gain in retail sales since 2003 but in 

addition suggests that consumption growth accelerated in the final 

quarter of 2017. This in combination with a tightening labor market, 

with 4.1% unemployment and 2.5% y/y wage growth, bodes well for 

consumption continuing to be a driving force for the US economy in 

2018. 

 

US retail sales accelerate in Q4 2017 

 
Source: Bloomberg, Emirates NBD Research 
 

Fed expects three rate hikes in 2018 

As widely expected, the Federal Reserve hiked interest rates by 25 

bps at their meeting in December and signaled to the market that 

the FOMC expects three further rate hikes in 2018, with the markets 

currently pricing in only two rate hikes for the year ahead. Looking 

forward, there is a risk that increases in inflation lead the Fed to raise 

interest rates more than three times, although this is not our central 

view. Economic data released by the Bureau of Labor Statistics 

showed that headline inflation was 2.1% y/y in December while core 

inflation increased to 1.8% from 1.7% in November. In addition, 

producer prices increased 3.3% y/y indicating that pipeline price 

pressures are indeed starting to build. 

 

But political risks remain  

The main risks to the US expansion come from politics with the 

Trump White House continuing to detract from what should be a 

positive overall economic picture. While the bulk of the attention this 

year will fall on the mid-term elections in November, the year is 

already starting with considerable uncertainty over a possible 

government shutdown. US lawmakers failed to achieve concensus 

on future government spending ahead of the current agreement that 

expires at the end of this week. However, House Republicans have 

released a plan that will extend the deadline for a shutdown until 

February 16 from the current January 19 dropoff. In addition to the 

funding extension, the plan tacks on a series of healthcare, tax, and 

military funding changes. Whether or not the bill will pass is 

questionable. Democrats have demanded that any funding bill 

include a codification of the Deferred Action for Childhood Arrivals 

(DACA) immigration program. Outside of the House fight, the plan 

will also need some support from Senate Democrats in order to 

avoid a filibuster there. 

 

 

Firm Eurozone data continues 

Further evidence of continued economic recovery in the Eurozone 

was revealed by a string of stronger than expected economic data 

releases over the last month. Eurozone aggregate retail sales data 

showed an increase of 1.5% m/m in November, beating market 

expectations for a 1.3% gain. In addition recent survey evidence has 

been encouraging with, the Sentix Investor Confidence reading 

rising to 32.9 in January, up from 31.1 and revealing that institutional 

and private investors remain optimistic about the year ahead. 

Furthermore data released by the European Commissions showed 

that consumer confidence reached 0.5 in December, the highest 

levels since 2001 and during the same period, economic confidence 

rose to 116, the highest level since December 2000. 

 

Eurozone economic confidence soars 

 
Source: Bloomberg, Emirates NBD Research 

 

ECB interpreted as more hawkish 

The minutes from the ECB’s December meeting were interpreted as 

hawkish by the markets. While there was a consensus among 

officials that economic data had been stronger than expected, there 

were concerns over the sustainability of the inflation uptrend and 

how long it would take to approach the central bank’s 2.0% target. 

However, comments with regards to reviewing policy language in 

2018 as well as some officials calling for a firm date for the ending 

of the asset purchase program persuaded investors that the central 

bank is shifting its bias towards an earlier exit from QE. According 

to the OIS, the markets are pricing in a 54.2% chance of a 10bps 

hike by December 2018, up from 25.7% the previous month. 
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UK production outperforms….. 

UK production figures showed continued improvement in November 

as increasing energy demands created by colder weather conditions 

contributed to 0.4% m/m and 2.5% y/y growth for industrial 

production. In addition, this was accompanied by upward revisions 

of 0.2% m/m and 4.3% y/y growth for the previous month. 

Manufacturing production also showed respectable growth in 

November of 0.4% m/m (3.5% y/y) with upward revisions to 0.3% 

m/m and 4.7% y/y in October. These reports from the UK Office for 

National Statistics show that UK manufactures have now reported 

seven consecutive months of growth, the longest run of expansion 

in two decades. Therefore this is likely to have contributed to 

stronger growth in Q4 2017. With Q3 2017 GDP being firmer than 

expected at 1.7% y/y compared with market expectations of 1.5% 

y/y, such data shows that despite all the concerns about Brexit, the 

UK economy has remained resilent. 

 

..while UK inflation eases only slightly 

Meanwhile annual CPI inflation in the UK slipped to 3.0% in 

December from 3.1% in November, much in line with expectations. 

The outturn was 0.3% above the 2.7% projected in the BOE’s 

November Inflation report. Core inflation also fell in December, to 

2.5% from 2.7% in November. The drop in CPI probably marks the 

beginning of a sustained downward trend over the rest of 2018 as 

the pound holds onto its gains. It also gives Bank of England more 

breathing space though next rate move is still likely to be up.  

 

UK inflation remains elevated 

 
Source: Bloomberg, Emirates NBD Research 

 

 

Growth remains steady in Japan …. 

Q3 2017 GDP showed annulized q/q growth of 2.5% in Japan, larger 

than market expectations for 1.5% growth and accompanied by an 

upward revisision of 2.9% growth in Q2. The initial reading for Q3 

was 1.4% and the stronger than expected upward revision can be 

explained by stonger levels of business investment and inventories, 

with export growth diriving corportate profits and investment.  

 

The Japanese economy has now expanded for seven consecutive 

quarters, the longest positive run since the mid-1990’s. While data 

already released indicates that growth in Q4 is likely to have slowed 

down, it is still likely to post a positive number and show expansion.   

 

Japanese economy grows for 7th quarter 

 
Source: Bloomberg, Emirates NBD Research 

 

 

…but inflation is still subdued  

Despite better than expected GDP growth, spending by Japanese 

households on goods and services remains tepid and wage gains 

remain muted,  rising by 0.9% y/y in November and with headline 

CPI steady at 0.6% y/y. While inflation and wage pressures remain 

far from the Bank of Japan’s target level, it is likely that the central 

banks preference for ultra loose monetary policy is likely to continue 

although it is becoming apparent that the Bank of Japan is engaging 

in a limited form of tapering by reducing its purchases of long dated 

JGBs. Such tapering ‘by stealth’ is catching market attention (see 

FX), although it is unclear how much further the BOJ is prepared to 

go given that it is already having a positive and unwelcome effect 

on the JPY. 
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GCC: The end of austerity?  

Following two years of relative austerity in terms of regional 
budgets, which saw the introduction of new taxes, cuts to 
energy and other subsidies, and slower public sector wage 
growth, governments in the region have signalled a more 
expansionary fiscal stance for 2018.           

 

An upward revision to Saudi spending already 

Saudi Arabia announced a 5.6% increase in its official budget for 

2018, released at the end of last year.  This excluded another SAR 

133bn in off-budget (mainly infrastructure) expenditure funded 

through the Public Investment Fund and National Development 

Funds.  If added to the official budget, the government planned to 

boost spending by nearly 20% y/y this year, a significant fiscal 

stimulus.   

 

However, following public complaints about the cost of living after 

further subsidy cuts and the introduction of VAT at the start of this 

year, the King announced a series of additional measures including 

public sector wage increases, higher allowances for pensioners and 

students, one-off bonuses for the armed forces and other cash 

transfers, which officials estimated would add another SAR 50bn to 

government spending (another 1.8% of estimated GDP this year). 

Overall, we now estimate official budget spending at over SAR 1.0tn 

this year, and at nearly SAR 1.2tn once the off-budget spending is 

included.  The fiscal deficit would rise to -13.7% of GDP from -9.0% 

in 2017, although the financing requirement is much lower at -8.8% 

GDP (USD 64bn) as the balance would come from funds already 

earmarked at PIF and NDF.    

 

The substantial fiscal stimulus in the Kingdom, together with an 

expected recovery in oil output, should result in 2.5% real growth 

this year, following a marginal contraction of -0.5% in 2017.  The 

decline in GDP last year was entirely due to oil production cuts and 

is likely to be partially unwound this year.  

 

Infrastructure spending to rise this year 

In the UAE, Dubai’s government has increased funds earmarked for 

infrastructure investment by nearly 47% as it steps up the pace of 

preparation for Expo 2020.    Overall, we expect an increase of 

around 3% y/y in consolidated government spending, even as the 

deficit continues to narrow on higher oil and non-oil revenues.  We 

estimate a consolidated budget deficit of -1.5% of GDP in 2018, 

down from an estimated -2.7% in 2017.  Based on our estimates, 

the UAE’s break even oilprice in 2018 will be the lowest in the region 

at USD 63pb, and we expect the UAE to post a balanced budget in 

2019.   

 

Qatar’s 2018 budget also indicates a modest 2.4% increase in total 

expenditure this year, following cuts in 2016 and 2017.  Nearly half 

the projected spending is earmarked for major projects, including 

World Cup related projects.  Spending on public sector wages is 

expected to rise nearly 9% this year. Qatar has been relatively 

conservative with its oil price forecasts so our forecast for the budget 

deficit is smaller than the official one; we estimate only a marginal 

shortfall of -0.3% of GDP this year.   

Kuwait has yet to pass a budget for the next fiscal year (starting 1 

April 2018) but we expect total expenditure will rise to KWD 20bn 

from an estimated KWD 18.5bn this fiscal year.  The break-even oil 

price is likely to rise slightly to USD 69pb this year based on our 

assumptions.  

 

Slow progress in Oman and Bahrain 

The larger GCC economies have used the low oil price shock of 

2015-2016 to tackle structural reform of their budgets, cuttings hefty 

subsidies on energy and utilities and introducing measures to boost 

non-oil revenues.  Even if the immediate financial benefit of subsidy 

cuts has been partially offset by offering cash compensation to some 

households, the reforms have put the budgets on a firmer footing.  

Cash compensation is better targeted to those who need it, unlike 

general subsidies on fuel and utilities which typically end up 

benefitting wealthier households disproportionately.  Moving closer 

to market pricing for fuel and electricity should also reduce domestic 

consumption of energy (and oil), as households and firms are 

incentivized to save energy and become more energy-efficient.    

 

However Oman and Bahrain have not made as much progress on 

re-prioritising expenditure and reducing reliance on oil revenues.   

While Oman has reduced the amount it spends on defence, and cut 

some subsidies, overall current spending remains high.  Preliminary 

estimates show the government spent more than planned in 2017, 

although the deficit did narrow to -12.2% of GDP on higher oil prices.  

This year, expenditure is likely to remain broadly unchanged, and 

the government has delayed the introduction of VAT.  Nevertheless, 

higher oil prices this year should result in a further modest narrowing 

of the budget deficit (to -10.8% of GDP), with most of this financed 

by debt issuance. 

 

Bahrain passed the budget for 2018 in mid-2017, at the same time 

as it approved (late) the 2017 budget.   The expenditure target for 

2018 is unchanged from 2017 at BHD 3.5bn, although the IMF 

estimates higher spending this year.  Bahrain has also delayed 

implementing VAT until 2019. We expect the budget deficit to 

remain just under 15% of GDP this year..   

Total budget expenditure (USD bn) 

 
Source: Bloomberg, Emirates NBD Research 

 

Khatija Haque 
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2015 2016 2017 2018

KSA 260.8 224.0 246.9 279.1

UAE 115.9 113.6 115.3 118.6

Qatar 68.4 55.6 54.5 55.8

Kuwait 60.4 58.4 61.5 66.7

Oman 35.6 33.5 33.0 33.8

Bahrain 9.4 9.4 9.8 10.3

Total GCC budget 

spending
550.5 494.5 521.1 564.3
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MENA Macro: Egypt set for a 
stronger 2018 

While 2017 was undoubtedly a difficult year for the Egyptian 
economy, the outlook is far brighter as we begin 2018. There is 
a growing sense that the bitter medicine taken as part of its 
IMF-sponsored economic reform programme is starting to 
work, and a host of indicators point towards ameliorating 
economic conditions this year.  

 

We forecast that real GDP growth will strengthen to 5.0%, from 4.2% 

in FY 2016/17 (ended June 30). The effects of the currency float 

enacted in late 2016 are progressing in an almost textbook fashion 

to date, and while there remain significant structural challenges to 

growth, there is a groundswell of optimism among businesses in the 

country. 

 

This is evidenced in the Emirates NBD Purchasing Managers 

surveys, which have consistently shown in recent prints that the 

overwhelming majority of firms expect improved conditions 12 

months down the line. In the December survey, 70.0% of 

respondents expected greater output in a year’s time, and only 8.0% 

expected conditions to deteriorate. Not only that, but the headline 

results have also been improving, coming in at 50.7 in November, 

indicating an expansion in the non-oil private sector for the first time 

since September 2015. While the headline index dipped back down 

below the neutral 50.0 benchmark level once again in December, to 

48.3, there remains grounds for optimism. The fourth quarter was 

the weakest contraction in over two years, and the rise in input 

prices has begun to ease. Input prices were driven up by the 

pound’s sharp depreciation at the end of 2016, and weighed heavily 

on firms’ activity in 2017.  

Egypt Emirates NBD PMI 

 
Source: IHS Markit, Emirates NBD Research 

 

 

Falling Inflation Will Enable Rate Cuts 

It is not only firms that have struggled with higher costs owing to the 

weaker pound; households have had to contend with CPI inflation 

which averaged 30.8% y/y over January to October. A series of tax 

hikes and subsidy removals, as the government looked to narrow its 

fiscal deficit, have also played a part in this. However, here too we 

see an improvement coming. In November, as the effects of the 

peg’s removal began to pass through, inflation fell to 26.0%, the 

lowest rate since December 2016, and ended the year at 21.9%. 

Equally, the bulk of the planned tax and tariff hikes have now been 

implemented. As a result, we expect further sharp falls in price 

growth over the coming months, with the headline figure likely to dip 

back below 20.0% y/y in Q1, potentially aided by a modest 

appreciation in the pound. This will alleviate pressure on squeezed 

households, and should encourage an uptick in consumption. 

Egypt inflation & exchange rate 

 
Source: Haver Analytics, Bloomberg, Emirates NBD Research 

 

Crucially, falling inflation will also enable the Central Bank of Egypt 

(CBE) to begin a rate-cutting cycle, which we expect will begin in the 

first quarter, further boosting domestic demand. The CBE 

implemented a cumulative 700 basis points of hikes to its 

benchmark interest rates in the wake of the pound’s peg removal. 

There are some concerns that rate-cutting will see the portfolio 

investment that has flooded into Egypt over the past year begin to 

fall once more - foreign ownership of treasury bills stood at 

USD18.7bn in November, compared to just USD0.5bn 12 months 

earlier. However, while yields are now falling, we do not anticipate a 

sudden flight of ‘hot money’ posing risk to the pound and threatening 

a further sharp sell-off. Egyptian debt remains an attractive 

proposition, and much of the foreign portfolio investment that has 

entered the country over the year has done so via a repatriation 

fund, limiting any fallout risks from potential capital flight. 
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Source: Haver Analytics, Emirates NBD Research 

 

 

Fixed Investment Will Come 

Increased portfolio investment is a positive for the economy, but 

greater fixed investment inflows will be crucial to fostering a long-

lasting and durable growth trajectory. FDI has picked up, but has 

lagged the uptick in portfolio inflows to date. Nevertheless, we 

expect that there will be an improvement in this regard in 2018. For 

starters, investor fears over another sharp depreciation of the pound 

will have been allayed by the fact that Egypt’s net international 

reserves have surged. These stood at a record USD37.0bn at the 

close of 2017, exceeding even the USD36.0bn recorded at the start 

of 2011. With increased confidence that the pound has found a 

bottom, international firms will be eager to benefit from the more 

competitive currency. Companies which have already entered the 

market in 2017 include Mercedes Benz, which is re-entering Egypt 

with the development of a new regional distribution facility, and tech-

taxi firm Uber. A new investment law passed in 2017, which widens 

the scope for projects to be granted tax breaks, will also entice 

greater interest. 

Egypt reserves, USDbn 

 
Source: Bloomberg, Emirates NBD Research 

 

Finally, there are also encouraging signs from the tourism sector, 

which has already benefitted from a 53.4% y/y increase in numbers 

over the first three quarters of 2017. To date, Egypt has not been 

able to benefit from the devalued pound as much as it might have 

done if not for ongoing flight bans to key Red Sea resorts from major 

tourism partners Russia and the UK. However, direct flights from 

Russia to Cairo were reinstated in late 2017, raising the prospect for 

the removal of the remaining restrictions and boosting the industry 

even further in 2018. 

Daniel Richards 
+971 4 609 3032 
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Sector Focus 
 
GCC defence spending resilient in 2016  

Defence spending was resilient across the GCC for yet another year 

in 2016 with Saudi Arabia and the UAE reporting the largest defence 

budgets with USD 63.7bn and USD 22.8bn, respectively. Overall, 

GCC countries spent USD 105.4bn in 2016 down by roughly -20.0% 

y/y due to the fall in oil prices in 2015. We expect GCC military 

spending to have increased in 2017 as oil recovers and GCC military 

commitments continue. The focus of the GCC is channeled to 

domestic production matched by a number of policies for attracting 

local investment to the sector. Domestic defense design and 

production however will take time. Matching GCC domestic policies 

to support diversification in the defense sector with investors and 

technologies will require partnerships between the public and 

private sectors.  

 

GCC military spending and oil prices 

 
Source: Bloomberg, SIPRI, Emirates NBD Research 

 

Saudi Arabia’s military spending is expected to increase further in 

the next few years considering the rising commitments in active 

military engagement in the region. UAE’s military expenditure 

reached a record high in 2016 with an active procurement pipeline 

being continued through 2017 with large orders for aircraft and 

weaponry. Oman’s military budget is the highest in terms of GDP 

and government spending making up for a considerate part of its 

economic capacity with USD 9.1bn, followed by Kuwait (USD 

6.6bn), Qatar (USD 1.9bn), and Bahrain (USD 1.4bn), according to 

latest data from Stockholm International Peace and Research 

Institute (SIPRI).   

 

The emerging GCC defence market and the ‘USD 30bn opportunity’ 

in terms of domestic defence production over the next decade is 

mainly driven by Saudi Arabia’s economic diversification plans.  

According to vision 2030, Saudi Arabia plans to localize at least 50% 

of its defence spending by 2030 (currently at 2%) by developing a 

number of defence related sectors such as industrial equipment, 

communication, and information technology. In 2016, soon after the 

department of local manufacturing support was established, Saudi 

Arabia has launched a few support industries (spare parts, basic 

ammunition, armored vehicles) while aiming to advance to more 

complex equipment such as military aircrafts, etc.  

 

GCC military expenditure, 2016 

 
Source: SIPRI, Emirates NBD Research 

 

Offset programs aiming to further boost 
economic activity  
 
The impact of transferring knowledge and technology from defence 

expenditure is importnat in terms of industrial compensation 

arrangements, often referred to as offset programs. The scope of 

these programs is to provide the conditions that large item 

purchases from foreign suppliers can create additional benefits to 

the economy, including the creation of domestic job opportunities. 

As UAE was the second largest military spender in the MENA region 

after Saudi Arabia ,  accounting for 13.4% of total spending in 2016, 

we expect offset programs to continue having significant impact to 

the economy. Overall, total arms sales recorded USD 402bn in 2016 

with 7 US companies being among the top 10 suppliers with a 

combined arms sales value of USD 152bn for the same period, as 

the graph below shows. 

 

Top global arms sales by company, % of 
total USD 402bn in 2016 

 
Source: SIPRI, Emirates NBD Research 
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UAE defence strategy on track 

UAE’s strategy of creating jobs for its nationals and increase 

domestic ownership through investment vehicles, creating many 

opportunities within the security sector, is the driver for the country’s 

offset programs. Moreover, UAE’s aspiration in building defence 

capabilities is taking shape through Abu Dhabi’s Economic Vision 

2030 and is strongly linked to investment in aerospace. The 

country’s diversified investments in aerospace are gaining 

momentum with a number of companies dedicated to maintentance, 

repair, and overhaul (MRO) of military planes. By expanding MRO 

capabilities in the aerospace industry, UAE has created the base for 

the production of unmanned aerial vehicles (UAVs). Abu Dhabi 

Autonomous Systems Investments (ADASI) and Adcom Systems 

are two of the leading UAV companies presently operating in the 

country. 

 

Moreover, UAE is planning to enhance its maintenance and repair 

services designed to support military and civil air force equipment 

and parts, defence electronics and other equipment. So far UAE has 

designed and manufactured light weapons, military support 

vehicles, and armored personnel carriers. Namely, Mahindra 

Emirates Vehicle Armoring based in Ras Al Khaimah and NIMR 

Automotive based in Abu Dhabi have established significant 

capacity into this segment. It should be noted that NIMR’s military 

vehicles, although rebranded designs from the South African firm 

Denel, are being currently exported to Algeria while there are talks 

with Turkey and Egypt to soon import NIMR armored vehicles. In 

general, however modest, exports of domestically produced military 

equipment indicate the significant improvement of the country’s 

defence industry.  

 

Last but not least, the maritime sector is undoubtedly the most 

advanced segment of UAE’s defence industry. Acting as a major 

contractor and systems integrator, Abu Dhabi Ship Building (ADSB) 

is the driving force of ship building in the UAE. Supported by Abu 

Dhabi Systems Integration (ADSI) - a subsidiary of ADSB, and 

Italian SELEX Sistemi Integrati, ADSB is focused on electronic and 

weapons systems design and development. Moreover, Gulf 

Logistics and Naval Support (GLNS), a joint venture between ADSB 

and BAE’s Maritime Systems subsidiary BVT Surface Fleet also 

provides support services for maritime systems, including logistics 

and training. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

US arms deliveries to the UAE, 2016 

 
Source: SIPRI, Emirates NBD Research 

Thanos Tsetsonis 
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Quantity Type Cost

7600 JDAM bombs 

5000 GBU-39 SDB bombs

2482 MaxxPro pistols

2000 Talon air missiles USD 117mn

500 Caiman pistols

390 GMLRS Rocket platforms

300 AGM-84H SLAM-ER air missiles

237 RIM-162 ESSM naval missiles USD 250mn

200 RIM-116A RAM naval missiles

124 MGM-140B ATACMS launchers USD 174mn

96 THAAD missiles

50 ISB4 engines

44 M-ATV vehicles

30 Bell-407 helicopters

24 Archangel-BPA launchers

12 M-142 HIMARS launchers USD 143mn

10 RQ-1 Predator drones USD 200mn

2 THAAD launchers USD 2.5bn

2 RDR-1700 radars



 
 
 
 
 
 

Page 10 
 

EM Focus - India  

India was one of the best performing markets in the world in 

2017. Local and global factors combined perfectly to provide 

impetus to financial markets amid short-term disruption 

caused by implementation of structural reforms. 2018 is 

expected to be much more challenging as the economy no 

more enjoys the sweet spot of low inflation, easing monetary 

policy cycle and stability on twin deficit front. Having said that, 

a gradual dissipation of policy induced disruption and solid 

global growth backdrop could provide buffers against probable 

risks. 

 

2018 – Politics likely to dominate 

If the intra-day trend of financial markets on the day result for state 

elections in mid-December 2017 were announced is any guide then 

it is fair to assume that politics is likely to weigh heavily on Indian 

markets in 2018. More so when election calendar over 2018 

includes elections in eight states and union territories. The result in 

these states, which contribute nearly 18% seats to the National 

Parliament, will be treated as a precursor to national elections 

scheduled in H1 2019 and will also set the tone for government 

policy initiatives.  

 

Structural reforms - Status check 

Goods & Services Tax (GST) 
It was no surprise to see first few months since the roll-out at the 

start of H2 2017 marked by changes to tax filing procedures and tax 

rates of various goods and services. The system appears to be now 

stabilizing with the government pushing ahead with the roll-out of 

more contentious procedures i.e., e-way bill. The changes to the tax 

rates mainly centered on moving items from the highest tax bracket 

of 28% to lower brackets. This step has affected the tax collections 

and raised doubts over the government’s ability to meet its target.  

 

For the record, the government collected INR 808.1bn as GST in 

November 2017, lower than INR 833.5bn collected in October 2017 

and a peak of INR 940bn collected in July 2017. Of the total 9.9mn 

taxpayers registered under GST, 1.7mn are under the composition 

scheme where returns are filed every quarter. For the month of 

November, 5.3mn taxpayers filed returns. 

 

With the government addressing the various issues faced by 

taxpayers, we expect the compliance to increase in 2018 and the 

tax collection to increase herewith. The introduction of the e-way bill 

in Q1 2018 will be an important milestone as it would serve as an 

important check for tax evasion. 

 

Demonetisation 
The process of remonetisation seems to be complete with currency 

notes in supply equaling c.91% of the value in supply prior to the 

government’s decision to demonetize high value notes. While there 

is no concrete study to understand the impact of the government’s 

decision, it is fair to say that the step did hit the informal sector hard 

in the short term. 

The benefits of the step in the medium term remains with the 

government able to mine the data collected to crackdown on 

evaders and substantial boost to digital payments. According to 

National Payments Corporations of India, the number of 

transactions on its Digital Unified Payments Interface rose to 

145.46mn in December 2017 from 4.15mn in January 2017. The 

value of these transactions grew nearly 10-fold. 

 

Economics 

The December CPI rose to a 16-month high of 5.21% y/y from 

4.88% in November 2018. The rise in inflation was driven by spike 

in food and fuel prices. A detailed reading of the numbers suggest 

that the headline number may have been higher than RBI’s target 

but the underlying momentum behind the increase seems to have 

weakened compared to November 2017.  

Inflation above RBI’s target of 4% 

 
Source: Bloomberg 

 

Yet, we believe that the Reserve Bank of India will retain a neutral 

policy stance and perhaps signal an end to the current easing cycle 

at its next meeting. The current commodity price trajectory, 

normalization of monetary policy across developed markets and 

pressure over government finances are likely to weigh on the RBI in 

the near term. 

 

India’s Central Statistics Office has forecasted for growth to slow 

down from 7.1% in FY 2016-2017 to 6.5% in FY 2017-2018. While 

the number reflects effects of GST and demonetization, some green 

shoots of economic recovery are now visible in high frequency data. 

India’s industrial production rose to its highest level in 25-months, 

recording an increase of 8.4% y/y in November 2017. The 

composite PMI for December 2017 rose by 2.7 points to 53.0 on the 

back of increase in both manufacturing and service PMIs. The 

manufacturing PMI rose to its highest level in 5 years to 54.7 while 

the service PMI moved back to expansion territory at 50.9. 
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Interest Rates 

Slowing QE by central banks and expectations of higher 

inflation ensuing from the synchronized global growth caused 

yields on government bonds to rise across the developed 

world. 

 

 

US Rates 

The US economy finished 2017 on a very healthy note. Retail sales 

rose by 0.4% in December and there were upward revisions for 

October (from +0.4% to +0.5%) and November (from +0.8% to 

+1.2%). Also in December, core CPI came in strong at 0.28% m/m 

(annualized 1.8%), the strongest monthly reading since last 

January. Given these results, overall real GDP annualized growth I 

slikely to be 3.5% -- the third straight quarter of 3%+ growth.  

 

While economic data has largely been supportive of continued 

normalization of interest rates for some time, inflation has remained 

stubbornly muted. That said, the minutes of the December meeting 

indicate that Fed officials expect inflation to pick up as 

unemployment level falls below 4% sometime during the 2018. 

Two to three rate hikes in the US in 2018 

Consistent with its December 2016 projection, the Federal Reserve 

raised rates three times in 2017, thereby defying markets’ original 

expectations of only one rate hike in 2017. Also, in line with previous 

guidance, QE unwinding commenced in October last year. In other 

words, after years of “under-delivering,” Fed officials in 2017 

followed through on their guidance for rates (and more). This feat is 

likely to be repeated again in 2018. The December 2017 dots 

projection shows that FOMC members find three rates hikes to be 

appropriate in 2018 (followed by at least two more increases in 

2019).  

FOMS Dot Plot vs Market Expectations 

 
Source: Bloomberg  

 

With the unemployment rate solidly below the Fed’s NAIRU 

estimate, and likely to fall further, GDP growth set to receive further 

boost from tax reforms and financial conditions continuing to remain 

easy in the face of Fed action, we see limited risk to Fed having to 

slow the trajectory of rate normalization. Also well synchronized 

global growth and with the new personnel at the Fed more hawkishly 

disposed, there is fundamental case for three rate hikes, raising the 

fed funds target range to between 2.00%- 2.25% by the end of 2018. 

In recent weeks, markets have begun to expect more Fed action 

and current market implied probability is factoring a little more thgan 

two hikes by the end of 2018. However, only one rate hike is 

expected in 2019, well below the level that policymakers themselves 

see as appropriate. We think the market will gradually re-evaluate 

its stand as economic data continues to surprise positively. 

We were half expecting a pause in rate hikes in the first quarter this 

year as inflation numbers remained muted, however, the current 

strong CPI data plus signs of solid consumer spending make a rate 

hike in March reasonably certain, followed by one in June and the 

last one either in September or in December, depending on the 

economic data. 

UST Yield curve likely to steepen in short term 

The recent steepening of the UST curve is a bit of a snapback from 

the relentless curve flattening that pushed long yields down in 2017. 

Beside subdued inflation, year end demand from pension funds 

added to pressure on long term yields in the 4Q.  Curve flattening 

also happened because market participants expected Fed to fail on 

delivering on its rate hike projections. Now that the Fed has regained 

some of its credibility, the market is likely to adjust rate hike 

expectations upwards towards Fed projections which may see curve 

steepening at least in the 1Q18.  

UST curve likely to steepen 

 
Source: Bloomberg  

 

Even though we see the UST curve as likely to be flatter by end of 

2018, there is a near term risk of a steeper curve as market 

participants adjust their thinking to accommodate the impact of the 

tax reform package. Also if President Trump starts pushing for 

infrastructure projects, the market may worry about deficit induced 

infrastructure spending and its impact on the long end.  
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Global Rates 

The ECB’s December meeting minutes reflected ECB officials 

agreeing that while economic data had been more positive than 

expected, underlying inflation was yet to show convincing signs of a 

sustained upward trend. Comments about ECB needing to review 

its policy language and some officials calling for a firm end-date for 

bond purchases left an air of hawkishness which saw a material 

increase in European government bond yields during the month.  

10Yr Government Bond Yields  

 Yield % 1M chg 3M chg 12M chg 

US 2.55 +19 +27 +15 

UK 1.34 +19 -3 -3 

Germany 0.57 +28 +17 +24 

Japan 0.07 +4 +2 +3 

Brazil 4.50 - -6 -49 

Russia 3.98 +12 +3 -30 

Source: Bloomberg 

 

Japanese bond market also entered bearish trend as the BoJ 

alluded to slowing the pace of government bond buying. 

 

Local Rates 

Interbank rates in the region remained anchored to LIBOR, 

however, the pace of rate increase was slower than that for the 

LIBOR as banks enjoyed ample liquidity. The spread between 

EIBOR/LIBOR and that between SAIBOR/LIBOR continued to 

shrink. 

 

3m EIBOR/LIBOR spreads 

 
Source: Bloomberg  

 

 

Although economic growth in the region is expected to pick up in 

2018, loan growth is yet to show signs of a material increase. In 

contrast, higher oil prices have boosted deposits in the system. In 

this scenario, we expect EIBOR/LIBOR spreads to remain narrow in 

the coming quarters. 
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Credit Markets 

Rising USD yields weighed on GCC corporate bonds.  However, 

positive sentiment on the back of higher oil prices and 

reducing government budget deficits in the region helped to 

contain losses. 

 

Global Bonds 

Yields on shorter dated US treasuries that began surging following 

President Trump’s election victory in late 2016, kept climbing 

through much of 2017 and have stuck to the same trend over the 

first two weeks of trading in 2018. Despite benchmark yield 

widening, full year total return in 2017 was positive for most 

corporate bond portfolios as synchronized global growth and 

improving oil prices lifted appetite for credit risk. 

 

With expectations of corporates benefiting from tax cuts in the 

coming years, US bonds outperformed their global peers in 2017, 

particularly the US high yield bonds. While economic growth in the 

Eurozone has also surprised on the upside, the waning of the QE 

bid is keeping a lid on demand for European bonds. Total return on 

the Euro Aggregate bond index was only 1% compared with 2.65% 

on US Aggregate index and 7.11% on EM Aggregate index. 

 

Though total return in 2017 were better than expected, bond prices 

across the developed and emerging world  generally fell last month 

on the back of rising benchmark yields, barring the US high yield 

segment where credit spreads have tightened due to strong 

improvement in oil prices. 

Global Corporate Bond OAS (bps) 

  OAS 1M chg 3M chg 12M chg 

US IG Corp 90 -5 -8 -32 

US HY Corp 323 -27 -19 -70 

EUR IG Agg 50 -4 -10 -21 

USD EM Agg  217 -14 -24 -72 

Source: Bloomberg 

 

The monetary tightening bias of central banks and current stretched 

valuation warrants a cautious view on corporate bonds in the coming 

year, particularly as new supply is expected to remain high. 

 

GCC Bonds – Secondary market 

GCC bond market has almost doubled in size over the last three 

years and liquidity premium has narrowed substantially. That said, 

it has underperformed its wider EM peers in the recent past mainly 

as a result of higher percentage of high grade rated issuers, which 

are more sensitive to interest rate hikes, in GCC than in the EM 

universe. In 2017 total return on Barclays GCC bond index was 

3.65% compared with over 7% return on the wider EM universe. 

Last month was largely uneventful and price movements in the 

secondary market were mostly in sync with macro events. Recent 

increases in benchmark yield on the long end of the UST curve 

affected the longer dated GCC sovereign bonds negatively. ADGB 

47s, KSA 47s, Qatar 46s, Oman 47s etc all lost between one to two 

points in price during the month. Most GCC bonds fell in price with 

the yield on Barclays GCC bond index rising 14bps to 3.70% even 

though credit spreads were slightly tighter at around 130bps. 

Barclays GCC Credit Index: YTW and OAS 

 
Source: Bloomberg 

 

Directly or indirectly, ‘sovereigns’ accounts for circa two thirds of the 

outstanding debt in the GCC bond universe. Several sovereigns 

announced their annual budget at the end of December / early 

January including Dubai, Saudi Arabia, and Oman. Saudi Arabia’s 

actual 2017 deficit came in lower than its original budget while 

Oman’s came in higher than its original 2017 budget. However the 

impact on sovereign bonds was minimal as much of this was already 

factored in the ratings. 

GCC Sovereign CDS 

  5yr CDS 1M chg 3M chg 12M chg 

Abu Dhabi 53 -9 -8 -40 

Saudi Arabia 82 -9     

Qatar 92 -8 12 -1 

Bahrain 279 42 -23 -87 

Dubai 112 -17 -38 -122 

Source: Bloomberg 

 

 

Away from sovereigns, the best performing securities in the 

secondary market during the month was the 2019 maturing bonds 

of Kuwait Energy. Rumours surfaced about Kuwait Energy’s (rated 

CCC) plans to merge with Soco International Pls. After failure of its 
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planned $150 million IPO last year, Kuwait Energy needs access to 

additional funding to avert defaulting on existing obligation. Merger 

with a stronger party may offer this option. KUWAIE 19s rose circa 

ten points in price during the month to close with yield at 12.04% (-

704bps).   

 

January marked the introduction of VAT in the region. Bonds 

from the banking sector were largely unaffected by the expectations 

of slower growth in fee and commission based income which will be 

impacted by VAT as majority of the core lending remains VAT 

exempt. 

 

The dispute relating to the legality of the Dana Gas sukuk is no 

closer to resolution as the court hearing scheduled for 25th 

December 2017 was adjourned. On the side, Dana Gas plans to bid 

for new energy development rights in Iraq. The company’s improved 

cash-flow position and a reasonable  possibility of favorable 

outcome of the legal dispute is supporting a bid for the Dana Gas 

sukuk even after the company defaulted on coupon and principal 

payments that were due in October last year. Yield on DANAGS 9% 

2017s sukuk tightened another 90bps during the month to 9.94%. 

 

Earning announcements commenced this week and so far results 

have been better than expectations. DP world expects to report 

about 10% growth in gross volumes for 2017 on the back of stronger 

than expected recovery in global trade in 2017. DP World’s 

diversified asset base, solid cash-flow and manageable capex has 

comforted investors through 2017. 5yr CDS on DP World has 

reduced circa 30bps over the year to 105bps now. Yield on DPWDU 

37s has also reduced from 5.95% in January 2017 to 4.88% now. 

 

S&P released a report on Gulf banks citing three key risks – a) low 

loan growth, b) higher cost of risk, and c) lower profitability. However 

their outlook on the industry still remains stable, barring in Qatar 

where the evolution of the current boycott by its neighbors may 

impact the creditworthiness of banks negatively. 

 

S&P also affirmed Abu Dhabi’s rating during the month at 

AA/Stable, citing the emirate’s large net asset position and 

expectation of economic growth to recover to 3% by 2020-21.  Z-

spread on ADGB 27 has reduced from 105bps in November last 

year to 92bps now although yield has increased from 3.38% in Nov 

17 to 3.45% now as a result of increase in the underlying UST 

benchmark yields. 

 

GCC Bonds - Primary Market   

In the primary market, Oman rated BB/Baa2/BBB- by S&P, Moody’s 

and Fitch respectively raised $6.5 billion during the month via three 

tranches with 5yr pricing at T+190bps ($1.25 billion), 10 yr at 

T+310bps ($2.5 billion) and 30yr at T+395bps ($2.75 billion). The 

final pricing was tighter than the initial guidance, but it still offered a 

premium over the existing bonds and has tightened further in the 

secondary market. Yield on newly issued OMAN 28s closed nearly 

15bps tighter at 5.49% in the first week of trading. 

 

In another news, Kuwait sovereign obtained approval from its 

parliament to issue debt of as much as 25 billion dinars with maturity 

of upto 30 years.  

 

Looking at the projected budget deficits, we expect all GCC 

sovereigns to tap capital markets this years. With circa $31 billion of  

fixed and floating rate USD bonds maturing this year, we expect total 

new issuance in 2018 to be in line with recent years. 

Expected Budget Deficits in 2018 

USD'bn  Revenue Expenditure Deficit 

Qatar  48 56 -8 

KSA  209 261 -52 

UAE  113 119 -6 

Bahrain  6 9 -3 

Kuwait  56 67 -10 

Oman  25 33 -8 

Total GCC  457 544 -87 

Source: Emirates NBD  
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Currencies  

The USD continues to find itself under pressure and is 

currently on target to depreciate for a third month in 

succession. This is despite the Federal Reserve raising interest 

rates in December and forecasting three further rate hikes in 

2018. 

 

USD remains vulnerable 

Over the last month, the Dollar Index has fallen 2.68% to trade at 

90.686, putting the index in a position which looks technically 

vulnerable. Analysis of the weekly candle chart shows that the 

downtrend that has been in effect since 30 December 2016 remains 

intact with a series of lower highs and lower lows being formed. 

Another sign of vulnerability is that the index has now closed below 

the 200 week moving average for a fifth week as well as broken 

below the supporting baseline. A weekly close below this level may 

lead to further declines towards the 38.2% five year Fibonacci 

retracement of 88.423, an area last seen in December 2014. 

Dollar Index breaks below baseline 

 
Source: Emirates NBD Research, Bloomberg 

 

Looking forward in 2018 the main driver behind appetite for the USD 

is more likely to be the relative performance of other economies, 

with global reflation becoming a key theme. With this in mind, dollar 

softness is more likely catalyzed by other developed economies 

catching up with the US,  rather than by weakness in the US 

economy which we see continuing to perform well. 

 

The one key upside risk to dollar strength is that inflation accelerates 

faster than expected which could result in the Federal Reserve 

tightening monetary policy more quickly than the markets currently 

expect (see Global Macro). Recent increases in wages and 

producer prices are likely to translate into further increases in 

consumer prices in coming months, especially around the middle of 

the year when negative base effects fall away. With headline CPI at 

2.1% y/y in December and core CPI increasing to 1.8% y/y, the risks 

of inflation picking up faster than expected remain realistic in our 

view. 

 

Euro outperforms following constructive data 

The Euro has continued to be supported as data out of the Eurozone 

continues to demonstrate robust growth and as political risks 

recede. Following a series of constructive surveys, production and 

trade data out of the Eurozone, market expectations for action from 

the ECB have increased with the market currently pricing in a 54% 

chance of a hike by December 2018, up from 31% last month. As a 

result, EURUSD is currently trading near a three year high of 

1.2212, levels last seen in December 2014 and analysis of the daily 

candle chart shows that the daily uptrend that has been in effect 

since December 2016 remains intact, following a false reversal in 

October 2017. 

Euro remains in daily uptrend 

Source: Bloomberg 

While EURUSD continues to trade above the 50% five year 

Fibonacci retracement of 1.2167, short term risks remain to the 

upside. However, we believe the market is overly optimistic on Euro 

and see it trading in the 1.20-1.25 range for the majority of the next 

year, in spite of other’s higher estimates, with the risk being that the 

market is expecting normalization from the ECB too soon.  

 

…and steadier politics 
Admitedly, political developments have also been favourable for the 

Euro in recent days, with a ‘Grand Coalition’ government on the 

verge of being formed in Germany and with Spain stepping away 

from a constitutional crisis in late 2017. However, risks have not 

completely gone away, with the sustainability of any CDU/CSU/SPD 
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collation still open to doubt, and with Italian elections posing the 

main risks to politics as usual in 2018.    

 

GBPUSD recovers to pre-Brexit levels 

GBPUSD performed in line with our expectations last month, hitting 

our Q4 2017 forecast of 1.34 and continuing to build on those gains 

since. Currently trading at 1.3760, GBPUSD is trading back at levels 

last seen on 24 June 2016, the date of the Brexit referendum and 

looks poised to add further gains. We expect the cross to approach 

1.39 over the first half of 2018, not far from the 38.2% five year 

Fibonacci retracement of 1.3885 with the prevailing risk that the 

market is too complacent over the timing of the next rate hike from 

the Bank of England. With OIS implying that traders have priced in 

a 47.7% chance of a rate hike by June 2018, the risk is that the BOE 

moves faster in 2018 with the labour market continuing to tighten, 

GDP growth firmer than expected and inflation currently sitting at 

3.0% y/y, above the BOE’s 2% target. 

GBPUSD retakes referendum levels 

Source: Bloomberg 
 

 

JPY benefits from shift in BOJ stance 

Over the last week, the JPY has appreciated under relatively 

unusual circumstances. Rather than benefitting from safe haven 

bids and a lack of market risk appetite, it was changes in the Bank 

of Japan’s bond purchasing that triggered speculation over when 

the central bank intends to begin tightening its ultra loose monetary 

policy. At the weekly bond purchases on Tuesday 9th January, the 

BOJ reduced its puchases of debt maturing in 10-25 and over 25 

years triggering speculation that tapering may come sooner than 

anticipated, and may even have actually started. 

From a technical point of view, USDJPY sits at a critical level. 

Analysis of the weekly candle chart shows that the cross find itself 

capped by a resistance trendline that has held since December 

2016. In addition, currently sitting at 110.60, it is likely to test of the 

supporting baseline that has held since September 2016. A break 

of this level is will quickly lead to a test of the psychological 110 level 

and the 100 week moving average of 109.95. A close below these 

levels is likely to lead to larger declines towards 108. 

USDJPY tests important support levels 

Source: Bloomberg 

 

INR finishes 2017 on firmer footing 

For the first time in seven years, the INR made annual gains. The 

USDINR rallied +6.0% y/y in 2017 to end at 63.87. The move was 

in line with our expectations and driven by broad based weakness 

in the USD and the underlying strength of the Indian economy. 

Looking ahead into 2018, we expect the INR to have a weakening 

bias primarily on account of a weaker macro environment and 

renewed pressure on government’s finances. Much of those 

concerns are driven by sustained increase in commodity prices, 

longer than expected delay in stabilization of the Goods & Services 

Tax regime and politics heavy 18 month calendar. Having said that, 

firm signs of recovery in domestic growth and probability of the USD 

remaining under pressure should provide some buffer to the INR. 

We have revised our Q1 2018 forecast to 65.0 and end of 2018 

forecast to 66.0. 

 

In terms of major currencies we have also revised our near-term 

forecasts to reflect a softer USD profile in Q1 (see page 29)  
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Equities 

With equities having a phenomenal year in 2017, there are a 

number of reasons to doubt a repeat in 2018. Most of these are 

on account of significant rerating of earnings multiple, political 

risks and a changing cycle of monetary policy. We, however, 

don’t subscribe to such doubts and believe that the momentum 

from 2017 may continue at least into early part of 2018. The 

reason for optimism stems from the fact that economic activity 

remains well above the trend signaling that growth is yet to 

peak, monetary policy tightening is still at a very early stage 

and that valuation continues to remain reasonable when 

compared to other asset classes. 

 

All major equity markets have had a positive start to the year helped 

by the passage of the tax bill in the US in the last week of 2017. The 

positive momentum continues to receive a boost from strong 

macroeconomic data across economies, strength in commodity 

prices and a positive start to the earnings season. The MSCI World 

index has rallied +3.9% ytd on the back of gains across its sub-

indices. The MSCI EM index, the MSCI G7 index and the MSCI 

Arabian Markets index have added +4.3% ytd, +4.1% ytd and +3.1% 

ytd respectively. Volatility continues to remain low with the VIX index 

and the V2X index dropping -8.0% ytd and -19.3% ytd respectively. 

 

The biggest wildcard in 2018 is likely to be politics. From mid-term 

elections in the US to the Italian elections in Europe, the Brexit talks 

in the UK or state elections in India, all of these events have the 

potential to disrupt positive momentum. More so when most equity 

indices are trading at all-time highs. Having said that, the experience 

of 2017 shows that the impact could be short-lived unless the same 

is accompanied by a macroeconomic shock which appears highly 

unlikely at the moment. Another key risk in 2018 could be the return 

of inflation. Most market participants are pricing in a benign inflation 

trajectory and hence any negative surprise on that front could lead 

to volatility and repricingof risk assets.f 

 

Markets to watch 

Saudi Arabia – High conviction 
The Tadawul ended 2017 with gains of +3.5% as several political 

developments and lack of upgrade to the MSCI EM index 

overshadowed the progress made by the country on the structural 

and regulatory reform front. We believe that 2018 could mark a 

significant turnaround for Saudi Arabian equities as greater 

progress is made to achieve completion on issues which have been 

hanging on the horizon for a while. These include sustained gains 

in oil prices, completion of the Saudi Aramco IPO and inclusion in 

the MSCI EM index.  

 

On the MSCI front, the changes made recently by the CMA has 

been acknowledged. The MSCI, in a statement, said that it expects 

consultation process on inclusion in the MSCI EM index to conclude 

in June 2018. The index provider also added that based on its 

discussion with international investors, the new market operating 

model implemented in April 2017 has had no issues and the T+2 

settlement issues was considered effective. Based on this 

statement by the MSCI, it is likely that Saudi Arabian equities are 

likely to be included in the MSCI EM index in June 2018. Needless 

to say, the step would be a positive catalyst for the market. 

According to market estimates, Saudi Arabia is likely to have a 

weightage of anywhere between 2.0 to 3.0% and that could translate 

into passive inflows of as much as USD 4bn. With 3.0% weightage 

Saudi Arabia would be the eight-largest constituent in the MSCI EM 

index. 

KSA could potentially be 8th largest 
constituent in the MSCI EM index 

 
Source: MSCI, Emirates NBD Research 

 

It is worth noting here that the period prior to inclusion is generally 

positive for equity markets given flows from active investors. For the 

record, Qatar and the UAE received inflows of USD 2.7bn in the 

year leading up to their inclusion.  

 

The Saudi Aramco IPO is likely to be a key milestone given all the 

talk that has preceded it so far. However, signs are now emerging 

that the IPO could happen as early as Q4 2018. The company has 

arranged loans with various banks, a process which generally 

precedes an impending IPO. Additionally, reports have also 

emerged about shortlisting of investment banks for the IPO. The IPO 

is expected to be a key catalyst in attracting foreign investor flow 

into the region broadly and Saudi Arabia in particular. The IPO will 

also result in increasing the weightage of Saudi Arabia in the MSCI 

EM index.  

 

In terms of valuation, the Tadawul is currently trading at 13.2x 12m 

forward earnings compared to the MSCI Arabian Markets index 

which is trading at 12.2x and the MSCI EM index which is trading at 

forward earnings and 12.9x 12m forward earnings. 

 

Europe – More room to go 
At a time when there are growing concerns over stretched 

valuations in developed markets, European equities do provide a 

buffer should there be a mean reversion in global equity markets. 

From a fundamental viewpoint as well, European equities look 

attractive with tailwinds of accommodative monetary policy from the 

European Central Bank, positive momentum in economic indicators 

and reduced political risk premium. It is worth noting here that the 

Eurozone manufacturing PMI is well above the 60.0 levels and the 

differential with the US is at its widest since 2012. 
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Earnings revision ratio 

 
Source: Bloomberg 

 

Encouragingly, the Citigroup index tracking earnings revision in 

Europe excluding the UK is at its highest level since last May. This 

coupled with the valuation differential between the US and 

European stocks makes the latter more attractive. The S&P 500 

index is currently trading at 18x 12m forward earnings compared to 

the Euro Stoxx 600 index which is trading at 15x 212m forward 

earnings. Interestingly, the Stoxx 600 index P/E ratio still remains 

below the peak seen in 2015. European equities are expected to 

deliver nearly double the dividend yield than that of its US peers. 

According to Bloomberg, the expected dividend yield for Euro Stoxx 

600 index is 3.43% compared to 1.93% for the S&P 500 index. 

P/E ratio differential 

 
Source: Bloomberg 

 
Emerging Markets – Positive but idiosyncratic 
Emerging market equities were the best performing equities in 2017 

with the MSCI EM index rallying +37.1%. While most factors are in 

place for the current momentum to continue in 2018, the varied 

dynamics of emerging markets are likely to result in idiosyncratic 

moves. This would be a continuation of a trend seen in 2017 as well. 

For example, the MSCI China outperformed MSCI by 20%, Russia 

underperformed by 30%. 

It would not be a stretch to say that fundamentals are at their best 

in the recent past with low inflation, benign political risk, steady 

economic growth and continued expansion in earnings. As per 

Bloomberg, the Markit Emerging Market Composite PMI is at its 

highest level at 53.0 since 2015. Similarly, the IMF forecast 

emerging market and developing economies GDP to grow at 4.9% 

in 2018, a 2.9% growth premium compared to developed 

economies.   

EM – Improving fundamentals 

 
Source: MSCI, Bloomberg 

Based on the MSCI EM index 

 

Emerging markets are also likely to draw investor interest owing to 

strong earnings growth and valuation differential with developed 

markets. According to market estimates, earnings are expected to 

grow at a high double digit 13% y/y but lower than 2017’s earnings 

growth of 24%. While on a standalone basis, emerging markets are 

trading one standard deviation higher than their 15-year average, it 

is still cheaper than developed market peers. The MSCI EM index 

is currently trading at 12.9x 12m forward earnings compared to the 

MSCI World index which is trading at 17.3x and the MSCI G7 index 

which is trading at 17.4x 12m forward earnings. The 35% discount 

to developed market peers stand out when the growth differential is 

expected to widen in 2018 and 2019. 

 

Aditya Pugalia 
+9714 609 3027 
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Commodities 

Oil markets are off to a blistering start in 2018, extending their 

gains from 2017. Brent futures have traded above USD 70/b for 

the first time since 2014 and WTI is nearing on to USD 65/b. The 

rally in oil prices will be welcome for GCC oil exporters but the 

pace of gains since October 2017 looks to us to have moved 

past fundamental support. While we expect oil prices to be 

higher on average in 2018 than they were last year, we are 

cautious that a near-term correction in prices is approaching.  

 

Fundamentals in play 

OPEC has been the principal author of the fundamental factors 

currently supporting higher oil prices. The production cuts that the 

bloc initiated last year pushed the overall market balance into deficit 

in Q1 2017 and OPEC’s plan to keep the cuts in place for all of 2018 

should help keep markets on a tighter footing than they have been 

since 2014.  

 

But there have been few plans from the major producers, or their 

partners like Russia, to suggest that the cuts will be taken further or 

deeper. Rather, the market narrative is shifting to whether the deal 

can expire early, particularly as oil prices have hit multi-year highs. 

We doubt that there will be an official endorsement of an early end 

to the plan but that compliance to the terms, which had been high, 

will ebb at perhaps a faster pace than we had expected.  

 

Beyond OPEC, the major supply side risk to end the current rally will 

come from changes in expectations for US oil production. The US 

government’s EIA expects production there to breach 10m b/d as 

early as February and to average 10.3m b/d in 2018 as a whole, a 

nearly 1m b/d increase y/y. The broad shift higher in oil futures 

makes for a particularly attractive hedging opportunity for nimble 

shale-focused producers, with WTI above USD 55/b all the way 

along the curve out to the end of 2019. Already exploration and 

production companies are showing activity as the drilling rig count 

snaps out of its downward trend (including adding 10 rigs in a single 

week in mid-January).  

Rig count looks to be bottoming out 

 
Source: EIKON, Emirates NBD Research. 

 

On the other side of the fundamentals equation, high oil prices run 

the risk of sowing their own destruction by weakening marginal 

demand. Refinery margins—crack spreads—have compressed 

sharply over the last few months as refiners still face large stockpiles 

of refined products and high oil prices. Weak margins may lead to 

refiners, particularly in Asia, crimping their crude purchases 

particularly if demand growth slows as expected by the IEA this 

year.   

Refinery margins shrinking 

 
Source: EIKON, Emirates NBD Research. 

 

External risks loom large 

Even if oil market fundamentals point to a still strongly supplied 

market in 2018 we expect that a correction in oil prices is more likely 

to come via external forces. Investor positioning in oil futures is at 

extraordinarily high net long levels and in currency terms is at new 

record levels. The positive carry that investors receive thanks to a 

backwardated curve explains part of the surge in investment in oil 

futures but a general reorientation of funds to risk assets (equities 

and commodities more generally) has also helped push prices 

higher. However, the concentration of investors in longs appears 

stretched—indeed Brent net length as a share of total open interest 

is at extreme levels—and could see a rapid unwinding if 

fundamentals look shaky.  

Net length at extreme levels 

 
Source: EIKON, Emirates NBD Research. Note: managed money only. 
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Further afield from oil and commodity markets, the deterioration in 

the USD is also having a lubricating effect on the current oil rally. 

The greenback has lost more than 12% against trading peers since 

the start of 2017 but the impact on oil only looks to be in place from 

around October last year. The weakness in the dollar is all the more 

striking considering the Fed did raise rates in December and 

appears on track to do so several more times this year. In the near-

term, a reversal in the USD stemming from a rate hike possibly as 

early as March should take some of the fizz out of the oil rally. 

 

A less tangible negative risk could come from an end to the “rally in 

everything.” Equities, commodities, gold, forex and cryptocurrencies 

are all headed in the same direction. Underlying economic 

performance in major economies is good and is helping corporate 

results beat expectations but most asset classes look overbought in 

current conditions. Considering geopolitical and US domestic 

political risks remain high a temporary correction seems inevitable 

and would take oil down with it. While it’s hard to identify what could 

be the catalyst for the correction we would expect to see a rapid shift 

of capital out of oil positions that could accelerate downward. 

 

Edward Bell 
+9714 230 7701 
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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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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-GBP 
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Interest Rate Differentials-JPY 
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Interest Rate Differentials-AUD 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Bloomberg, Emirates NBD Research 

-2.00

-1.00

0.00

1.00

2.00

1.00

1.05

1.10

1.15

1.20

1.25

1.30

1.35

1.40

1.45

Dec-12 Dec-13 Dec-14 Dec-15 Dec-16 Dec-17

EURUSD Inflation adjusted yield spreads (2 yr)

-6.00

-4.00

-2.00

0.00

2.00

4.00

1.20

1.30

1.40

1.50

1.60

1.70

1.80

1.90

Dec-12 Dec-13 Dec-14 Dec-15 Dec-16 Dec-17

GBPUSD Inflation adjusted yield spreads (2 yr)

-4.00

-2.00

0.00

2.00

4.00

60

70

80

90

100

110

120

130

Dec-12 Dec-13 Dec-14 Dec-15 Dec-16 Dec-17

USDJPY Inflation adjusted yield spreads (2 yr)

-2.50

-2.00

-1.50

-1.00

-0.50

0.00

0.50

1.00

1.50

2.00

0.70

0.75

0.80

0.85

0.90

0.95

1.00

1.05

1.10

Dec-12 Dec-13 Dec-14 Dec-15 Dec-16 Dec-17

USDCHF Inflation adjusted yield spreads (2 yr)

-3.00

-2.00

-1.00

0.00

1.00

2.00

0.80

0.90

1.00

1.10

1.20

1.30

1.40

1.50

Dec-12 Dec-13 Dec-14 Dec-15 Dec-16 Dec-17

USDCAD Inflation adjusted yield spreads (2 yr)

-1.00

-0.50

0.00

0.50

1.00

1.50

2.00

2.50

0.60

0.65

0.70

0.75

0.80

0.85

0.90

0.95

1.00

1.05

1.10

Dec-12 Dec-13 Dec-14 Dec-15 Dec-16 Dec-17

AUDUSD Inflation adjusted yield spreads (2 yr)



 
 
 
 
 
 

Page 23 
 

Major Equity Markets 

MENA Equity Markets 

 
Source: Bloomberg, Emirates NBD Research 

 

 

European Equity Markets 

 
Source: Bloomberg, Emirates NBD Research 

 

 

Asian Emerging Equity Markets 

 
Source: Bloomberg, Emirates NBD Research 

 

US Equity Markets 

 
Source: Bloomberg, Emirates NBD Research 

 

 

Latin American Equity Markets 

 
Source: Bloomberg, Emirates NBD Research 

 

 

Emerging Europe Equity Markets 

 
Source: Bloomberg, Emirates NBD Research 
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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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Key Economic Forecasts - GCC 

United Arab Emirates 2015 2016 2017e 2018f 2019f 

Nominal GDP $bn 358.2 349.0 369.8 398.0 426.1 

Real GDP % 3.8 3.0 2.0 3.4 3.8 

Current A/C % GDP 4.7 2.4 2.9 3.6 3.2 

Budget Balance % GDP -3.4 -4.3 -2.7 -1.5 0.1 

CPI % 4.1 1.6 2.0 3.0 3.0 

Saudi Arabia      

Nominal GDP $bn 651.8 639.6 679.1 729.8 771.9 

Real GDP % 4.1 1.7 -0.5 2.5 3.0 

Current A/C % GDP -9.1 -4.6 -0.8 2.1 1.3 

Budget Balance % GDP -15.0 -13.6 -9.0 -8.8 -8.0 

CPI % 2.2 3.5 0.0 3.5 3.0 

Qatar      

Nominal GDP $bn 164.6 152.5 165.3 178.2 194.4 

Real GDP % 3.3 2.0 2.5 3.0 3.6 

Current A/C % GDP 12.7 1.2 1.1 1.2 0.3 

Budget Balance % GDP 1.2 -8.4 -4.7 -0.3 0.0 

CPI % 1.9 2.7 0.5 2.5 3.0 

Kuwait      

Nominal GDP $bn 117.3 113.3 102.5 108.7 120.3 

Real GDP % 0.6 3.5 -1.2 2.1 3.2 

Current A/C% GDP 5.1 -1.5 4.1 3.1 2.6 

Budget Balance % GDP -13.1 -13.5 -9.4 -11.2 -7.9 

CPI % 3.3 3.2 1.6 2.0 3.5 

Oman      

Nominal GDP $bn 68.8 66.7 73.8 78.9 83.6 

Real GDP % 4.7 5.4 1.0 2.3 3.2 

Current A/C % GDP -15.9 -18.5 -8.4 -5.7 -6.4 

Budget Balance % GDP -17.5 -20.6 -13.5 -11.7 -8.2 

CPI % 0.1 1.1 1.6 2.0 3.0 

Bahrain      

Nominal GDP $bn 31.1 31.9 34.5 36.4 38.3 

Real GDP % 2.9 3.0 3.0 3.0 3.2 

Current A/C % GDP -2.4 -4.7 -4.8 -1.7 7.7 

Budget Balance % GDP -13.0 -13.6 -11.8 -12.0 -11.3 

CPI % 1.8 2.8 1.7 2.0 3.0 

GCC (Nominal GDP weighted avg)      

Nominal GDP $bn 431 423 451 485 513 

Real GDP % 3.6 2.5 0.6 2.8 3.3 

Current A/C % GDP -2.0 -2.6 0.2 2.5 1.5 

Budget Balance % GDP -10.0 -10.9 -7.4 -6.3 -5.0 

CPI % 2.6 2.8 0.8 3.0 3.0 

Source: Haver Analytics, National sources, Emirates NBD Research 
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Key Economic Forecasts – Non-GCC Oil Importers 

Egypt* 2014 2015 2016 2017f 2018f 

Nominal GDP $bn 305.4 332.6 332.2 192.9 249.8 

Real GDP % 2.9 4.4 4.3 4.3 4.9 

Current A/C % GDP -0.9 -3.7 -6.0 -7.7 -3.9 

Budget Balance % GDP -12.98 -12.53 -13.95 -9.83 -7.93 

CPI % 10.1 10.4 13.7 24.0 12.0 

Jordan      

Nominal GDP $bn 35.8 37.5 38.9 40.3 41.7 

Real GDP % 3.1 2.4 2.0 2.8 3.0 

Current A/C % GDP -7.3 -9.1 -10.3 -9.8 -9.6 

Budget Balance % GDP -2.1 -3.4 -3.2 -3.1 -2.8 

CPI % 2.8 -0.9 -0.8 2.0 2.0 

Lebanon      

Nominal GDP $bn 48.6 50.1 55.1 61.8 68.5 

Real GDP % 1.8 1.5 2.4 3.1 3.3 

Current A/C % GDP -23.9 -16.1 -16.0 -15.6 -15.7 

Budget Balance % GDP -6.3 -7.9 -9.2 -9.3 -9.5 

CPI % -8.0 -3.8 -1.0 3.0 4.5 

Tunisia      

Nominal GDP $bn 47.6 41.1 41.3 40.8 44.4 

Real GDP % 2.3 0.8 1.1 2.1 3.3 

Current A/C% GDP -9.0 -9.4 -9.1 -8.3 -7.5 

Budget Balance % GDP -5.1 -5.1 -6.1 -5.6 -5.2 

CPI % 5.5 4.9 3.7 5.0 5.0 

Morocco      

Nominal GDP $bn 109.9 101.3 103.6 117.9 125.8 

Real GDP % 2.7 4.5 1.2 4.3 3.7 

Current A/C % GDP -6.3 -1.9 -3.9 -3.6 -3.0 

Budget Balance % GDP -5.2 -4.5 -4.1 -3.5 -2.9 

CPI % 0.4 1.6 1.6 3.0 3.0 

Oil Importers  (GDP weighted avg)      

Nominal GDP $bn 203.3 224.9 222.9 123.8 134.1 

Real GDP % 2.67 4.55 1.22 4.30 3.73 

Current A/C % GDP -5.0 -4.7 -6.2 -5.6 -4.7 

Budget Balance % GDP -9.4 -9.6 -10.1 -6.8 -6.2 

CPI % 5.5 7.0 7.0 6.0 6.0 

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 2014 2015 2016 2017f 2018f 

Nominal GDP $bn 213.5 165.3 165.4 186.1 214.3 

Real GDP % 2.2 2.3 3.4 3.6 4.2 

Current A/C % GDP -4.3 -16.6 -17.3 -10.9 -8.7 

Budget Balance % GDP -7.3 -15.4 -13.0 -9.4 -6.8 

CPI % 3.9 4.4 5.8 7.0 5.0 

Libya      

Nominal GDP $bn 48.1 34.4 36.2 42.5 47.6 

Real GDP % -24.0 -10.2 -0.9 37.6 11.7 

Current A/C % GDP -10.5 -9.4 -12.3 -14.2 -16.0 

Budget Balance % GDP -41.4 -23.6 -20.7 -18.8 -17.6 

CPI % 2.4 9.5 9.5 25.0 11.5 

Iran      

Nominal GDP $bn 503.6 423.7 420.1 406.6 434.1 

Real GDP % 5.9 3.7 7.2 4.1 5.0 

Current A/C % GDP 3.1 2.1 3.8 5.3 5.8 

Budget Balance % GDP -0.5 -0.7 -0.7 -0.7 -0.7 

CPI % 37.4 15.9 8.5 11.1 12.0 

Iraq      

Nominal GDP $bn 192.8 164.2 229.6 247.2 288.3 

Real GDP % -0.6 -2.4 8.7 3.5 5.1 

Current A/C% GDP 12.7 2.5 -5.3 -5.7 -5.5 

Budget Balance % GDP -6.1 -13.6 -10.7 -6.6 -4.6 

CPI % 3.0 1.2 1.0 1.0 2.0 

Oil Exporters (GDP weighted avg)      

Nominal GDP $bn 301.3 295.9 294.5 314.3 238.7 

Real GDP % 1.9 1.5 6.5 5.4 5.3 

Current A/C % GDP 2.7 -2.3 -3.5 -1.9 -7.7 

Budget Balance % GDP -7.5 -9.9 -9.5 -7.2 -6.6 

CPI % 9.4 6.2 7.2 8.6 4.0 
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Key Economic Forecasts - Global 

US 2013 2014 2015 2016f 2017f 2018f 

Real GDP % 2.2 2.4 2.4 1.8 2.5 2.5 

Current A/C % GDP -2.3 -2.3 -2.6 -2.7 -2.7 -2.9 

Budget Balance % GDP -3.3 -2.8 -2.5 -2.5 -3.0 -3.4 

CPI % 1.5 1.6 0.1 1.7 2.3 2.5 

Eurozone       

Real GDP % -0.3 0.9 1.5 1.5 1.7 1.5 

Current A/C % GDP 1.8 2.4 3.0 2.7 2.6 2.8 

Budget Balance % GDP -2.9 -2.6 -2.0 -2.0 -1.6 -1.6 

CPI % 1.3 0.4 0.0 0.9 1.5 1.5 

UK       

Real GDP % 1.7 2.9 2.4 2.0 1.7 2.0 

Current A/C% GDP -4.5 -5.1 -4.5 -4.0 -4.0 -3.3 

Budget Balance % GDP -5.9 -5.4 -4.3 -3.2 -2.0 -2.8 

CPI % 2.6 1.5 0.5 1.9 2.0 2.6 

Japan       

Real GDP % 1.6 0.0 0.5 0.9 1.0 0.5 

Current A/C % GDP 0.8 0.5 3.0 3.2 3.0 3.5 

Budget Balance % GDP -7.8 -7.1 -6.0 -6.0 -5.0 -4.8 

CPI % 0.3 2.7 0.8 0.8 1.5 1.0 

China       

Real GDP % 7.7 7.3 6.9 6.5 6.3 6.1 

Current A/C % GDP 1.5 2.1 2.7 2.8 2.5 1.9 

Budget Balance %GDP -1.8 -1.8 -2.5 -3.0 -3.0 -3.5 

CPI% 2.6 2.0 1.4 1.7 2.0 2.2 

India*       

Real GDP% 4.7 6.9 7.4 8.0 6.6 7.3 

Current A/C% GDP -2.6 -1.4 -1.5 -1.5 -1.0 -2.0 

Budget Balance % GDP -5.9 -4.8 -4.1 -3.9 -3.9 -3.3 

CPI % 10.9 6.4 7.0 5.0 4.5 5.5 

Source: Bloomberg, Emirates NBD Research 

*For India the data refers to fiscal year (April – March)  
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FX Forecasts 

FX Forecasts - Major Forwards 

 15-Jan Q1 2018 Q2 2018 Q3 2018 Q4 2018 3m 6m 12m 

EUR/USD 1.2273 1.2200 1.2500 1.2200 1.2000 1.2343 1.2421 1.2596 

USD/JPY 110.60 112.00 114.00 118.0000 120.0000 110.04 109.42 107.98 

USD/CHF 0.9621 0.9800 1.0000 1.0100 1.0200 0.9556 0.9487 0.9335 

GBP/USD 1.3797 1.3800 1.4000 1.4200 1.4500 1.3841 1.3890 1.3998 

AUD/USD 0.7962 0.7600 0.7400 0.7200 0.7200 0.7960 0.7961 0.7966 

NZD/USD 0.7294 0.7000 0.7100 0.7100 0.7100 0.7287 0.7283 0.7278 

USD/CAD 1.2418 1.2500 1.2600 1.2600 1.2600 1.2406 1.2396 1.2377 

EUR/GBP 0.8895 0.8841 0.8929 0.8592 0.8276 0.8917 0.8942 0.8998 

EUR/JPY 135.74 136.64 142.50 143.96 144.00 135.74 135.74 135.74 

EUR/CHF 1.1808 1.1956 1.2500 1.2322 1.2240 1.1795 1.1783 1.1758 

FX Forecasts - Emerging Forwards 

 15-Jan Q1 2018 Q2 2018 Q3 2018 Q4 2018 3m 6m 12m 

USD/SAR* 3.7504 3.7500 3.7500 3.7500 3.7500 3.7513 3.7531 3.7587 

USD/AED* 3.6730 3.6730 3.6730 3.6730 3.6730 3.6739 3.6751 -- 

USD/KWD 0.3006 0.3050 0.3050 0.3050 0.3050 0.3011 0.3020 -- 

USD/OMR* 0.3850 0.3850 0.3850 0.3850 0.3850 0.3861 0.3871 0.3905 

USD/BHD* 0.3770 0.3770 0.3770 0.3770 0.3770 0.3775 0.3782 0.3799 

USD/QAR* 3.6813 3.6400 3.6400 3.6400 3.6400 3.6803 3.6857 3.6885 

USD/EGP 17.7202 17.2500 17.0000 16.8000 16.8000 17.9500 18.2350 19.0350 

USD/INR 63.430 64.000 65.000 66.000 66.000 64.0500 64.7000 65.9600 

USD/CNY 6.4305 6.6000 6.8000 7.0000 7.1000 6.4710 6.5062 6.5682 

Data as of 15 January 2018 

Source: Bloomberg, Emirates NBD Research 
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Interest Rate Forecasts 

USD Swaps Forecasts Forwards 

 Current 3M 6M 12M 3M 6M 12M 

2y 2.20 2.30 2.35 2.40    

10y 2.53 2.65 2.70 2.75    

2s10s (bp) 40 35 35 35    

US Treasurys Forecasts US Treasurys Forecasts 

2y 2.00 2.10 2.25 2.35    

10y 2.53 2.65 2.70 2.75    

2s10s (bp) 53 55 45 40    

3M Libor 3M Libor 

3m 1.73 

 

2.00 2.25 2.50    

3M Eibor 3M Eibor 

3m 1.83 2.08 2.32 2.60    

Policy Rate Forecasts 

 Current % 3M 6M 12M    

FED (Upper Band) 1.50 1.75 2.00 2.25    

ECB 0.00 0.00 0.00 0.00    

BoE 0.50 0.50 0.50 0.75    

BoJ -0.10 -0.10 -0.10 -0.10    

SNB -0.75 -0.75 -0.75 -0.75    

RBA 1.50 1.50 1.50 1.75    

RBI (repo) 6.00 6.00 6.00 6.00    

SAMA (reverse repo) 1.50 1.75 2.00 2.25    

UAE (1W repo) 1.75 2.00 2.25 2.50    

CBK (o/n repo rate) 1.50 1.75 2.00 2.25    

QCB (repo rate) 2.50 2.75 3.00 3.25    

CBB (o/n depo) 1.50 1.75 2.00 2.25    

CBO (o/n repo) 2.06 2.30 2.55 2.80    

CBE (o/n depo) 18.75 16.75 15.75 14.75    

Data as of  16 January 2017 

Source: Bloomberg, Emirates NBD Research 
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Commodity Forecasts 

Global commodity prices    

 Current 2017Q3 Q4 2018Q1 Q2 Q3 Q4 2017 2018 

Energy          

WTI 63.67  48.17  55.43 53.00  55.00 55.00 52.50 50.94 53.88 

Brent 69.09  52.18   60.52  56.00   58.00   58.00   52.50  54.56 56.13 

Precious metals    

Gold  1,337.87   1,278.79   1,276.52   1,300.00   1,250.00  1,275.00   1,325.00  1,258.36 1,287.50 

Silver   17.17   19.84   16.70   17.25   17.00   18.00   18.50   17.05  17.69  

Platinum  1,000.40   951.74   920.34   950.00   900.00   925.00  975.00   948.14  937.50  

Palladium  1,102.50   900.21   992.39   1,100.00   1,100.00  1,175.00   1,200.00   869.34  1,143.75 

Base metals          

Aluminum 

(USD/metric 

tonne) 

 2,191.00   2,027.37   2,090.27   2,100.00   2,000.00   1,950.00   1,975.00  1,971.90  2,006.25  

Copper 

(USD/metric 

tonne) 

 7,088.00   6,388.02   6,754.36   6,500.00   6,250.00   6,250.00   6,150.00  6,173.03  6,287.50  

Prices as of 17 January 2018. Note: prices are average of time period unless indicated otherwise.  

Source: EIKON, Emirates NBD Research 
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Global Equities Market Watch 

Index Last Close ADV Traded 

30d USD mn 

 

Mtd % 

chg 

Ytd % 

chg 

%membera

bove 200d 

MA 

BEst PE BEst PB 
BEst Dvd 

Yld 

Dow Jones Industrial Average Index 25,803 8,530 4.4 4.4 93 18.5 3.9 2.1 

S&P 500 Index 2,786 41,737 4.2 4.2 80 18.6 3.2 1.9 

Nasdaq Composite Index 7,261 26,304 5.2 5.2 68 22.9 4.1 1.1 

FTSE100 Index 7,779 5,585 1.2 1.2 67 15.0 2.0 4.1 

DAX Index 13,245 4,563 2.5 2.5 66 13.8 1.7 3.0 

CAC 40 Index 5,517 4,165 3.8 3.8 78 15.2 1.6 3.2 

Swiss Market Index 9,547 2,902 1.8 1.8 90 16.8 2.4 3.4 

Nikkei Index 23,654 13,870 3.9 3.9 91 19.5 1.9 1.7 

S&P/ASX 200 Index 6,070 3,175 0.1 0.1 72 16.5 2.0 4.3 

Stoxx Europe 600 Index 398 30,607 2.4 2.4 74 15.4 1.9 3.4 

Dubai Financial Market General Index 3,495 87 4.2 4.2 42 8.8 1.2 4.8 

Abu Dhabi Sec Market General Index 4,591 33 4.2 4.2 56 11.1 1.4 5.0 

Tadawul All Share Index 7,338 1,053 3.0 3.0 54 13.3 1.5 3.7 

Istanbul SE National 100 Index 114,645 1,596 -0.6 -0.6 76 8.4 1.2 4.1 

Egyptian Exchange Index 15,242 37 1.6 1.6 83 10.4 1.9 4.1 

Kuwait Stock Exchange Index 6,561 36 3.1 3.1 30 - - - 

Bahrain Bourse All Share Index 1,317 2 -0.9 -0.9 50 - - - 

Muscat Securities Index 5,087 4 -0.2 -0.2 50 9.7 1.0 #N/A 

N/A Qatar Exchange Index 9,136 58 7.6 7.6 60 12.3 1.5 4.1 

MADEX Free Float Index 10,220 18 2.1 2.1 73 18.1 3.0 3.5 

Hong Kong Hang Seng Index 31,413 5,867 5.0 5.0 86 12.7 1.4 3.2 

Shanghai Composite Index 3,429 29,413 3.7 3.7 29 13.4 1.5 2.1 

Korea Stock Exchange Index 2,496 5,490 1.2 1.2 42 9.2 1.0 2.0 

BSE Sensex 34,592 122 1.6 1.6 90 22.7 3.1 1.3 

Nifty 10,681 1,572 1.4 1.4 82 21.6 3.1 1.4 

Karachi Stock Exchange Index 42,934 62 6.1 6.1 30 9.2 1.5 5.9 

Taiwan SE Weighted Index 10,884 3,782 2.3 2.3 68 14.0 1.8 4.0 

Bovespa Brasil Sao Paulo SE Index 79,349 1,992 3.9 3.9 81 13.0 1.6 3.3 

Micex Index 2,262 519 7.2 7.2 71 6.6 0.7 5.7 

FTSE/JSE Africa All Share Index 60,083 1,995 1.0 1.0 62 14.7 2.0 3.0 

Vietnam Ho Chi Minh Stock Index 1,050 219 6.7 6.7 62 18.5 3.1 1.7 

Jakarta SE Composite Index 6,370 414 0.2 0.2 43 16.5 2.5 2.0 

FTSE Bursa Malaysia KLCI Index 1,823 295 1.4 1.4 86 16.3 1.7 3.3 

Mexican Stock Exchange 49,136 375 -0.4 -0.4 34 16.6 2.3 2.3 

Prices as of 13 January 2018 

Source: Bloomberg, Emirates NBD Research 

 

 

 

  



 
 
 
 
 
 

Page 33 
 

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 

as to future matters are not guaranteed to be accurate. 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 the publication. Further, references to any financial instrument or investment product is not intended to imply that an actual trading market exists for such 

instrument or product. In publishing this document Emirates NBD is not acting in the capacity of a fiduciary or financial advisor.  

 

Emirates NBD and its group entities (together and separately, "Emirates NBD") does and may at any time solicit or provide commercial banking, investment banking, credit, advisory 

or other services to the companies covered in its reports. As a result, recipients of this report should be aware that any or all of the foregoing services may at times give rise to a 

conflict of interest that could affect the objectivity of this report.  

 

The securities covered by this report may not be suitable for all types of investors. The report does not take into account the investment objectives, financial situations and specific 

needs of recipients.  

 

Data included in the publication may rely on models that do not reflect or take into account all potentially significant factors such as market risk, liquidity risk and credit risk. Emirates 

NBD may use different models, make valuation adjustments, or use different methodologies when determining prices at which Emirates NBD is willing to trade financial instruments 

and/or when valuing its own inventory positions for its books and records. In receiving the publication, you acknowledge and agree that there are risks associated with investment 

activities. Moreover, you acknowledge in receiving the publication that the responsibility to obtain and carefully read and understand the content of documents relating to any 

investment activity described in the publication and to seek separate, independent financial advice if required to assess whether a particular investment activity described herein is 

suitable, lies exclusively with you. You acknowledge and agree that past investment performance is not indicative of the future performance results of any investment and that the 

information contained herein is not to be used as an indication for the future performance of any investment activity. You acknowledge that the publication has been developed, 

compiled, prepared, revised, selected, and arranged by Emirates NBD and others (including certain other information sources) through the application of methods and standards of 

judgment developed and applied through the expenditure of substantial time, effort, and money and constitutes valuable intellectual property of Emirates NBD and such others. All 

present and future rights in and to trade secrets, patents, copyrights, trademarks, service marks, know-how, and other proprietary rights of any type under the laws of any 

governmental authority, domestic or foreign, shall, as between you and Emirates NBD, at all times be and remain the sole and exclusive property of Emirates NBD and/or other 

lawful parties. Except as specifically permitted in writing, you acknowledge and agree that you may not copy or make any use of the content of the publication or any portion thereof. 

Except as specifically permitted in writing, you shall not use the intellectual property rights connected with the publication, or the names of any individual participant in, or contributor 

to, the content of the publication, or any variations or derivatives thereof, for any purpose.  

 

YOU AGREE TO USE THE PUBLICATION SOLELY FOR YOUR OWN NONCOMMERCIAL USE AND BENEFIT, AND NOT FOR RESALE OR OTHER TRANSFER OR 

DISPOSITION TO, OR USE BY OR FOR THE BENEFIT OF, ANY OTHER PERSON OR ENTITY. YOU AGREE NOT TO USE, TRANSFER, DISTRIBUTE, OR DISPOSE OF ANY 

DATA/INFORMATION CONTAINED IN THE PUBLICATION IN ANY MANNER THAT COULD COMPETE WITH THE BUSINESS INTERESTS OF EMIRATES NBD. YOU MAY 

NOT COPY, REPRODUCE, PUBLISH, DISPLAY, MODIFY, OR CREATE DERIVATIVE WORKS FROM ANY DATA/INFORMATION CONTAINED IN THE PUBLICATION. YOU 

MAY NOT OFFER ANY PART OF THE PUBLICATION FOR SALE OR DISTRIBUTE IT OVER ANY MEDIUM WITHOUT THE PRIOR WRITTEN CONSENT OF EMIRATES NBD. 

THE DATA/INFORMATION CONTAINED IN THE PUBLICATION MAY NOT BE USED TO CONSTRUCT A DATABASE OF ANY KIND. YOU MAY NOT USE THE 

DATA/INFORMATION IN THE PUBLICATION IN ANY WAY TO IMPROVE THE QUALITY OF ANY DATA SOLD OR CONTRIBUTED TO BY YOU TO ANY THIRD PARTY. 

FURTHERMORE, YOU MAY NOT USE ANY OF THE TRADEMARKS, TRADE NAMES, SERVICE MARKS, COPYRIGHTS, OR LOGOS OF EMIRATES NBD OR ITS 

SUBSIDIARIES IN ANY MANNER WHICH CREATES THE IMPRESSION THAT SUCH ITEMS BELONG TO OR ARE ASSOCIATED WITH YOU OR, EXCEPT AS OTHERWISE 

PROVIDED WITH EMIRATES NBD’S PRIOR WRITTEN CONSENT, AND YOU ACKNOWLEDGE THAT YOU HAVE NO OWNERSHIP RIGHTS IN AND TO ANY OF SUCH ITEMS. 

MOREOVER YOU AGREE THAT YOUR USE OF THE PUBLICATION IS AT YOUR SOLE RISK AND ACKNOWLEDGE THAT THE PUBLICATION AND ANYTHING CONTAINED 

HEREIN, IS PROVIDED "AS IS" AND "AS AVAILABLE," AND THAT EMIRATES NBD MAKES NO WARRANTY OF ANY KIND, EXPRESS OR IMPLIED, AS TO THE 

PUBLICATION, INCLUDING, BUT NOT LIMITED TO, MERCHANTABILITY, NON-INFRINGEMENT, TITLE, OR FITNESS FOR A PARTICULAR PURPOSE OR USE. You agree, 

at your own expense, to indemnify, defend and hold harmless Emirates NBD, its Suppliers, agents, directors, officers, employees, representatives, successors, and assigns from 

and against any and all claims, damages, liabilities, costs, and expenses, including reasonable attorneys’ and experts’ fees, arising out of or in connection with the publication, 

including, but not limited to: (i) your use of the data contained in the publication or someone using such data on your behalf; (ii) any deletions, additions, insertions or alterations to, 

or any unauthorized use of, the data contained in the publication or (iii) any misrepresentation or breach of an acknowledgement or agreement made as a result of your receiving 

the publication.  



 
 
 
 
 
 

 
 

Emirates NBD Research & Treasury Contact List 

Emirates NBD Head Office 
12thFloor 
Baniyas Road, Deira 
P.OBox777 
Dubai 
 
 
Jonathan Morris 
General Manager Wholesale Banking 
JonathanM@emiratesnbd.com 

Aazar Ali Khwaja 
Senior Executive Vice President 
Global Markets & Treasury 
+971 4 609 3000 
aazark@emiratersnbd.com 

Tim Fox 
Head of Research & 
Chief Economist 
+9714 230 7800 
timothyf@emiratesnbd.com 

 

 

Research 
 

  

Khatija Haque 
Head of MENA Research 
+9714 230 7803 
khatijah@emiratesnbd.com 

Anita Yadav 
Head of Fixed Income Research 
+9714 230 7630 
anitay@emiratesnbd.com 
 

Daniel Richards 
MENA Economist 
+9714 609 3032 
danielricha@emiratesnbd.com 

   
Athanasios Tsetsonis 
Sector Economist 
+9714 230 7629  
athanasiost@emiratesnbd.com 
 
 
Aditya Pugalia 
Director, Financial Markets Research 
+9714 609 3027 
adityap@emiratesnbd.com 
 

Edward Bell 
Commodity Analyst 
+9714 230 7701  
edwardpb@emiratesnbd.com  
 
 
 

Mohammed Altajir 
FX Analytics and Product Development 
+9714 609 3005 
mohammedtaj@emiratesnbd.com 

 

Sales & Structuring 
 

  

Group Head – Treasury Sales 
Tariq Chaudhary 
+971 4 230 7777 
tariqmc@emiratesnbd.com 

Saudi Arabia Sales 
Numair Attiyah 
+966 11 282 5656 
numaira@emiratesnbd.com 

Singapore Sales 
Supriyakumar Sakhalkar 
+65 65785 627 
supriyakumars@emiratesnbd.com 

London Sales 
+44 (0) 20 7838 2241 
vallancel@emiratesnbd.com 
 

Egypt 
Gary Boon  
+20 22 726 5040 
garyboon@emiratesnbd.com 

 

 

 

Emirates NBD Capital 
  

 
 

 

Ahmed Al Qassim 
CEO- Emirates NBD Capital 
AhmedAQ@emiratesnbd.com 
 

Hitesh Asarpota 
Head of Debt Capital Markets. 
+971 50 4529515 
asarpotah@EmiratesNBD.com 
 

 

Investor Relations  
  
Patrick Clerkin 
+9714 230 7805 
patricke@emiratesnbd.com     
 

Group Corporate Affairs 
 
Ibrahim Sowaidan 
+9714 609 4113 
ibrahims@emiratesnbd.com 

 
 
Claire Andrea 
+9714 609 4143 
clairea@emiratesnbd.com 

  


