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Preface 
 

While risk assets received a boost from the Fed’s more dovish tone at the June FOMC 

meeting, rising geopolitical tensions, uncertainty around US-China trade discussions 

and a continued softening in economic data globally are likely to weigh on markets 

over the summer.    

 

Global macro: Central banks are adopting more dovish stances amidst rising concerns 

over trade, and to some extent pitching themselves against each other in what might 

eventually turn into a rerun of the fabled currency wars. 

GCC macro: We have revised down our 2019 GDP growth forecast for the UAE to 2.0% 

from 3.1% previously.  Dubai’s economy will likely remain the country’s main engine of non-

oil growth.  We expect GDP growth to accelerate to 2.6% in 2020.                       .                       

MENA macro: The upside surprise to Egyptian inflation in May reaffirms our view that the 

Central Bank of Egypt (CBE) will keep its benchmark interest rates on hold over its next 

several MPC meetings (July, August, September). 

Interest Rates: Government bonds rallied on the back of accommodative bias being 

adopted by major central banks.   

Credit Markets: Credit spreads on GCC bonds remain range-bound amid rising geopolitical 

concerns.  

Currencies: The dollar has gained ground over the course of the month, benefiting from 

safe haven bids as trade tensions continue to escalate. 

Equities: As we approach the second half of 2019, global equities appears to be caught in 

a tug-of-war between the adrenalin of easy monetary policy across economies and the 

weight of slowing global economic growth along with rising geopolitical risks. 

Commodities: Industrial metals have been among the biggest casualties of the US-China 

trade war. Even as some markets face significant supply risks, lower expectations for 

demand are dragging prices lower and we are revisiting several of our price assumptions. 

 

The next Monthly Insights will be in August. 

 

Timothy Fox 

Chief Economist & Head of Research 
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Global Macro 
 

Central banks are adopting more dovish stances amidst rising 

concerns over trade, and to some extent pitching themselves 

against each other in what might eventually turn into a rerun of the 

fabled currency wars.  
 

The ECB had the first opportunity to get ahead of the game last 

week as President Draghi sent a signal to expect more stimulus 

measures, to some extent boxing in the Fed which then had to 

respond with enough dovish rhetoric of its own to at least reverse 

the strength in the dollar that followed Draghi’s speech. While the 

Fed resisted market pressure to cut interest rates, it could not refute 

the narrative that the next move in rates is likely to be down, and 

played to the dovish audience through a variety of adjustments and 

tweaks to its forecasts and guidance.        
   

Fed Funds Target Rate 

 
Source: Bloomberg, Emirates NBD Research 

        

The FOMC becomes more dovish… 

The end result was a slightly more dovish stance but with still little 

clarity about the timing of an interest rate cut. The markets saw what 

they wanted to see, which was the likelihood of a July move even 

though Powell still appears to require further evidence before 

making such a move. The FOMC left rates unchanged in a range of 

2.25%-2.50%, as expected, but it dropped the characterization of 

the policy stance as ‘patient’ in favor of noting that ‘uncertainties 

about this outlook have increased’. The statement also included a 

comment that the Committee will ‘closely monitor’ incoming 

information and will ‘act as appropriate to sustain the expansion’. 

There was also a downgrade to the inflation profile, which is no 

longer seen as ‘transitory’, but its overall characterization of the 

growth outlook was still solid.  
 

..and revises the DOT plot 

The median dot plot showed no change in rates this year, but there 

was a split with quite a variety of views portrayed by the dots, with 

eight FOMC members forecasting no change, one looking for a 

tightening, one calling for a 25bp easing, and seven members 

forecasting two cuts. Going forward, while the 2020 median dots did 

shift to showing one cut next year, versus the prior hike, it is seen to 

be reversed in 2021.There was also a dissent from the decision with 

one member calling for an immediate cut. So overall while the Fed 

is  now leaning towards interest rate cuts, the tone of the message 

was quite measured and the downward revisions to the interest rate 

projections relatively modest compared to what the markets 

expected. Clearly, much will still depend on the data, and perhaps 

more importantly on the outcome of the U.S. China trade talks.  
 
In terms of the data alone it is hard to conceive that there will be 

sufficient enough weakness in the next few weeks to justify cutting 

rates in July. The May payrolls data was clearly disappointing at 75k, 

especially when combined with downward revisions. However, the 

unemployment rate remained at the historic low of 3.6% and 

average earnings above 3.0%, which are more indicative of a trend 

than one weak payrolls figure. Another soft payroll month is likely to 

be necessary to persuade the Fed that the weakness is becoming 

more pronounced, whereas past experience suggests that May is 

just as likely to be revised up as it is to be repeated in June. The 

Fed will also be looking for further weakness in business surveys 

and in core inflation to corroborate its concerns, especially as 

inflation expectations are starting to decline. 
   

DOT Plot 

 
Source: Bloomberg, Emirates NBD Research 
 

 

 

Central banks are adopting more dovish stances amidst rising concerns over trade 
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Investors eye this week’s G20 summit 

The biggest potential rogue element in the mix is the upcoming G20 

meeting. The likelihood is that President’s Trump and Xi’s meeting 

will be a cordial one, but whether it will be warm enough for tariffs to 

be lifted seems unlikely. That being said negotiations will probably 

resume and this prospect may be enough to provide some 

temporary relief to markets. What probably matters more will be 

what happens after the meeting, however, and whether there is 

enough progress such that a trade deal comes back into sight. If it 

does then the Fed may be prepared to look through a dip in the data, 

whereas the absence of it might indeed tip the Fed in favour of an 

early cut. On balance we are of the view that the Fed will prefer to 

wait through the summer for more data before deciding what to do, 

with the September FOMC more likely to be the one at which more 

stimulus could be considered. This may put it at on a collision course 

with the White House which is pressuring Powell to ease policy, 

especially if the ECB moves more quickly to provide fresh monetary 

stimulus in the Eurozone thus causing the EURUSD to depreciate. 
 

The ECB lays the ground of further easing 

ECB President Draghi said recently that ‘additional stimulus will be 

required’ if the economic outlook doesn't improve. He also said that 

further cuts remain ‘part of our tools’ and renewed asset purchases 

are an option even if that means raising self-imposed limits. This 

pledge has already riled President Trump enough to accuse Draghi 

of currency manipulation, and markets are now discounting at least 

10 basis points of interest rate cuts by the ECB by the end of the 

year. Speculation is also starting to build that the ECB will re-launch 

QE soon. The Eurozone quite clearly has more serious economic 

challenges than the U.S. such that it is quite feasible to expect the 

ECB to move faster than the Fed. The Eurozone June 

manufacturing PMI reading remained below 50, while ZEW 

business expectations plunged to -20.2 from -1.6 in May, signaling 

that Q2 growth will be much weaker than the surprise strength seen 

in Q1. Core inflation also shows little sign of budging from 0.8% and 

inflation expectations are falling, something that is unnerving the 

ECB. Having pushed out the guidance on rates well into 2020 at its 

last meeting, the time is probably approaching that Draghi will have 

to become more  bold. All the more so with his time as President of 

the ECB coming to an end in October,  he will be seeking to leave a 

more proactive and positive legacy. 

 

 

 

 

 

ZEW surveys show softness 

 
Source: Bloomberg, Emirates NBD Research 
 
 

The Bank of England lowers hawkish tone 

Even the Bank of England (BoE) is softening its language a little 

highlighting downside risks to the growth outlook, following dovish 

messages from ECB, BoJ and Fed. Still, the details of the minutes 

show that the BoE has not become dovish just yet, even though it 

recognizes that its views are increasingly at variance with what 

markets are expecting. The Bank’s guidance to expect a gradual 

tightening  is premised on two things. The first is that the labour 

market remains tight with the claimant count unemployment rate 

running at 3.1%. The second is an assumption of a Brexit deal being 

found, but this likelihood appears to be diminishing with Boris 

Johnson in a strong lead in the contest to become Conservative 

Party leader and by extension Prime Minister. However, with the 

Bank revising its Q2 GDP growth estimate to 0.0% q/q from 0.2%, it 

may be starting to acknowledge the economic consequences of any 

prolonged uncertainty.  

 

Tim Fox 

+9714 230 7800 
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Key Economic Forecasts - Global 

US 2014 2015 2016 2017 2018f 2019f 

Real GDP % 2.6 2.9 1.5 2.2 2.7 2.5 

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

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

CPI % 1.6 0.1 1.3 2.1 2.5 2.3 

Eurozone       

Real GDP % 1.3 2.1 1.8 2.4 1.9 1.5 

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

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

CPI % 0.4 0.0 0.2 1.5 1.7 1.5 

UK       

Real GDP % 3.1 2.3 1.9 1.7 1.3 1.5 

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

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

CPI % 1.5 0.0 0.7 2.7 2.5 2.1 

Japan       

Real GDP % 0.4 1.4 0.9 1.8 0.8 1.0 

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

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

CPI % 2.7 0.8 -0.1 0.5 1.0 1.0 

China       

Real GDP % 7.3 6.9 6.7 6.9 6.6 6.3 

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

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

CPI% 2.0 1.4 2.0 1.6 2.1 2.3 

India*       

Real GDP% 6.4 7.4 8.2 7.1 7.3 7.0 

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

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

CPI % 6.7 4.9 5.0 3.3 3.9 3.5 

Source: Bloomberg, Emirates NBD Research 

*For India the data refers to fiscal year (April – March)  
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GCC Macro : UAE growth forecast revised lower 
 

The latest UAE central bank annual report provides a breakdown of 

GDP by sector.  Importantly, 2017 headline GDP growth was 

revised down to 0.5% from 0.8% previously.  In 2018, the oil sector 

grew 2.8% - less than we had expected - but the main surprise was 

the weakness in non-oil sector growth which slowed to 1.3% from 

1.9% in 2017.  This was largely due to slower growth in the key 

sectors of manufacturing and financial services.   

 

The manufacturing sector accounts for just under 9% of real GDP, 

and slowed to 1.9% from 5.0% in 2017, the slowest growth rate for 

this sector since 2012.  The financial services sector grew at the 

slowest pace since at least 2011 (the earliest available data), 

expanding just 0.8% in 2018.   The largest non-oil sector in the UAE 

is wholesale & retail trade, which accounts for nearly 12% of total 

GDP. This sector saw modestly faster growth last year, expanding 

0.5% y/y, but growth was still much softer than in 2011-2015, when 

sector growth averaged 4.6% p.a.  The construction sector grew 

0.5% y/y while real estate services grew 3.6% y/y.   

 

The fastest growing sector in the UAE in 2018 was – surprisingly – 

agriculture, forestry & fishing which was up 7.1% y/y, the fastest 

growth on record.  However the sector accounts for less than 1% of 

total GDP so wasn’t a key driver of growth overall.  The second 

fastest growth was seen in accommodation & food services (hotels 

& restaurants) which grew 4.1% in 2018.  However, this was still the 

slowest growth rate recorded in the sector since 2013.      

UAE: Key sector growth rates 

 
Source: Haver Analytics, Emirates NBD Research 

 

The PMI surveys have shown a sharp rebound in private sector 

activity in the first five months of this year, due to strong growth in 

the volume of business activity and new orders, including new 

export orders.  The latest non-oil trade data for Dubai (Q1 2019) also 

shows growth in imports for the first time since H2 2017, which 

points to a strengthening in domestic demand since the start of this 

year.   

UAE: PMI surveys point to faster growth  

 
Source: Haver Analytics, Emirates NBD Research 

 

Consequently, we do expect non-oil sector growth to accelerate to 

2.0% this year largely on the back of domestic infrastructure projects 

and stronger export demand particularly from other countries in the 

GCC.  However, given the weaker than expected growth rate in 

2018, we have adjusted our forecast for non-oil sector growth down.  

We continue to expect Dubai to be the main engine of non-oil growth 

in the UAE this year, with GDP forecast to expand 3.0% in the 

emirate in 2019, in contrast with Abu Dhabi’s expected 1.0% non-oil 

GDP growth.   

 

We also expect the oil sector to expand this year, although at a 

slower rate than in 2018, as production cuts that came into effect in 

January are likely to be extended into H2 2019.  As a result, we have 

revised down our headline GDP growth forecast for 2019 to 2.0% 

from 3.1% previously.  We expect UAE GDP growth to accelerate 

to 2.6% in 2020, as a weaker USD provides a boost to 

competitiveness and Expo 2020 kicks off.  However, we caution that 

the recent strength in private sector activity needs to translate into 

job growth and wage growth in order to sustain a recovery in the 

broader economy over the medium term.       

 

Khatija Haque 
+971 4 230 7803  
 

 
 

 

 

We have revised down our UAE GDP growth forecast for 2019 to 2.0% from 3.1% previously. We 

expect growth to accelerate to 2.6% in 2020. 
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GCC in Pictures 

GCC Oil Production and Oil Price 

 
Source: Bloomberg, Emirates NBD Research 

 

Inflation 

 
Source: Haver Analytics, Emirates NBD Research 

Money supply (ex Government. deposits)  

 
Source: Haver Analytics, Emirates NBD Research 

 

 

 

 

Purchasing Managers’ Index 

 
Source: IHS Markit, Emirates NBD Research 

 

CDS Spreads 

 
Source: Bloomberg 

Private sector credit* 

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

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

United Arab Emirates 2016 2017 2018e 2019f 2020f 

Nominal GDP $bn 357.3 378.0 414.5 422.6 440.3 

Real GDP % 3.0 0.5 1.7 2.0 2.6 

Current A/C % GDP 3.7 7.0 7.1 4.9 4.1 

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

CPI % 1.6 2.0 3.1 1.5 2.0 

Saudi Arabia      

Nominal GDP $bn 644.9 688.6 782.5 791.2 823.8 

Real GDP % 1.7 -0.7 2.2 2.0 1.6 

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

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

CPI % 2.1 -0.8 2.5 2.0 2.0 

Qatar      

Nominal GDP $bn 151.7 166.9 192.0 193.3 205.8 

Real GDP % 1.8 1.1 1.3 3.5 4.0 

Current A/C % GDP -5.5 3.8 10.2 5.7 5.0 

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

CPI % 2.7 0.4 0.2 1.5 2.0 

Kuwait      

Nominal GDP $bn 109.4 119.5 141.6 141.0 147.1 

Real GDP % 2.9 -3.5 1.2 0.9 2.0 

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

Budget Balance % GDP -13.9 -9.0 -2.9 -7.9 -9.1 

CPI % 3.2 1.6 0.6 1.0 1.5 

Oman      

Nominal GDP $bn 65.9 70.7 79.2 79.7 82.7 

Real GDP % 5.0 -0.9 2.1 2.4 2.7 

Current A/C % GDP -18.8 -15.2 -5.8 -7.3 -6.3 

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

CPI % 1.1 1.6 0.9 1.5 2.5 

Bahrain      

Nominal GDP $bn 32.3 35.4 37.7 39.0 40.6 

Real GDP % 3.5 3.8 1.8 2.0 2.4 

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

Budget Balance % GDP -13.5 -10.0 -6.8 0.0 -6.4 

CPI % 2.8 1.4 2.1 2.5 2.5 

GCC (Nominal GDP weighted avg)      

Nominal GDP $bn 429 456 515 522 543 

Real GDP % 2.3 -0.3 1.9 2.1 2.3 

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

Budget Balance % GDP -10.1 -7.1 -3.5 -3.1 -3.7 

CPI % 2.1 0.4 2.1 1.7 2.0 

Source: Haver Analytics, National sources, Emirates NBD Research
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MENA Macro : Egyptian monetary policy on hold for now  
 

The upside surprise to Egyptian inflation in May reaffirms our view 

that the Central Bank of Egypt (CBE) will keep its benchmark 

interest rates on hold over its next several MPC meetings (July, 

August, September). The bank has tended to err on the side of 

caution since the IMF-sponsored economic reform programme 

began in late 2016, and with more subsidy reform on the horizon, 

we expect that it will continue to do so. As such, we anticipate that 

the overnight deposit and overnight lending rates will remain at 

15.75% and 16.75% respectively through the summer months, with 

cutting likely to resume at the November meeting – we envisage a 

cuts totaling 200bps at the final two meetings, taking 2019’s 

cumulative total to 300. 

Rate-cutting on pause again 

 
Source: Haver Analytics, Emirates NBD Research 

 

At its last MPC meeting, held on May 23, the CBE held rates for the 

second meeting in a row, citing in particular the effects that ‘fiscal 

consolidation measures’ would likely have on inflation. Inflation in 

Egypt over the past several years has to a large extent been driven 

by economic reforms pursued by the government, and this will 

remain the case over the coming months as a new raft of subsidy 

adjustments are scheduled for the new fiscal year, starting July. 

 

Inflation remains prone to spikes 

Although it has slowed markedly from the 33.0% y/y peak seen in 

mid-2016, inflation nevertheless remains prone to spikes, as seen 

in mid-2018, when energy tariffs were last hiked and it climbed from 

11.4% in May to a 2018 peak of 17.7% in October. Equally, inflation 

also remains subject to pressures from food prices, which were 

responsible for the uptick in headline inflation from 13.0% in April to 

14.1% in May. We have made an upward revision to our average 

CPI y/y forecast for Egypt as inflation has averaged higher over the 

first five months than we initially anticipated. We now project an 

average 12.8% in 2019, compared to an earlier projection of 12.5%. 

In 2020, we expect a further modest slowdown, to an average 

11.0%.  

 

Fuel indexation mechahism will exert upward 

pressure 

Given the latest upswing in inflation, and the upcoming price 

pressures from fiscal consolidation, a continued hold is the most 

likely scenario for the time being. The latest round of reforms will 

include the introduction of a fuel indexation mechanism, which will 

likely see prices at the pump rise, in addition to hikes to other energy 

tariffs; tariff hikes last year saw electricity costs for households and 

factories rise by 21% and 42% respectively. 

 

There will be some mitigating factors which will ease the pressure 

on y/y price growth – the Egyptian pound has strengthened 

markedly, while those tariff hikes introduced last year will pass 

through the base. Nevertheless, until the overall effect of the latest 

round of fiscal consolidation measures can be ascertained, the 

central bank will likely deem it sensible to not be overly dovish. 

CPI inflation remains elevated 

 
Source: Haver Analytics, Emirates NBD Research 

 

 

 

 

 

 

 

 

 

The upside surprise to Egyptian inflation in May reaffirms our view that the Central Bank of 

Egypt (CBE) will keep its benchmark interest rates on hold over its next several MPC meetings 
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Another factor which will influence the central bank’s thinking is 

maintaining the portfolio inflows that have likely been a contributing 

factor to the Egyptian pound strengthening to levels last seen in 

March 2017 over the past several months. The hot money flight out 

of Egypt seen during the EM rout in the second half of last year 

demonstrated how un-sticky the massive uptick in portfolio inflows 

into Egypt seen over the preceding 18 months were. 

Foreigners’ holdings of t-bills, USDbn 

 
Source: Haver Analytics, Emirates NBD Research 

 

With inflows having begun to recover since the start of 2019, the 

CBE will be wary of cutting too sharply and prompting renewed 

outflows. This is especially the case given that the rise in inflation in 

May will have already eaten into real rates, and the removal of the 

repatriation mechanism in late 2018 probably means the pound 

would be more susceptible to buffeting from a sudden removal of 

foreign portfolio capital. The CBE has been given more room to 

maneuver by a dovish turn globally, but as long as exports and FDI 

inflows continue to underperform, it will be careful to remain 

attractive to international portfolio investors. 

 

Daniel Richards 
+971 4 609 3032  
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Key Economic Forecasts – Non-GCC Oil Importers 

Egypt* 2016 2017 2018e 2019f 2020f 

Nominal GDP $bn 332.4 225.8 241.5 295.3 339.8 

Real GDP % 4.3 4.1 5.3 5.3 5.7 

Current A/C % GDP -6.0 -6.4 -2.5 -2.0 -1.8 

Budget Balance % GDP -12.05 -10.83 -9.84 -8.51 -7.20 

CPI % 13.7 29.6 14.4 12.8 11.0 

Jordan      

Nominal GDP $bn 39.2 40.7 41.7 43.2 44.6 

Real GDP % 2.1 2.1 2.0 2.8 2.7 

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

Budget Balance % GDP -3.2 -2.7 -2.7 -2.5 -2.2 

CPI % -0.8 3.3 4.5 3.2 2.4 

Lebanon      

Nominal GDP $bn 51.1 52.1 62.7 66.8 71.2 

Real GDP % 1.6 0.6 0.9 0.8 1.3 

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

Budget Balance % GDP -9.6 -7.0 -10.9 -9.0 -8.0 

CPI % -0.8 4.5 6.1 3.5 3.5 

Morocco      

Nominal GDP $bn 103.3 109.6 118.5 120.2 125.7 

Real GDP % 1.1 4.1 3.0 2.7 3.0 

Current A/C % GDP -4.0 -3.4 -3.3 -3.2 -2.9 

Budget Balance % GDP -4.2 -3.5 -3.7 -3.4 -3.0 

CPI % 1.6 0.8 1.8 1.6 1.5 

Tunisia      

Nominal GDP $bn 41.7 36.8 34.5 30.6 30.6 

Real GDP % 1.0 1.7 2.5 2.7 3.0 

Current A/C % GDP -8.9 -11.1 -11.1 -9.4 -8.9 

Budget Balance % GDP -6.2 -6.7 -4.8 -4.6 -4.1 

CPI % 3.7 5.3 7.4 6.8 5.5 

Oil Importers  (GDP weighted avg)      

Nominal GDP $bn 223.8 147.8 158.8 195.9 227.6 

Real GDP % 3.07 3.35 3.74 3.86 4.29 

Current A/C % GDP -7.4 -8.3 -5.9 -5.2 -4.9 

Budget Balance % GDP -9.4 -7.7 -7.6 -6.8 -5.9 

CPI % 8.5 15.8 9.1 8.0 7.8 

Source: Haver Analytics, National sources, Emirates NBD Research 

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

Algeria 2016 2017 2018e 2019f 2020f 

Nominal GDP $bn 160.2 167.6 165.6 168.2 174.6 

Real GDP % 3.2 0.4 1.8 2.3 2.1 

Current A/C % GDP -12.3 -13.2 -8.9 -7.5 -6.5 

Budget Balance % GDP -13.1 -6.6 -6.9 -8.4 -7.6 

CPI % 5.8 6.0 3.5 4.4 6.0 

Iran      

Nominal GDP $bn 441.8 446.9 433.4 494.1 586.2 

Real GDP % 12.4 3.3 -1.9 -4.0 3.8 

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

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

CPI % 8.7 10.0 21.0 31.2 17.5 

Iraq 441.8 446.9 433.4 494.1 586.2 

Nominal GDP $bn 165.2 166.2 218.7 246.9 254.6 

Real GDP % 9.6 1.0 2.0 4.2 4.1 

Current A/C% GDP 1.3 8.1 13.9 8.5 7.3 

Budget Balance % GDP -14.3 -6.7 -4.3 -4.0 -3.7 

CPI % 1.3 0.7 0.4 1.0 1.1 

Libya      

Nominal GDP $bn 43.6 63.3 76.1 88.2 104.2 

Real GDP % -6.9 34.8 7.6 5.4 10.4 

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

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

CPI % 9.5 25.0 11.5 10.0 8.5 

Oil Exporters (GDP weighted avg)      

Nominal GDP $bn 312.4 307.4 300.7 342.1 402.2 

Real GDP % 8.7 5.3 0.8 -0.4 4.2 

Current A/C % GDP 0.5 0.2 2.8 -0.5 -0.6 

Budget Balance % GDP -7.9 -7.8 -6.1 -4.7 -4.4 

CPI % 6.1 8.2 12.4 17.6 10.8 
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Interest Rates 
 

US Rates 
US rates shifted downward across the curve last month in response 

to the Federal Reserve’s accommodating bias. Yields on 2yr, 5yr 

and 10yr closed the month at 1.77% (-45bps, m/m), 1.79% (-40bps, 

m/m) and 2.05%(-33bps, m/m) respectively.  

 

The FOMC left interest rates unchanged at its last meeting though 

the median long term rate was revised downwards and the dot plot 

no longer reflects a hike in 2020. While the median dot for 2019 was 

left unchanged at 2.375%, it is somewhat misleading as eight out of 

17 Fed members see lower rates by the year end. There was 

nothing in the policy statement to suggest that the Fed will deviate 

from its plan to remain data dependent, however the language 

reflected that the Fed is clearly attentive to the mounting risks of an 

economic slowdown due to trade uncertainties.  

 

While the economic data in the US has clearly begun to soften, it 

remains well within the expected range with latest inflation reading 

coming in at 1.6%, unemployment remaining stable at 3.6% and Q2 

GDP growth expected to be around 2%. Against this backdrop, we 

are surprised at how fast the Fed has shifted to an easing stance.  

Fed officials have made it clear that while they remain data 

dependent, the next move is likely to be a rate cut not a rate hike.  

Rate hikes - dot plot vs mkt expectations 

 
Source: Bloomberg, Emirates NBD 

 

Fed futures implied probability of rate cut at FOMC meeting in July 

stands at nearly 100% with 28% chance of a 50bps cut. While 

President Trump’s multi-front trade wars looks likely to get worse 

before they get better, we think a July rate cut is premature in view 

of fundamental economic data.  

 

Yield Curve Steepening  

Last week’s Fed announcement raised hopes that the current 

economic expansion can be sustained, and this in turn fueled the 

UST yield curve steepening. Although US 10-year treasury yields 

fell more than 33bps to 2.05% over the month, they remain lower 

than 3-month rates at 2.34% – a pattern that typically signals an 

impending economic slowdown. 

Nevertheless, the 2yr–10yr spread which is a more closely followed 

barometer of impending recession actually steepend during the 

month to 28bps – almost double of where it was a month ago.   

 

We think 10 yr yields are deeply overstretched and expect them to 

rise from here mainly because we think the current market 

expectations of 2 to 3 rate cuts this year are too dovish. However 

given that the safe-haven demand and expectation of rate cuts, 

which drove the yields lower are likely to persist in the face of 

negative trade war headlines, a minor slip below the 2% level cannot 

entirely be ruled out. The next catalyst for change in yields may be 

the developments at the G-20 leaders meet on 28-29 June. It is 

possible that President Trump and Xi will agree on some temporary 

truce which may cheer the market hawks. 

10Yr Government Bond Yields  

 Yield % 1M chg 3M chg 12M chg 

US 2.05 -33 -39 -84 

UK 0.84 -17 -17 -47 

Germany -0.29 -20 -27 -62 

Japan -0.16 -10 -8 -18 

Brazil 4.56 -40 -68 -132 

Russia 3.90 -28 -58          -94 

Turkey 7.57 -46 +23 +84 

Source: Bloomberg as at 21 May 2019, Emirates NBD 

 

 

 

 

 

 

 

 

 

 

Government bonds rallied on the back of accommodative bias being adopted by the central 

banks.   
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European Parliament elections are unlikely to have any bearing on 

economic policymaking in the near term. The bigger risk in the 

Eurozone centres more on Greek and Italian economies. The EC’s 

updated forecast showed Italy’s budget deficit rising to 3.5% of GDP 

next year, above the previously-agreed level and its largest since 

2011. This in turn has increased the risk that Italy gets placed in an 

EU disciplinary procedure later this year. The yield on 10yr Italian 

BTPs increased 9bps during the month to 2.69%. 

 

In the UK, increasing possibility of a no-deal Brexit in October is 

evidently denting industrial activity with manufacturing PMI  

reflecting sharp deterioration in May. The Brexit outlook remains 

uncertain. In this environment the BoE is likely to remain on hold 

even though headline wage growth of over 3% is likely to push 

upward pressure on inflation. The yield on 10yr Gilts fell 17bps to 

0.84% during the month.  

 

Turkish government bonds rallied after the Turkish opposition 

candidate secured landslide victory in a rerun of mayoral elections, 

putting an end to fears that Turkey’s democratic foundations were 

fraying. Yield on 10yr Turkish governmentbonds narrowed 46bps to 

7.57% albeit still circa 84bps higher than where they were an year 

ago. 

  

GCC Local Rates  

Much in sync with interest rate cut expectations, USD LIBOR rates 

fell siginificantly last month. 3m LIBOR is down  by 17bps to 2.35%. 

However, in the GCC, heightened geopolitical concerns and lack of 

any material change in liquidity in local banking systems combined 

together to provide resistance against decline in local bank rates. 

Consequently, spread of local rates over LIBOR increased during 

the month and we expect this phenomenon to persist over the 

coming months. 

 

3m EIBOR spread over LIBOR has increased from 25bps to 30bps 

and 3m SAIBOR over LIBOR increased from 33bps to 39bps over 

the month. 

GCC interbank rates vs LIBOR 

 
Source: Bloomberg, Emirates NBD Research 
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Interest Rate Forecasts3m libor 

USD Swaps Forecasts Forwards 

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

2y 1.79 1.90 2.00 1.77    

10y 1.99 2.10 2.20 2.02    

2s10s (bp) 20 20 20 25    

US Treasuries Forecasts  

2y 1.77 1.90 2.00 1.80    

10y 2.05 2.15 2.25 2.05    

2s10s (bp) 28 25 25 25    

3M Libor  

3m 2.35 2.35 2.20       1.95    

3M Eibor  

3m 2.65 2.65 2.50 2.25    

Policy Rate Forecasts 

 Current % 3M 6M 12M    

FED (Upper Band) 2.50 2.50 2.25 2.00    

ECB 0.00 0.00 0.00 0.00    
BoE 0.75 0.75 0.75 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 1.50    
RBI (repo) 5.75 5.50 5.50 5.25    
SAMA (reverse repo) 2.50 2.50 2.25 2.00    

UAE (1W repo) 2.75 2.75 2.50 2.25    

CBK (o/n repo rate) 2.50 2.50 2.25 2.00    

QCB (repo rate) 2.50 2.50 2.25 2.00    

CBB (o/n depo) 2.50 2.50 2.25 2.00    

CBO (o/n repo) 3.00 3.00 2.75 2.50    

CBE (o/n depo) 15.75 15.75 13.75 12.75    

Source: Bloomberg, Emirates NBD Research 

As at 24 June 2019 
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Credit Markets 
 

Global Bonds 

With yields on benchmark US treasuries falling substantially, credit 

bonds generally had a constructive month. Yield on 2yr, 5yr and 

10yr USTs closed the month at 1.77% (-45bps, m/m), 1.79% (-

40bps, m/m) and 2.05%(-33bps, m/m) respectively. In addition, the 

accommodative bias of central banks around the world helped 

negate fears of economic slowdown, thereby boosting the case for 

continued investment into risk assets and helping credit spreads on 

bonds to tighten. Credit protection costs declined in tandem with 

CDS spread on US IG and Euro Main closing the month at 56bps (-

7bps, m/m) and 55bps (-11bps) respectively.   

 

Fulled mainy by the benchmark yield curve tightening, total return 

on US IG Corp index was 2.66%, followed by a gain of 1.88% by the 

European aggregate bond index.  

Global Corporate Bond OAS (bps) 

  OAS 1M chg 3M chg 12M chg 

US IG Corp 117 -5 -2 -7 

US HY Corp 361 -33 -41 +16 

EUR IG Agg 73 -6 -5 -4 

USD EM Agg  290 -11 -3 -4 

GCC Agg 168 +1 -4 -26 

Source: Bloomberg 

 

Emerging market bonds also rallied in the face of a softer dollar, 

supportive central banks and cheap liquidity chasing yields. Monthly 

total return on EM index was 2.62%. 

 

GCC Bonds – Secondary Market 

The impact of heightened tensions between the US and Iran on  

GCC credit markets so far has been minimal and we think that this 

will remain the case. The reaction in the market might change if  

 

 

 

 

 

 

tensions continue to escalate. However history over the last fifty 

years suggest that any widening of credit spreads on the back of 

military conflicts would likely be short lived. 

 

That said, credit spreads on GCC bonds did not keep pace with the 

spread tightening recorded in other EM bonds last months. While 

yield on Bloomberg Barclays GCC index fell 36bps to 3.63%, mainly 

reflecting benchmark yield tightening, option adjusted credit spread  

on the index widened a bp to 168bps compared with 11bps 

tightening in EM USD bond index spreads. Nevertheless, monthly 

total return on GCC bond index was a respectable 2.35%.  

 

One of the main credit factors affecting sentiment on GCC bonds is 

oil prices which have not reacted as much as expected to the 

possibility of supply disruption arising from political tensions in the 

region. So far at least, it appears that investors are not expecting 

the recent incidents on oil tankers to escalate. In fact, surging US 

production and fears of trade wars denting global demand are 

keeping a lid on oil prices.  

Barclays GCC Credit Index: YTW & OAS 

 
Source: Bloomberg 

 

 

 

 

 

 

 

 

Narrowing benchmark yields boosted bonds higher even though credits spreads on GCC bonds 

widened amid rising geopolitical risks.  
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Despite rising political concerns in the region, demand for credit 

protection decreased, pushing GCC sovereign CDS spreads lower. 

Spread on 5yr CDS on Saudi Arabia closed at 85bps (-11bps, m/m), 

on Qatar at 64bps (-8bps) and on Abu Dhabi at 61bps (-1bp). CDS 

spreads on Bahrain declined 21bps to 271bps, however, Oman 

continued to remain unfavoured with 5yr CDS spreads rising 25bps 

to 335bps as the country prepares for a new bond deal. 

 

Aramco bonds remain hostage to the view on oil prices and the 

possibility of renewed production cuts by OPEC members. Credit 

spreads on ARAMCO 49s at circa 181bps now , though reducing 

somewhat last month, have increased from circa 156bps where they 

were at the time of issuance in April this year. Nevertheless, 

ARAMCO curve still remains a tad tighter than the KSA sovereign 

curve. Even after tightening five bps last month, the yield on KSA 

50s is at around 4.48% compared with ARAMCO 49s at 4.40%. 

Meanwhile, as per media reports and interview of the KSA crown 

prince, the KSA government appears committed to selling shares in 

Aramco in 2020-2021 and has made noticeable progress on its 

Vision 2030.  

 

Oman has introduced 100% tax on tobacco, alcohol and pork meat 

from June 15, as the government endeavor to pare its reliance on 

oil revenue. Despite a generally weak sentiment on Oman, yield on 

OMAN 27 narrowed 3bps to 6.54% during the month. 

 

Credit rating changes in the region have been mixed over the last 

quarter.  Fitch affirmed National Bank of Ras Al Khaima’s rating at 

BBB+ citing a high probability of government support if required. 

Also S&P upgraded its rating on Sharjah Islamic Bank from BBB+ 

to A- citing SIB’s high systemic importance in the UAE and high 

likelihood of the bank receiving government support if needed. S&P 

expects SIB’s financial and business profile to remain broadly 

unchanged over the medium term. Following the rating upgrade, SIB 

has mandated banks for a benchmark sukuk offering. 

 

Rating on Kuwait Energy was affirmed at CCC by Fitch while that 

on subordinated debt of the Gulf International Bank was 

downgraded a notch by Moody’s to Baa3. Credit spread on GULINT 

22s (senior unsecured) increased from 147bps last month to 167bps 

now. 

 

GCC Bonds - Primary Market   

In the primary market Mashreqbank, rated A- by S&P, tapped its 

2024 issue, raising additional USD 175mn at 3.95%. Also Kuwait 

International Bank, KIB, raised USD 300mn in perpetual sukuk at 

annual profit rate of 5.625% against an order book of over USD 4.6 

bn. YTD new issues totaled USD 52.3bn including USD 7.6bn in 

sukuk. 

 

 

 

 

 

 

 

 

GCC New Issue (USD bn) 

 

Source: Bloomberg, Emirates NBD Research 

 

ADCB raised USD 370mn in floating rate note maturing in June 

2024 at 3m LIBOR +120bps. 

 

Looking ahead, Oman is preparing to tap the market and Bahrain 

plans to return to the international markets soon.. 
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Currencies 
 

Dollar loses ground post FOMC 
Over the last 30 days the dollar index has fallen from a 2019 high of 

98.371 to its current level of 96.220. The dollar initially rose 

benefitting from better than expected economic data, including 

production and retail data which showed the resilience of the U.S. 

economy. In addition to this, the dollar remained underpinned by 

resulting safe haven bids caused by escalating trade tensions 

between the U.S. and China. However, these gains were later 

unwound by a change in message from the Federal Reserve. While 

policy makers left interest rates unchanged at their June meeting, 

the monetary policy statement was more dovish than previously and 

the FOMC “dot plot” was revised downwards. June’s projections 

affirm that policy makers expect no change in monetary policy over 

the remainder of this year but included a rate cut in 2020. The 

market has gone further and expects two cuts over the remainder of 

this year, pricing in a 100% chance of a rate cut at next month’s 

policy meeting. Finally, the dollar was also a victim of President 

Trump’s warning to other central banks to avoid manipulating their 

currencies. 

DXY breaks below key levels 

 
Source: Bloomberg 

 

The dollar’s decline over the last week is technically significant. The 

declines have taken the index below the formerly supportive 100-

day moving average (97.115), 200-day moving average (96.631), 

and 61.8% one-year Fibonacci retracement (96.592). With these 

areas likely to now provide resistance, risk is that while the price 

remains lower than the 96.50 level, the index may see a further 

decline towards the 95.50 level. The probability of this occurring will 

be magnified if there is a daily close below the 50% one-year 

retracement of 96.042. 

EURUSD benefits from softer dollar 
The last month saw the euro initially decline as data pointed towards 

slowing growth and lethargic inflation which was cause for concern 

for the policy makers at the European Central Bank. Market 

expectations are now the opposite of those at the start of the year 

with a 78% chance of a cut priced in by December 2019.  This is in 

line with comments made by ECB President Mario Draghi this month 

who said that “further cuts in policy interest rates and mitigating 

measures to contain any side effects remain part of our tools” and 

“we remain able to enhance our forward guidance by adjusting its 

bias and its conditionality to account for variations in the adjustment 

path of inflation”. In addition to this, the single currency continues to 

find itself under pressure from geopolitics (e.g. trade disputes and 

Brexit), a factor which caused German investor confidence (as 

measured by ZEW surveys) to fall from -2.1 to -21.1 in June, the 

largest decline in three years. 

 
The net positive 30 day performance of EURUSD can be mostly 

attributed to dollar weakness, rather than euro strength. On the back 

of a softer dollar, EURUSD was able to climb back above the 50,100 

and 200-day moving averages (1.1218, 1.1261 and 1.1351 

respectively). However, further gains may be limited as President 

Trump has already been vocal in cautioning the ECB about 

weakening its currency further. As a result of this, we believe that 

for the near future EURUSD will remain in a range of 1.1250-1.1450. 

EURUSD retakes 200-day moving average 

 
Source: Bloomberg 

 

 

 

 

  

The dollar’s declines have taken the dollar index below the formerly supportive 100-day moving 

average, 200-day moving average ,and 61.8% one-year Fibonacci retracement   
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Brexit uncertainty continues to weigh on GBP 

While GBPUSD has posted a modest gain over the last month, this 

is the result of dollar underperformance rather than GBP strength. 

Brexit continued to weigh on sterling as investors increasingly 

contemplate the possibility of a no-deal departure from the 

European Union. Earlier this month, Boris Johnson, who is currently 

in the lead to become the next British Prime Minister, ruled out any 

further delays to Brexit. Mr Johnson repeated his intentions to leave 

the European Union with or without a deal before the 31st October 

deadline. This in combination with mixed economic data has left 

GBP on soft foundations as despite steady inflation and increasing 

wage pressures, growth and production have disappointed. 

 

At their June policy meeting, the Bank of England’s MPC left interest 

rates unchanged but adopted a more cautious tone. Warning of the 

growing risks to global growth, weak domestic growth and an 

increasing chance of a no-deal Bexit, the BOE lowered its growth 

forecast for Q2 to 0.0% from its previous estimate of 0.2%. This 

cautious tone is in stark contrast to statements earlier in June from 

three officials (Deputy Governor Broadbendt, Chief Economist 

Haldane and MPC member Saunders) that there could be several 

increases in interest rates over the next few years. In this 

environment of slowing growth and geopolitical risks, sterling 

remains on shaky ground and volatility for the pound is likely to 

continue.  

GBPUSD remains vulnerable below 1.28 

Source: Bloomberg 

 

Over the last month GBPUSD has gained 0.17%, to reach 1.2745 

with last week’s recovery saw the price climb back above the 23.6% 

one-year Fibonacci retracement (1.2663). However below the 

1.2820 area, the price remains vulnerable and a break below the 

23.6% one-year Fibonacci retracement is likely to result in a further 

decline towards 1.25.   

 

USDJPY chases yields lower 
Bank of Japan Governor Kuroda left monetary policy unchanged 

and maintained forward looking guidance at the central bank’s June 

meeting. However, despite this JPY strengthened due to a 

combination of risk aversion and the revisions on the FOMC policy 

outlook resulting in fall in ten-year U.S. Treasury yields to 2.05%. 

This has pulled USDJPY down to 107.32, with the risk of further 

gains likely to be triggered by safe haven bids if President Trump 

and President Xi fail to reach meaningful conclusions over trade 

talks this week. 

 

In addition to this investors are worried that a future slowdown in the 

Japanese economy may be catalyzed by a consumption tax hike 

which looks likely to happen in October. With USDJPY currently 

trading close to the 23.6% one-year Fibonacci retracement of 

107.15, the risk is that a break below this level paves the way for a 

larger decline towards 105.  

 

Easing expectations keep AUD pressured 
Following the RBA’s cut in interest rates to a new record low of 

1.25%, economic data out of Australia has continued to 

underperform. The unemployment rate remained at 5.2% and failed 

to fall lower as expected while consumer confidence declined by 

0.6% m/m in June. This, in conjunction with investor concerns over 

the impact of escalating trade tensions between the U.S. and China, 

has the market convinced that the RBA still needs to ease more. 

This sentiment is shared by the central bank and the minutes of the 

June meeting showed that the majority of policy makers agreed it 

was “more likely than not” that further easing of monetary policy 

would be required. Currently the market is pricing in an 81.3% 

probability of a rate cut to 1.00% at the meeting on July 2nd.  

 

Currently trading at 0.6926, AUDUSD has twice failed to break 

above the resistive 38.2% one-year Fibonacci retracement (0.7025) 

and 50-day moving average (0.6979) over the last month. While 

recent USD weakness has allowed the cross a weekly close above 

the 23.6% one-year Fibonacci retracement (0.6916), the price 

remains vulnerable while it trades below the 50-day moving 

average. 
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FX–Major Currency Pairs & Real Interest Rates 

Interest Rate Differentials–EUR  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Bloomberg, Emirates NBD Research 

Interest Rate Differentials-CHF 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Bloomberg, Emirates NBD Research 

 

Interest Rate Differentials-CAD 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Bloomberg, Emirates NBD Research 

 

 

Interest Rate Differentials-GBP 
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Interest Rate Differentials-JPY 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Bloomberg, Emirates NBD Research 

 

Interest Rate Differentials-AUD 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Bloomberg, Emirates NBD Research 
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FX Forecasts 

FX Forecasts - Major Forwards 

 21-June Q2 2019 Q3 2019 Q4 2019 Q1 2020 3m 6m 12m 

EUR/USD 1.1369 1.1300 1.1600 1.2000 1.2200 1.1451 1.1525 1.1666 

USD/JPY 107.32 106.00 108.00 110.00 110.00 106.60 105.97 104.72 

USD/CHF 0.9765 0.9800 0.9800 0.9700 0.9500 0.9685 0.9613 0.9477 

GBP/USD 1.2737 1.2700 1.2500 1.2800 1.3000 1.2788 1.2827 1.2892 

AUD/USD 0.6926 0.6900 0.7200 0.7400 0.7700 0.6945 0.6960 0.6983 

NZD/USD 0.6589 0.6600 0.6900 0.7100 0.7300 0.6601 0.6609 0.6619 

USD/CAD 1.3222 1.3000 1.2600 1.2500 1.2200 1.3199 1.3191 1.3179 

EUR/GBP 0.8922 0.8898 0.9280 0.9375 0.9385 0.8951 0.8981 0.9045 

EUR/JPY 121.99 119.78 125.28 132.00 134.20 121.99 121.99 121.99 

EUR/CHF 1.1102 1.1074 1.1368 1.1640 1.1590 1.1091 1.1080 1.1056 

FX Forecasts - Emerging Forwards 

 21-June Q2 2019 Q3 2019 Q4 2019 Q1 2020 3m 6m 12m 

USD/SAR* 3.7506 3.7500 3.7500 3.7500 3.7500 3.7523 3.7540 3.7612 

USD/AED* 3.6729 3.6730 3.6730 3.6730 3.6730 3.6744 3.6762 3.6789 

USD/KWD 0.3037 0.3020 0.3020 0.3020 0.3020 0.3038 0.3039 -- 

USD/OMR* 0.3850 0.3850 0.3850 0.3850 0.3850 0.3858 0.3868 0.3895 

USD/BHD* 0.3770 0.3770 0.3770 0.3770 0.3770 0.3761 0.3761 0.3783 

USD/QAR* 3.6597 3.6400 3.6400 3.6400 3.6400 3.6545 3.6545 3.6525 

USD/EGP 16.6880 17.0000 17.5000 17.7500 17.7500 17.1150 17.5350 18.4350 

USD/INR 69.576 70.000 70.000 68.000 68.000 70.4500 71.2600 72.7800 

USD/CNY 6.8685 6.9000 7.0000 7.1000 7.2000 6.8708 6.8858 6.9168 

USD/SGD 1.3552 1.3500 1.3200 1.3000 1.2900 1.3534 1.3520 1.3502 

FX Forecasts - MENA 

 21-May Q2 2019 Q3 2019 Q4 2019 Q1 2020 

USD/MAD 9.5263 9.7000 9.8000 9.8000 9.9000 

USD/TND 2.9309 3.0000 3.0500 3.1000 3.1000 

USD/TRY 5.8173 6.2000 6.3000 6.4000 6.5000 

Data as of 21 June 2019 

Source: Bloomberg, Emirates NBD Research
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Equities 
 

As we approach the second half of 2019, global equities appears to 

be caught in a tug-of-war between the adrenalin of easy monetary 

policy across economies and slowing global economic growth along 

with rising geopolitical risks. So far, the lure of a central bank put 

seems to be driving investor sentiment as key equity indices trade 

at record highs.  

 

Overall, the MSCI All Country index added +4.3% 1m to take its year 

to date gains to 14.9%. The rally was broad based with all sub-

indices closing in positive territory. The MSCI G7 index, the MSCI 

Emerging Markets index and the MSCI Frontier Market index added 

+4.0%1m, +6.8%1m and +2.8%1m respectively. Within emerging 

markets, Chinese and Turkish equities led the gains with the 

Shanghai Composite index and the Borsa Istanbul 100 index adding 

+5.2% 1m and +9.2% 1m respectively. Gains in China was driven 

by anticipation of a breakthrough in trade deadlock between the US 

and China when President Trump and President Xi meet at the G20 

meeting. Ironically, Indian equities underperformed even as the 

incumbent government returned with a bigger mandate. The Nifty 

index dropped -1.0% 1m as the focus shifted to the challenges 

before the government. Within the MENA region, most markets 

closed higher despite a rise in geopolitical tensions as indexation 

fund flows accrued. The Tadawul rallied +2.4% to take its year to 

date gains to +11.7%. According to data from Bloomberg, Saudi 

Arabia was behind only India in receiving new money invested in 

ETFs with net inflows of USD 2.2bn. This is in sharp contrast to the 

last three years when the country was behind China and Brazil. 

Net ETF inflows (USD bn) 

 
Source: Bloomberg, as of 11 June 2019 

Notwithstanding the recent rally, investors have turned cautious 

towards equities. According to Bank of America Merrill Lynch’s 

(BAML) fund manager survey, allocation to global equities dropped 

by 32% from May to a net 21% underweight, the lowest allocation 

since March 2009. With 50% of respondents expecting global 

growth to weaken over the next 12 months, allocations to cash 

increased to 5.6% from 4.6%.  

 

The second half of 2019 is filled with events, each of which has the 

potential to either disrupt or further fuel the rally in equities. Most 

important of them appears to be the Federal Reserve following the 

change in tone at their last meeting. It appears that the Fed has 

moved closer to market expectations of a rate cut. Other events 

include the increasing possibility of a hard Brexit following a higher 

probability of Boris Johnson becoming the next Prime Minister of the 

UK. However, the immediate tone could well be set by the meeting 

between the US & China Presidents at the end of this month, the 

OPEC meeting in the first week of July and the handling of the recent 

escalation in geopolitical tensions. 

 

The ‘insurance cut’ impact 

Investors are pricing in as many as three rate cuts by the Federal 

Reserve in the second half of 2019 with the first one coming as soon 

as next month. The expectations of rate cuts are founded on a weak 

outlook for the economy and concerns about low inflation. An 

‘insurance cut’ is loosely defined as one made in light of perceived 

risks which may or may not materialize. 

 

Generally, the impact of such a move on equities is deciphered by 

looking at such parallels in the past. Over the past two decades, the 

Federal Reserve made such moves in 1995-1996 and 1998. The 

decision of the Federal Reserve to put rate hikes on hold in 2016 

could also be put in the same category. However, it must be 

conceded that the circumstances are not exactly comparable. An 

analysis of past moves indicate that the insurance cut by the Fed 

did help to lengthen the economic cycle and boost risk appetite. 

 

 

 

 

 

 

 

 

 

 

 

 

As we approach the second half of 2019, global equities appears to be caught in a tug-of-war 

between the adrenalin of easy monetary policy across economies and weight of slowing global 

economic growth along with rising geopolitical risks 
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Moves in S&P and USTs 

 S&P 500 % chg UST 10y chg 

1995-1996   

6m before 1 st cut 18.6% -162 

During 16.8% -62 

6m after 0.62% 121 

1998   

6m before 1 st cut -8.8% -65 

During 21.6% -26 

6m after 11.9% 91 

Source: Bloomberg 

 

However, it is important to highlight that unlike in the 1990s, the 

decline in treasury yields are sharper in 2019 which in turn indicates 

that investors have already discounted an aggressive monetary 

policy easing. This perhaps also sets up the market for probable 

volatility should the Federal Reserve disappoint or inflation surprises 

on the upside. 

 

Another key element of this potential rate cut is the reasoning behind 

it which is driven by lower growth expectations and impact of trade 

tensions between the US and other countries. It is fair to say that in 

such a scenario earnings are expected to decline sharply. In fact, 

data from Bloomberg shows that earnings growth in the US closely 

follows the volume growth in global trade. 

S&P 500 EPS change and Global Trade 
Volume growth 

 
Source: Bloomberg 

 

While slowing earnings growth generally weighs on investor 

sentiment, it is also seen that lower yields boost valuation multiples 

enough to more than offset the same. Having said that, it is hard to 

identify when rate cuts and low bond yields become signs of 

impending recession rather than signals of risk appetite. 

 

The Brexit anniversary 
As we write, the UK would have completed three years since it voted 

to leave the European Union. However, there is little clarity on how 

or in what shape the UK will leave the EU. In fact, 2019 has been a 

microcosm of all that is in play which includes change in political 

leadership and continued lack of consensus on any type of deal. 

The new deadline for an agreement to be reached is 31 October 

2019. 

UK underperforms since Brexit vote 

 
Source: Bloomberg 

 

Over the last three years, UK equities have underperformed global 

equities amid continued uncertainty. The broad FTSE All Share 

index has rallied 20.7% (24 June 2016 to 23 June 2019) compared 

to gains of 35.4% in the MSCI World index. The divergence is wider 

when compared to other developed market peers like the S&P 500 

index which has gained +44.8%. However, the performance is 

broadly in line with European equities which gained +20.0% (Euro 

Stoxx 600 index) over the same period. Needless to add here, the 

performance of UK equities have been accentuated by decline in 

GBP. 

 

In terms of valuation, UK equities are trading at 12.6x 12m forward 

earnings. This is at a discount to the MSCI World index which is 

trading at 16.0x 12m forward earnings. In fact, the valuation 

differential between UK and global equities is close to the highest 

level in the last two decades. This is despite the high differential 

dividend yield between the two. The FTSE 100 index currently has 

a 12m forward estimated dividend yield of 4.9% compared to the 

MSCI World index 12m projected dividend yield of 2.8%. 

 

Interestingly, in the first five months of 2019, UK ETFs has seen an 

inflow of USD 1.7bn, the highest among its European peers. This is 

also in sharp contrast to outflows of USD 1.9bn from German equity 

ETF and USD 940mn from French equity ETF. However, compared 

to other developed market peers like Japan and US, the inflows are 

marginal. 
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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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Commodities 
 

Industrial metals have endured a tough second quarter. All six major 

non-ferrous metals have declined in the second quarter and most 

have pushed into negative year-to-date performance. The prospect 

of a wide-ranging and hostile trade war between the US and China 

along with a general slowdown in global manufacturing has weighed 

on metals and these effects seem unlikely to dissipate in the near 

term. We had anticipated prices tempering their strong first quarter 

performance in the second half of the year but the slowdown has 

come sooner than expected as odds of a China-US trade deal 

appear remote. We are thus revisiting several of our price 

assumptions for base metals and iron ore. 

Industrial metals soften in Q2 

 
Source: EIKON, Emirates NBD Research. Note: Jan 2 = 100. 

 

The upswing in global manufacturing that looked to have been in 

place since the start of 2016 is now firmly engaged in a downturn. 

The global manufacturing PMI fell below 50 in May while the backlog 

of work component has been stuck below 50 for all of 2019, sending 

a worrying signal for metals demand for the rest of the year. 

Meanwhile global trade as measured by the CPB World Trade 

Monitor has collapsed and is barely eking out growth.  

 

China’s economy, the critical element for global metal demand, is 

showing signs of slowdown on nearly every indicator. Exports barely 

reported growth in May while producer price inflation continues to 

slip to near 0. Manufacturing, according the government’s PMI 

figures, has been flat-lining or contracting so far this year. Market 

reaction to disappointing data from China has, however, often been 

positive on the assumption that the worse data get, the more likely 

heavy fiscal stimulus will be forthcoming.  

 

The soft underlying macro picture in China would be damaging 

enough for industrial metal demand and was what we cautioned 

earlier this year would act as a drag on metals prices. But sentiment 

towards commodities generally is turning negative as a positive 

resolution to the US-China trade war looks out of reach in the short 

term. As US president Donald Trump turns his focus to re-election 

in 2020 we expect he will maintain a hardline on China issues and 

push for significant changes to Chinese industrial policies, 

something authorities there will balk at accepting. A meeting 

between Trump and China’s president Xi Jinping later in June at the 

G20 is uncertain and appears unlikely to result in any agreement if 

it indeed occurs.  

Trade growth has slumped 

 
Source: EIKON,CPB, Emirates NBD Research.  

 

As the top-level macro picture becomes increasingly difficult for 

commodities, individual market dynamics will shape the scale of 

price response.  

 

Aluminium faces higher output from China 

Aluminium prices have fallen more than 4.4% this year as the 

market has absorbed the ending of US sanctions on Rusal, a major 

Russian producer, and persistently high Chinese production. 

Outside of China, aluminium production is in decline y/y, led by 

lower volumes from Latin America as power shortages in Venezuela 

have disrupted output there and production in Brazil had been 

affected by restrictions to domestic alumina supply.  

 

 

 

 

 

 

 

Trade war concerns are dragging metals lower even as some key markets face supply risks 
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Production from China has begun to plateau as the industry has 

been under pressure to close older, less efficient smelters and shut 

down illegally built capacity. However, China is still producing 

aluminuim at a near record pace and exports have maintained their 

elevated levels. Planned prohibitions on importing scrap metal (to 

take effect in July) should help keep domestic output near recent 

highs, particularly as declining stockpiles suggest that domestic 

demand may be holding reasonably steady.  

Aluminium production outside China 

 
Source: IAI, Emirates NBD Research. Note: ‘000 tonnes 

 

We are revising lower our forecast for aluminium prices (LME 3mth 

forwards) to an average of USD 1,815/tonne for 2019 as we expect 

the negative pressure from trade war fears to outweigh supply 

constraints in the near term. As we move into 2020 prices should 

begin to stage a recovery as supply growth outside China is likely to 

be limited.  

 

Copper supply remains constrained 

Copper prices have been pummeled by fears that the trade war 

between the US and China will push the global economy into 

recession. Since the start of the second quarter, copper prices have 

fallen more than 10% and pushed investors to take a heavily short 

position on the red metal. Speculative net short positions on 

COMEX copper account for around 17% of open interest as of mid-

June. Expectations for demand are the force setting copper prices 

in the short term even though the metal remains in a supply 

constrained thanks to limited supply growth at both mines and 

smelters.  

 

We now expect copper prices to linger closer to USD 6,000/tonne 

for the rest of 2019 with downside dips in response to negative trade 

war headlines. The muted supply outlook for the next few years, 

however, should help set a floor under prices and allow copper to 

recover.  

 

Iron ore the standout among metals 

Iron ore remains the one standout market in terms of metals 

performance. Prices have risen more than 50% ytd as output from 

Brazil has been disrupted since January. Iron ore inventories in 

Chinese ports has dipped steadily this year and are now at their 

lowest levels since early 2017. However, high iron ore amid stable 

steel prices will be squeezing steel mill margins in China and could 

see buying slowdown during the remainder of the year, particularly 

as the economy still hasn’t received heavy-handed fiscal stimulus. 

We are marking our forecasts to market but still expect prices to 

retreat from current levels by year end. 
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Major Commodities Markets 

US oil production and price 

 
Source: EIKON, Emirates NBD Research 

 

Copper stocks and price 

 
Source: EIKON, Emirates NBD Research 

 

Precious metals prices 

 
Source: EIKON, Emirates NBD Research 

 

 

International oil production and price 

 
Source: EIKON, Emirates NBD Research 

 

Aluminum stocks and price 

 
Source: EIKON, Emirates NBD Research 

 

Agriculture prices 

 
Source: EIKON, Emirates NBD Research 
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Commodity Forecasts 

Global commodity prices  

 Last 2019Q1 Q2 Q3 Q4 2018 2019 

Energy        

WTI 57.43  54.90   57.50   60.00   60.00   64.76   58.10  

Brent 65.49  63.83   67.50   67.50   63.00   71.53   65.46  

Precious metals  

Gold  1,402.89  1,303.24   1,350.00   1,350.00   1,380.00   1,268.85   1,345.81  

Silver  15.33  15.56   15.25   15.50   15.00   15.69   15.33  

Platinum 806.88  819.98   900.00   950.00   950.00   877.68   904.99  

Palladium 1,514.15  1,430.88   1,375.00   1,275.00   1,200.00   1,027.51   1,320.22  

Base metals        

Aluminum 

(USD/metric 

tonne) 

1,774.00  1,883.23   1,825.00   1,775.00   1,775.00   2,114.59   1,814.56  

Copper 

(USD/metric 

tonne) 

5,969.50  6,218.64   6,200.00   6,000.00   6,000.00   6,547.63   6,104.66  

Lead 1,907.00  2,048.80   2,043.40   1,985.39   1,985.39   2,249.46   2,015.74  

Nickel 12,135.00  12,468.29  12,400.00   12,500.00   12,750.00   13,182.34   12,529.57  

Tin 19,060.00  20,950.95  20,425.00   20,500.00   20,500.00   20,081.72   20,593.99  

Zinc 2,446.50  2,683.67   2,677.00   2,605.32   2,605.32   2,895.11   2,642.83  

Iron Ore 107.54  82.69   95.00   85.00   75.00   69.41   84.42  

Prices as of 24 June 2019. Note: prices are average of time period unless indicated otherwise.  

Source: EIKON, Emirates NBD Research 

  



 
 
 
 
 
 

Page 31 
 

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 
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