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Preface 
 

Trade disputes, geopolitical tensions and Brexit are all contributing to rising political 

risk premiums, with market volatility evident across all asset classes over the past 

month. With little end in sight to these underlying issues, the chances are that such 

volatility will continue into the end of the year, and arguably stretch into 2020 as well.  

 

Global macro: The U.S. Federal Reserve cut interest rates this month for a second time 

this year and in this cycle. While the market is expecting further easing of monetary policy 

this year, mixed messages from the FOMC muddied the outlook. 

GCC macro: PMI survey data showed a marked slowdown in non-oil sector activity in the 

UAE in August, while in Saudi Arabia the PMI has been broadly unchanged over the 

summer.                                              

MENA macro: As Egypt’s three-year IMF-sponsored reform agenda draws to a close, it is 

pertinent to assess how far the economy has come since November 2016, and whether the 

gains seen thus far are likely to be maintained even once the reform process falls out of the 

purview of the current programme.  

EM Focus: India’s economy is currently caught between visible headwinds and potential 

tailwinds. While headwinds of continued weak consumption and lack of private investment 

are obvious, government reform measures such as reduction in corporate taxes are likely 

to have a greater impact over the medium term. 

Fixed Income: Repricing of monetary policy expectations in developed markets has 

resulted in higher benchmark yields which in turn has put pressure on corporate bonds. 

However, the continued hunt for yield has helped the high yield and emerging market space.  

Currencies: The dollar has benefitted from a less dovish FOMC cut and haven bids related 

to trade and other tensions. 

Equities: Notwithstanding a multitude of unresolved issues, global equity markets have 

remained surprisingly resilient. If anything, they have built on the gains from the start of the 

year to trade near all-time highs. 

Commodities: The attacks on critical oil infrastructure in Saudi Arabia have highlighted how 

dependent the global economy remains on flows of crude from the Middle East. But 

importers of crude from the region are seeking new ways to diversify their sources of crude 

to minimize disruptions. 

 

 

Timothy Fox 

Chief Economist & Head of Research 
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Global Macro

Fed eases again but mixed messages emerge 

The U.S. Federal Reserve cut interest rates this month for a second 

time this year and in this cycle. While the market is expecting further 

easing of monetary policy this year, mixed messages from the 

FOMC muddied the outlook. Three policy makers dissented from 

the latest decision, with two wanting to keep interest rates 

unchanged while one voted for a 50bps cut. Although the OIS 

suggests there is a 65.5% chance of further rate cuts by the end of 

the year, the ‘dot-plot’ pointed to unchanged rates next year, and 

the FOMC actually revised up its 2019 GDP forecast to 2.2%. The 

Fed also appeared to stick to its message that this is a mid-cycle 

adjustment, even though it did not actually say so. Chair Jerome 

Powell highlighted sluggish investment and exports, saying that the 

move was ‘insurance against ongoing risks’, and citing the 

‘weakness in global growth and trade policy.’  

 

Fed cuts rates for second time this year 

 
Source: Bloomberg, Emirates NBD Research 

 

Powell also downplayed the recent liquidity spike as the Fed 

announced it would inject another dose of temporary liquidity 

following the jump in repo rates, offering up to USD 75bn in an 

overnight repurchase agreement operation. It also cut interest rates 

on excess reserves by 30bps, and Powell pledged to maintain these 

operations to get markets back on track. Not surprisingly President 

Trump kept up his criticism of the Fed accusing them of having “no 

vision”.  

 

Draghi’s parting cut 

Meanwhile the ECB, at Mario Draghi’s last meeting as President, 

cut the benchmark deposit rate by 10bps to -0.50% and pledged to 

renew its asset purchase program. From November 1st, the ECB will 

begin with the purchase of EUR 20Bn of assets a month for as long 

as is deemed necessary. The message around the resumption of 

QE also changed, with a pledge that it would continue for as long as 

necessary, and to end shortly before it starts raising the key ECB 

interest rates - an outcome which has not been viewed universally 

favourably by all ECB representatives. Further measures taken 

included a tiering of interest rates for banks – in a bid to protect them 

from the more pernicious effects of negative rates. While over his 

eight year tenure, Draghi has vowed to do “whatever it takes” to 

save the Euro, the limited ability of monetary policy to reinvigorate 

growth has become visibly apparent.  Thus it was no surprise to hear 

Draghi say in a speech to the European parliament that “fiscal policy 

must make a more decisive contribution” to economic growth. This 

is presumably the message that incoming ECB President Lagarde 

will take-up when she takes over at the helm of the ECB next month.  

 

The Fed and ECB are not the only central banks to have acted 

recently. In August, the RBNZ cut interest rates 50bps to a new 

record low of 1.00% (greater than the 25bps cut expected), while 

the RBI cut the Repurchase Rate 35bps to 5.40% last month. In 

addition, the Turkish central bank cut by 325bps this month lowering 

the benchmark rate to 16.50%.   

 

Headwinds lower growth expectations 

Despite these stimulus steps expectations of global growth have 

seen further downward revisions. In its latest report, the 

Organisation for Economic Co-operation and Development (OECD) 

downgraded its forecast for global growth in 2019 to 2.9% from 3.2% 

previously. Should this forecast be accurate, it would represent the 

slowest rate of global growth since 2009. The OECD has reasoned 

that escalations in trade tensions have weighed on confidence and 

thus investment. In addition growth expectations for 2020 were 

revised down to 3.0% from 3.4% previously.   

 

OECD lowers global growth expectations 

 
Source: Bloomberg, Emirates NBD Research 

 

Certainly it is quite clear that the world is experiencing a 

manufacturing recession even if it’s is not considered to be a full 

blown one. PMI data from developed economies continue to show 

signs of weakness in the manufacturing sector especially in the 

Eurozone where the composite index fell to 50.4 in September from 

51.9 a month earlier with manufacturing slumping to just 45.6. In 

Germany in particular the flash estimate for manufacturing fell to just 

41.4 far below market expectations. Services in the Eurozone 

remains in expansionary territory but with the PMI at 52 it did miss 

market expectations. Japan has also not been spared from the 

weakness in global manufacturing with the industry PMI there falling 

to 48.9 for September from 49.3 a month earlier. New orders 

declined for a ninth month in a row while there is a limited backlog 
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of work, suggesting no quick turnaround is to be expected. Services 

held up better than anticipated at 52.8 for September but that too 

showed a slowdown from August. The US was a little more mixed 

actually showing signs of improvement in the flash estimate for 

September with both the manufacturing and services PMIs 

improving slightly. However, these came after weak August reports. 

The manufacturing PMI rose to 51 (compared with 50.3) while 

services moved up to 50.9 from 50.7 a month earlier. However, in 

the services subcomponents employment moved below 50 for the 

first time since Q1 2010, taking the composite employment figure 

down to 49.4 from 50.4 a month earlier. It is also worth highlighting 

that the ISM manufacturing index plunged to as low as 49.1 in 

August, suggesting that any September rebound should probably 

be taken with a degree of caution. 

 

Trade tensions remain disruptive 

One reason for the slight uptick in the September U.S. PMI for 

instance might be on account of an apparent easing of trade 

tensions between the U.S. and China.  President Trump announced 

that the U.S. would postpone the imposition of some tariffs on China 

as a goodwill gesture to recognize the 70th anniversary of the 

People’s Republic of China. As its own goodwill gesture, the 

Chinese are also considering the purchase of US agricultural 

products. However, hopes for a resolution were subsequently 

dampened after a Chinese delegation cancelled planned visits to 

US farms, although these were later rescheduled. Much is now 

expected of the negotiations set to take place between the two sides 

next month but our optimism is not high. To the extent that August’s 

U.S. and Chinese data was presumably dragged down by trade 

hostilities through the summer, it will be interesting to see if there is 

any meaningful recovery in either on the signs of a rapprochement. 

 

Brexit stalemate continues 

The UK of course faces unique circumstances related to Brexit 

which made the Bank of England’s MPC vote to unanimously keep 

rates on hold in September not a surprise. However, their 

communication took on a more dovish stance as the Bank reiterated 

expectations that a no-deal Brexit would weigh on domestic demand 

and inflation. The MPC also revised their forecast for Q3 GDP lower 

to 0.2% but stood by their view that a no-deal Brexit would not 

necessarily lead to interest rate cuts, while a successful deal would 

likely still lead to gradual rate hikes in the coming years. 

 

The latest developments in the UK’s Supreme Court make the Brexit 

conundrum even more uncertain, and with it the outlook for interest 

rates. At face value the decision to rule the government’s decision 

to suspend Parliament as illegal plays into the hands of those 

campaigning for the UK to remain in the EU, or at least for the UK 

not to leave without a deal with Brussels. However, if it ultimately 

hastens the demise of the Johnson government it may also bring 

forward an election which could have the opposite effect of causing 

the UK to leave without a deal. With the political situation so fluid it 

is hard to see the Bank of England coming off the fence on interest 

rates anytime soon, or the volatility in sterling coming to an end.  

 

 

 

India adds fiscal stimulus 

Away from monetary policy, the Indian government announced a 

USD 20bn fiscal stimulus to the economy. With a corporate tax cut 

of as much as 10%, the move is aimed to bring India’s tax structure 

closer to those of its Asian neigh bouts with the intention of 

encouraging companies to set up manufacturing bases in the 

country. While this action is likely to attract some new business, it 

hampers the efforts of the previous efforts of the government pledge 

to increase fiscal responsibility. As a result, the fiscal deficit target 

of 3.3% of GDP may be exceeded by as much as 50-75bps in 

FY2020.   

 

Tim Fox 

Mohammed Al Tajir 

+9714 230 7800 
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Key Economic Forecasts - Global 

US 2014 2015 2016 2017 2018f 2019f 2020f 

Real GDP % 2.5 2.9 1.6 2.4 2.9 2.3 1.7 

Current A/C % GDP -2.1 -2.2 -2.3 -2.3 -2.4 -2.5 -2.6 

Budget Balance % GDP -2.7 -2.6 -3.1 -3.4 -4.2 -4.5 -4.7 

CPI % 1.6 0.1 1.3 2.1 2.5 1.8 2.0 

Eurozone        

Real GDP % 1.4 2.1 1.9 2.5 1.9 1.1 1.1 

Current A/C % GDP 2.5 2.7 3.1 3.2 2.9 3.0 2.7 

Budget Balance % GDP -2.5 -2.0 -1.6 -1.0 -0.5 -1.0 -1.1 

CPI % 0.4 0.2 0.2 1.5 1.8 1.2 1.3 

UK        

Real GDP % 2.9 2.3 1.8 1.8 1.4 1.2 1.1 

Current A/C% GDP -4.9 -4.9 -5.2 -3.3 -3.9 -4.3 -4.0 

Budget Balance % GDP -5.2 -4.1 -2.8 -1.9 -2.3 -1.5 -1.6 

CPI % 1.5 0.0 0.7 2.7 2.5 1.9 2.0 

Japan        

Real GDP % 0.4 1.3 0.6 2.0 0.8 0.9 0.3 

Current A/C % GDP 0.8 3.1 4.0 4.2 3.5 3.3 3.2 

Budget Balance % GDP -5.4 -3.6 -3.5 -3.0 -2.5 -3.5 -3.0 

CPI % 2.7 0.8 -0.1 0.5 1.0 0.7 1.0 

China        

Real GDP % 7.3 6.9 6.7 6.8 6.6 6.2 6.0 

Current A/C % GDP 2.3 2.8 1.8 1.6 0.4 0.6 0.0 

Budget Balance %GDP -1.8 -3.4 -3.8 -3.7 -4.2 -4.5 -4.4 

CPI% 2.0 1.4 2.0 1.6 2.1 2.4 2.3 

India*        

Real GDP% 6.4 7.4 8.0 8.2 7.3 6.6 6.5 

Current A/C% GDP -1.4 -1.1 -0.6 -1.5 -2.5 -2.5 -2.6 

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

CPI % 6.7 4.9 5.0 3.3 4.0 3.0 3.4 

Source: Bloomberg, Emirates NBD Research 

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

PMI survey data showed a marked slowdown in non-oil sector 

activity in the UAE in August, with the UAE PMI falling to 51.6 (from 

a 2019 high of 59.4 in May), while the Dubai PMI declined to 51.7 

last month, the lowest reading since February 2016. The softer Q3 

PMI readings have been due to slower growth in output and new 

orders, following a strong performance in Q2.   

 

We have noted that the Q2 PMI data likely reflected sharply higher 

export orders as well as some boost to household spending over 

Ramadan (May) and a longer private sector Eid holiday in June.   

Chart 1: UAE PMI 

         

Source: Haver Analytics, Emirates NBD Research 

 

The weaker Q3 readings reflect domestic fundamentals reasserting 

themselves in the UAE, as firms discounted prices at the steepest 

rate in four months, and employment was fractionally below the 

neutral 50.0 level in August.  Inventories declined in August for the 

first time since January, and this also weighed on the headline PMI 

reading for the UAE.  

Chart 2: Dubai sector PMIs 

         

Source: Haver Analytics, Emirates NBD Research 

 

In Dubai, the construction sector PMI fell to 50.6 in August, the 

lowest reading since February 2016 on much slower new orders and 

output growth. Employment in the sector fell for the fifth month in a 

row. The wholesale & retail trade sector also posted the lowest PMI 

reading year-to-date, despite further declines in average selling 

prices.   

 

There has been no job growth on average in the UAE’s private 

sector this year (Chart 1), and no rise in wages either according to 

the PMI survey data. Official data published by the UAE central bank 

showed only marginal growth in private sector jobs in H1 2019 and 

declining average salaries across all job categories. This suggests 

that household consumption is likely to remain constrained, and puts 

the onus on government to boost spending and investment in order 

to drive growth in the non-oil sectors of the economy. Chart 3 below 

shows the close correlation between private sector employment in 

the UAE and overall non-oil sector growth, illustrating the 

importance of household consumption as an engine of economic 

growth in the UAE.   

Chart 3: Employment index and UAE non-
oil growth 

         

Source: IHS Markit, FCSA, Emirates NBD Research 

 

Although the UAE ministry of finance data shows consolidated 

government spending rose 21.6% y/y in the first quarter of this year, 

this does not appear to have had an impact on non-oil sector growth 

in the UAE over the period. Official estimates show non-oil sector 

growth of just 0.3% y/y in Q1 2019, only fractionally higher than in 

Q4 2018. The softness in growth appears to be concentrated in Abu 

Dhabi, with Q1 GDP data showing a contraction of -0.9% y/y in the 

non-oil sector, the third consecutive quarter of negative annual 

growth in the emirate.   

 

Unlike the UAE, Saudi Arabia’s PMI has been broadly unchanged 

over the summer, averaging 57.1 from May - August, with output 

and new order growth slowing only slightly in July and August. 

However, even in Saudi Arabia, sustained growth in business 

activity has not translated into increased private sector employment 

year-to-date and there is very little pricing power evident on the part 

of firms. In our view, growth in the non-oil sectors of the economy 

this year has been underpinned by government spending in the 

kingdom, which was up 6.3% y/y in H1 2019 and 11% y/y in 2018.   

 

Khatija Haque 
+971 4 230 7803  
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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 % 3.1 0.5 1.7 2.0 2.6 

Current A/C % GDP 3.7 7.0 7.1 4.9 4.1 

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

CPI % 1.6 2.0 3.1 0.0 2.0 

Saudi Arabia      

Nominal GDP $bn 644.9 688.6 782.5 791.2 823.8 

Real GDP % 1.7 -0.7 2.2 2.0 1.6 

Current A/C % GDP -3.7 1.5 9.0 6.3 6.1 

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

CPI % 2.1 -0.8 2.5 -1.0 2.0 

Qatar      

Nominal GDP $bn 151.7 166.9 192.0 190.6 199.2 

Real GDP % 1.8 1.1 1.3 2.4 2.5 

Current A/C % GDP -5.5 3.8 8.7 6.0 5.4 

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

CPI % 2.7 0.4 0.2 -0.5 2.0 

Kuwait      

Nominal GDP $bn 109.4 119.5 141.5 140.9 147.0 

Real GDP % 2.9 -3.5 1.2 0.9 2.0 

Current A/C% GDP -4.6 8.0 14.4 7.2 12.3 

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

CPI % 3.2 1.6 0.6 1.0 1.5 

Oman      

Nominal GDP $bn 65.9 70.7 79.3 79.2 81.9 

Real GDP % 5.0 -0.9 2.1 1.7 2.4 

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

Budget Balance % GDP -20.9 -13.8 -6.6 -8.1 -7.2 

CPI % 1.1 1.6 0.9 1.0 2.5 

Bahrain      

Nominal GDP $bn 32.3 35.4 37.7 39.0 40.6 

Real GDP % 3.5 3.8 1.8 2.0 2.4 

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

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

CPI % 2.8 1.4 2.1 1.5 2.0 

GCC (Nominal GDP weighted avg)      

Nominal GDP $bn 429 456 515 522 544 

Real GDP % 2.4 -0.3 1.9 1.9 2.1 

Current A/C % GDP -2.8 2.8 7.9 5.1 5.2 

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

CPI % 2.1 0.4 2.1 -0.4 2.0 

Source: Haver Analytics, National sources, Emirates NBD Research
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MENA Macro : An assessment of Egypt’s IMF reform programme 
 

As Egypt’s three-year IMF-sponsored reform agenda draws to a 

close, it is pertinent to assess how far the economy has come since 

November 2016, and whether the gains seen thus far are likely to 

be maintained even once the reform process falls out of the purview 

of the current programme.  

 

On July 24, the IMF’s executive board completed the fifth review of 

Egypt’s economic reform programme, approving the release of USD 

2bn, the final disbursement of the USD 11.9bn which had been 

allowed to Egypt under its Extended Fund Facility. In its press 

release, the IMF stated that Egypt had ‘achieved its main objectives’ 

and that ‘Critical macroeconomic reforms had been successful in 

correcting large external and domestic imbalances, achieving 

macroeconomic stabilisation and a recovery in growth and 

employment, and putting public debt on a clearly declining 

trajectory.’ Looking at Egypt’s primary macroeconomic indicators it 

is hard to find fault with this assessment, especially when compared 

to the years between the political upheavals of early 2011 and the 

start of the reforms in late 2016, or even when looking at 2017, when 

the initial negative effects of the wide-ranging reforms really took 

hold and impacted on the Egyptian economy. 

 

Real GDP growth 

From a real GDP growth perspective, the headline figure climbed to 

5.6% in 2018/19, the highest level since 2007/08. This is especially 

impressive when compared to the seven years from 2011/12 to 

2017/18, when growth averaged just 3.3%. We project similar 

growth rates over the next several years, forecasting a 5.8% 

expansion in 2019/20. There have been a number of bright spots in 

terms of the growth story, with greater political stability and a 

cheaper Egyptian pound prompting a massive recovery in visitor 

numbers – 11.3mn in 2018 compared to just 9.3mn in 2015 – and 

the development of the offshore hydrocarbons sector. Public 

investment in major infrastructure projects – not least the new 

capital city being developed – have also supported growth. 

Real GDP growth recovery still in play 

 
Source: Haver Analytics, Emirates NBD Research.  

 

That being said, the evidence suggests that inclusive, domestic 

drivers of growth are as yet underperforming. The Central Bank of 

Egypt (CBE) stated in May that ‘net external demand continued to 

support economic activity, while private domestic demand remained 

subdued’, and the Purchasing Managers’ Index for Egypt appears 

to confirm the ongoing underperformance of the non-oil private 

sector. The headline index, while having improved since the reform 

process began, has struggled to post consecutive, expansionary 

50.0-plus readings; in September it fell back down to 49.4, having 

hit 50.3 in July. 

 

We anticipate that an easing in terms of the intensity of reforms – 

the private sector has borne the brunt of many of these, from 

electricity tariff hikes to very tight monetary policy – alongside 

ongoing interest rate cuts should provide a boost to the private 

sector over the next 12 months. However, the global slowdown seen 

intensifying since the start of the year could weigh on this, especially 

given the ongoing underperformance of Egyptian non-oil exports. 

While the 8% by 2022 growth target cited by Prime Minister Mostafa 

Madbouli is likely overambitious, pledges to entice private 

investment through implementing business reforms and 

encouraging learning are positive. 

 

Balance of payments 

Current account/GDP has narrowed 

 
Source: Haver Analytics, Emirates NBD Research 

 

Prior to the IMF reform programme, Egypt was struggling under 

severe external imbalances. An overvalued currency had led to a 

sizeable parallel exchange rate market, dwindling reserves and a 

widening current account deficit. Since the massive depreciation of 

the pound in November 2016, the black market rate has been 

eliminated, and reserves have been comfortably above all-time 

highs of USD 40bn since the start of 2018. Although 2016’s sell-off 

of the pound weighed heavily on households through contributing to 

an eye-watering average inflation rate of 29.6% in 2017, disinflation 

has now entrenched, with a more-than-six-year low of 7.5% y/y 

recorded at the latest print for August – aided by a multi-month 

strengthening of EGP. 
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Still attractive to portfolio investors 

 
Source: Haver Analytics, Emirates NBD Research 

 

Looking at the current account, the deficit has narrowed from 6.4% 

of GDP in 2016/17 to around 2.5% over the past two years. A return 

in tourist dollars, a reduction in imports, and the offshore gas 

development have all contributed to this. In the wider balance of 

payments, the most notable success story has been the huge 

portfolio inflows as international investors were attracted by the 

reform programme. Despite loosening monetary policy we expect 

that Egypt will remain attractive, given ongoing macroeconomic 

improvements and the global trend for looser policy. Rate cutting in 

the US and elsewhere leaves Egypt’s uncovered interest rate 

arbitrage attractive even as the CBE implements hefty cuts. On the 

downside, FDI inflows and non-oil exports have continued to 

underperform, raising concerns over the potential endurance of the 

balance of payments recovery, given the flightier nature of tourism-

related services exports and hot money inflows. 

 

Budget 

Although Egypt’s headline budget deficit remained substantial at 

8.2% of GDP in 2018/19, this belies somewhat the progress that has 

been made on fiscal consolidation, as the government has achieved 

primary surpluses over the past two years. This is a trend we expect 

to continue, forecasting a primary surplus equivalent to 2.4% of GDP 

in 2019/20. Further, while the headline deficit figure remains large, 

it is substantially reduced from the 11.4% average over 2010/11 to 

2017/18. Measures related to the IMF programme aimed at more 

constructive spending – eliminating energy subsidies and directing 

targeted social support measures – alongside tax reforms such as 

hikes to VAT have contributed to this. 

 

With a primary surplus achieved, it remains incumbent to curb debt 

levels, the servicing of which is keeping the budget in deficit. Egypt’s 

government debt stood at 102.3% of GDP in 2018, up from 88.0% 

in 2011. We believe this has peaked, however, to the primary 

surpluses, cuts to the benchmark interest rates, and a move towards 

greater external debt issuances which should reduce debt servicing 

costs. Egypt has announced plans to issue further Eurobonds in this 

new fiscal year, continuing a trend of moving away from costlier 

short-term domestic debt issuances. The other potential benefit of 

this is a reduction in the crowding-out effect of domestic government 

borrowing; the government owes over 80% of domestic debt. 

 

Debt servicing is an increasing % of total 
expenditure 

 
Source: Haver Analytics, Emirates NBD Research 

 

Future prospects 

The gains made over the past several years are undeniable, as a 

concerted effort by the CBE and the government, under the 

guidance of the IMF, has served to eliminate or substantially reduce 

the external and domestic imbalances which had developed in the 

Egyptian economy. The question now is, can the reform momentum 

be maintained even now that the initial EFF programme has come 

to an end? 

 

For the time being at least, the indications are that it can be. Egypt 

plans to enter into a non-monetary deal with the IMF, whereby the 

Fund will continue to act as an important policy anchor, reassuring 

external partners and investors that the country remains committed 

to ongoing reforms. Further, the global environment is favourable at 

present. Although a severe escalation in trade tensions would be a 

drag on the Egyptian recovery, the global monetary easing acts in 

its favour for now. Finally, improved security and political stability – 

the next presidential election is not until 2022 – gives the 

administration space in which to continue implementing painful 

reforms which sometimes take an outsize toll on households.  

 

 

Daniel Richards 
+971 4 609 3035

0

5

10

15

20

25

30

35

40

45

50

Jan-11 Jul-12 Jan-14 Jul-15 Jan-17 Jul-18

Foreigners' holding of t-bills Reserves

0.0

10.0

20.0

30.0

40.0

50.0

60.0

70.0

80.0

90.0

100.0

FY2012 FY2014 FY2016 FY2018 FY2020

Subsidies Wages/Salaries

Interest Payments Other Expenditure



 
 
 
 

Page 13 
 

  

Key Economic Forecasts – Non-GCC Oil Importers 

Egypt* 2016 2017 2018e 2019f 2020f 

Nominal GDP $bn 332.4 225.8 241.6 298.1 349.3 

Real GDP % 4.3 4.1 5.3 5.6 5.8 

Current A/C % GDP -6.0 -6.4 -2.5 -2.7 -2.9 

Budget Balance % GDP -12.05 -10.83 -9.83 -8.22 -7.13 

CPI % 13.7 29.6 14.4 10.7 9.5 

Jordan      

Nominal GDP $bn 39.2 40.7 41.7 43.2 44.6 

Real GDP % 2.1 2.1 2.0 2.3 2.3 

Current A/C % GDP -9.4 -10.6 -6.8 -6.3 -6.1 

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

CPI % -0.8 3.3 4.5 0.8 1.9 

Lebanon      

Nominal GDP $bn 51.1 52.1 62.4 66.4 70.8 

Real GDP % 1.6 0.6 0.4 0.4 1.3 

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

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

CPI % -0.8 4.5 6.1 3.5 3.5 

Morocco      

Nominal GDP $bn 103.3 109.6 117.9 119.1 123.7 

Real GDP % 1.1 4.2 3.0 2.7 3.0 

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

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

CPI % 1.6 0.8 1.8 0.3 0.8 

Tunisia 103.3 109.6 117.9 119.1 123.7 

Nominal GDP $bn 41.7 36.8 34.5 30.6 30.6 

Real GDP % 1.0 1.7 2.5 2.7 3.0 

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

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

CPI % 3.7 5.3 7.4 6.8 5.5 

Oil Importers  (GDP weighted avg)      

Nominal GDP $bn 223.8 147.8 158.8 197.8 234.7 

Real GDP % 3.05 3.38 3.68 3.93 4.33 

Current A/C % GDP -7.4 -8.3 -6.5 -5.8 -5.6 

Budget Balance % GDP -7.4 -8.3 -6.5 -5.8 -5.6 

CPI % -7.4 -8.3 -6.5 -5.8 -5.6 

Source: Haver Analytics, National sources, Emirates NBD Research 

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

Algeria 2016 2017 2018e 2019f 2020f 

Nominal GDP $bn 160.2 167.6 165.5 164.4 169.0 

Real GDP % 3.2 0.4 1.6 1.0 2.0 

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

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

CPI % 5.8 6.0 3.5 3.2 4.5 

Iran      

Nominal GDP $bn 441.8 446.9 422.4 470.5 548.0 

Real GDP % 12.4 3.3 -4.2 -6.4 1.6 

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

Budget Balance % GDP -4.8 -5.1 -4.2 -4.4 -3.9 

CPI % 8.7 10.0 21.0 31.2 17.5 

Iraq 441.8 446.9 433.4 494.1 586.2 

Nominal GDP $bn 165.2 166.2 216.5 244.4 251.9 

Real GDP % 9.6 1.0 0.8 4.2 4.1 

Current A/C% GDP 1.3 9.0 13.6 8.4 7.3 

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

CPI % 1.3 0.7 0.4 0.5 1.0 

Libya      

Nominal GDP $bn 43.6 63.3 76.1 88.2 104.2 

Real GDP % -6.9 34.8 7.6 5.4 10.4 

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

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

CPI % 9.5 25.0 11.5 10.0 8.5 

Oil Exporters (GDP weighted avg)      

Nominal GDP $bn 312.4 307.4 293.4 326.5 375.9 

Real GDP % 8.7 5.3 -0.6 -1.5 3.0 

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

Budget Balance % GDP -8.0 -7.5 -6.2 -4.8 -4.8 

CPI % 6.1 8.2 12.3 17.2 10.6 
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EM Focus - India 
 

India’s economy is currently caught between visible headwinds and 

potential tailwinds. While headwinds of continued weak 

consumption and a lack of private investment are obvious, the 

government reform measures such as a reduction in corporate taxes 

are likely to have a positive impact over the medium term. 

 

Reform measures 

The GDP print of 5% for Q1 FY 2020 confirmed the pain in the 

economy shown by various high frequency data prints and forced 

the government to introduce new measures to support the economy. 

Not only was the headline growth reading a six-year low, the 

underlying data indicated a more worrying picture. Nominal GDP 

growth slowed down to 7.9% from 9.4% in the previous quarter. The 

real GVA growth dropped to 4.9%. Within segments, manufacturing 

growth dropped to a mere 0.6% while private consumption slowed 

to 3.1%. In short, every underlying data projects a more sustained 

slowdown. The challenges for the government becomes more stark 

when looked at in the context of slowing global growth. 

GDP growth slows to multi-year lows (%, 
y/y) 

  
Source: Bloomberg 

 

The announcements made by the government can be classified into 

short term tweaks (changes in processes and GST rates, and 

rollback of taxes on foreign portfolio investors) and medium term 

reforms (changes in tax rates and merger of public sector banks). 

While the effectiveness of the measures in the near term can be 

debated, the urgency on part of the government in arresting current 

economic slowdown was certainly driven home. 

Corporate Taxes 
The government decided to retrospectively (effective from April 

2019) reduce basic corporate tax rate to 22% from the current level 

of 30% for all companies. Further, the minimum alternate tax (MAT) 

has been lowered to 15% from 18.5%. Interestingly, the government 

also introduced a new slab of corporate tax rate of 15% for new 

manufacturing companies that would set-up from Q3 FY 2019 

onwards and commence production before March 2023. Such 

companies would also be exempt from paying MAT.  

Corporate tax rates 

 
Source: Bloomberg, KPMG 

 

The impact would be multi-fold with most felt over the medium term 

apart from the immediate lift in investor sentiment. For starters, the 

lower corporate rates brings them on a par with those in other Asian 

countries. According to KPMG, the global average corporate tax rate 

is 23.79% and the Asian average corporate tax rate us 21.09%. This 

will allow the government to aggressively pitch India as an 

alternative destination for companies looking to set-up a new 

manufacturing base or relocate existing ones. For existing 

companies, this will help them improve margins and cash flows. The 

government hopes that companies would use the additional money 

to either lower prices of consumer products or invest in additional 

capacity.  

 

 

 

 

 

 

 

 

India is currently caught between visible headwinds and potential tailwinds 
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There is also an obvious impact on government finances. According 

to official estimates, this is likely to result in loss of government 

revenues by as much as USD 20bn. While the actual impact on 

fiscal estimate is hard to gauge at this point given the recent transfer 

of the RBI’s surplus of USD 25bn to the government, it is fair to 

assume that the slippage could be anywhere between 0.4% to 0.7% 

of GDP. Even so the government has not increased its borrowing 

plans for the year. 

 

Following the move, there has been intense discussion as to 

whether the fiscal stimulus should have been used to directly boost 

consumption instead of supporting the supply side of the economy. 

Analysts cite the example of the US where tax cuts in late 2017 had 

negligible impact on investments. According to a Congressional 

Research reports, net investments as a percentage of GDP 

remained flat between 2017 and 2019. It appears that most of the 

additional cash was used by corporates to initiate share buybacks. 

According to market reports, the S&P 500 companies bought back 

stocks worth USD 1.1 trillion in 2018 alone and are on track to equal 

the same in 2019. 

 

RBI – Focus on growth 

The Reserve Bank of India has loosened monetary policy since the 

start of the year. In fact, the central bank has reduced the repo rate 

by 85bps in the first eight months of the year including an outsized 

35bps at its last meeting. The minutes of the last meeting indicate 

that growth remains the highest priority for the central bank at the 

moment and hence we expect them to cut rates further in 2019.  

 

Room remains for the RBI to cut again 

 
Source: Bloomberg 

 

The continued benign inflation trajectory widens the room for 

maneuver by the RBI despite the recent fiscal stimulus by the 

government. The August CPI inflation came in at 3.2% y/y, slightly 

higher than previous month’s reading of 3.15% but much lower than 

RBI’s median target of 4%. Importantly for the central bank, 

monsoon rains moved into normal trajectory which further alleviates 

the risk of sustained pressure on food prices. The cumulative rainfall 

at the end of mid-September 2019 stood at a surplus of 4% of long-

term average relative to expectation of a 4% deficit at the start of the 

monsoon season.  

 

Having said that it is possible that the RBI could be wary of a sharp 

and sustained spike in oil prices following attacks on Saudi Arabian 

oil facilities. While the recent moves in oil prices suggest that such 

scenario is unlikely to happen, the conflicting reports on Aramco’s 

ability to recover production might be a concern. 
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Fixed Income 
 

Global Bonds 

Even as economic growth concerns increased over the past month, 

Treasuries traded lower. Most central bankers struck a measured 

tone even as they reduced rates including the Federal Reserve and 

the European Central Bank. In fact, the dot plot which indicates 

current median preferences of the FOMC members showed that 

they expect no change in rates between now and the end of 2020. 

The European Central Bank cut rates and restarted quantitative 

easing while simultaneously asking governments to provide fiscal 

stimulus. Yields on the 2y, 5y and 10y USTs was at 1.67% (+12 bps 

1m), 1.60% (+19 bps 1m) and 1.73% (+20 bps 1m) respectively. 

The moves in European sovereign yields were similar with yields on 

10y bunds rising 10 bps 1m to -0.57%. 

 

The move in benchmark yields as a result of repricing of monetary 

policy bias in developed markets had its impact on corporate bonds 

as well. The Bloomberg Barclays US Corporate index dropped -

0.8% 1m. Interestingly, global high yield bonds and emerging 

market USD bonds outperformed broader indices. The Bloomberg 

Barclays Global High Yield index rose +0.33% 1m while the 

Bloomberg Barclays EM USD Aggregate index rose +0.1% 1m. It is 

likely that continued hunt for yield supported the bid for those bonds. 

 

GCC Credit 

The move in benchmark yields coupled with geopolitical 

developments in the region and a slew of new issues has weighed 

on bond prices over the last month. The YTW on Bloomberg 

Barclays GCC Credit and High Yield index rose +10bps 1m to 

3.24%. However, credit spreads remained largely flat at around 153 

bps. 

 

It is worth noting that new issues have picked up pace over the 

course of last month with companies raising c. USD 19bn. In terms 

of issues, it was dominated by sovereigns with the Emirate of Abu 

Dhabi and Kingdom of Bahrain raising USD 10bn and USD 2bn 

respectively. 

 

Negative Yields 

The concept of negative yields, which very few fixed income books 

dwelled on until recently, has become a phenomenon over the last 

couple of years. At the time of writing the aggregate market value of 

negative yielding debt stands at USD 15 trillion (Bloomberg Barclays 

Global index). At the end of last month, the value stood at USD 17 

trillion or just over 30% of the index by market value. 

 

Market value of negative yielding bonds 

 
Source: Bloomberg 

 

The Eurozone and Japan account for the largest share of negative 

yielding debt as central banks have pushed into unorthodox policies 

to support growth.  

 

Within the Eurozone, 10y sovereign bonds are currently yielding 

negative in 11 out of 17 countries. The highest 10y yield is for 

Greece at 1.315% and the lowest is for Germany at -0.61%. For 

Japan, the 10y yield currently stands around -0.26%.  

 

The combined size of the world’s four largest central banks, the 

Federal Reserve, the Bank of Japan, the European Central Bank 

and People’s Bank of China stands at USD 19.32 trillion relative to 

USD 15.6 trillion at the end of 2015. Although some of this increase 

reflects a currency effect, central banks have revised the concept of 

‘lender of last resort’ to include buying of fixed income securities as 

part of their quantitative easing program. This has resulted in a 

situation where investors are actually taking a cut in their savings 

over a 10 year period.  

 

 

 

 

 

 

 

 

 

 

 

 

 

Repricing of monetary policy expectations in developed markets has resulted in higher 

benchmark yields which has put pressure on corporate bonds 
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Balance Sheet of top four global central 
banks (USD trillion) 

 
Source: Bloomberg 

 

Who is buying? 
Given the counter-intuitive nature of such a concept, it is worth 

exploring who is buying these securities. While fundamentally, these 

should primarily be investors who are fearing or expecting deflation, 

market research suggests that these are primarily foreign investors 

who are taking advantages of cross-currency swaps to generate 

positive returns. For a USD investor, on a fully hedged basis, a 2y 

Japanese bonds actually yields 1.90% compared to a headline yield 

of -0.33%. Similarly, the 5y and 10y bonds yield 1.84% and 2.02% 

compared to headline yields of -0.38% and -0.25%. 

 

The investor flow data bears this out. According to a report by JP 

Morgan, foreign investors bought USD 210bn of Eurozone bonds 

and USD 70bn of Japanese bonds in H1 2019. The data for 

Eurozone is in sharp contrast to outflows of USD 550bn between 

March 2015 and December 2018. 

Fixed Current Yield (%) 
Hedged USD 

Yield (%) 

2y JGB -0.33 1.90 

5y JGB -0.38 1.84 

2y Germany -0.74 1.59 

5y Germany -0.76 1.43 

Data as of 25 September 2019 

Source: Emirates NBD Research 

 
Impact on GCC bonds 
The widespread prevalence of low yields in general and negative 

yields in particular has sent investors on a hunt for yield. The bonds 

issued from the GCC region stand out for such investors as the 

average sovereign rating is A+, the currencies are pegged to USD 

and a significant portion of the issuers are either sovereign or quasi 

sovereign. It is also worth highlighting that about two-third of GCC 

bonds are rated in investment grade category which becomes 

important in light of the fact that nearly 27% of investment-grade 

bonds in the world are currently yielding negative returns.  
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Interest Rate Forecasts 

US Treasuries Forecasts  

 Current 3M 6M 12M    

2y 1.65 1.75 1.80 1.90    

10y 1.70 1.90 2.00 2.00    

2s10s (bp) 5 15 20 10    

3M Libor  

3m 2.09 2.00 2.00 1.85    

3M Eibor  

3m 2.40 2.25 2.25 2.00    

Policy Rate Forecasts 

 Current % 3M 6M 12M    

FED (Upper Band) 2.00 1.75 1.50 1.50    

ECB (deposit rate) -0.50 -0.50 -0.50 -0.50    
BoE 0.75 0.75 0.50 0.50    
BoJ -0.10 -0.10 -0.10 -0.10    
SNB -0.75 -0.75 -0.75 -0.75    
RBA 1.00 1.00 0.75 0.75    
RBI (repo) 5.40 5.00 5.00 4.75    
SAMA (reverse repo) 2.00 1.75 1.50 1.50    

UAE (Repo rate) 2.25 2.00 1.75 1.75    

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

CBB (o/n depo) 2.00 1.75 1.50 1.50    

CBO (o/n repo) 2.77 2.52 2.52 2.25    

CBE (o/n depo) 14.25 13.25 12.25 12.25    

Source: Bloomberg, Emirates NBD Research 

As at 26 September 2019
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Currencies 
 

Dollar remains underpinned 

Over the last month, the dollar has gained against a basket of other 

currencies, with the Dollar Index (DXY) rising 0.68% to 98.663. 

While the dollar has mainly benefitted from a lackluster performance 

from other currencies, two factors have supported it over the last 

fortnight. Firstly, although the Fed cut interest rates by 25bps to 

1.75-2.00% as widely expected, the meeting revealed a divided 

FOMC (see global macro). As a result of this, market expectations 

for the timing of additional rate cuts have receded a little and this 

has been constructive for dollar strength. As we presently see only 

two more rate cuts over the coming year, this steadiness can 

probably continue, although it would be at risk if the Fed is forced 

into make more drastic cuts. Secondly, while there has been hope 

for a resolution to the trade dispute between the United States and 

China, there have also been multiple hurdles and re-escalations of 

tensions. This has also resulted in ongoing appetite for dollars, as 

the market doubts if any meaningful end to the dispute is near. 

DXY remains above key levels 

 
Source: Bloomberg 

 

At present, the Dollar Index is at 98.668, trading above 50-day 

moving average (98.674) and 76.4% one-year Fibonacci 

retracement. While the index stays above these levels, the risk is for 

further upside and a retest of the 2019 high of 99.370 cannot be 

ruled out. Even if these levels falter, more significant support can be 

found at the 50-month moving average (96.148) which means that 

in the medium term, short of any breaking developments, the dollar 

is likely to remain firm. 

 

EUR upside limited for now 

Almost unchanged just below the 1.10 level, EURUSD has spent 

much of the last month ranging from 1.0930 to 1.1110. However, 

weaknesses in the Eurozone are likely to keep the single currency 

under pressure. Although the ECB introduced additional easing 

measures at their September meeting (see global macro), the 

market was hopeful of more measures and the euro was able to 

climb above the 1.11 level. However, these gains were reversed in 

quick succession by economic data which has triggered fears that 

the Eurozone may go into a recession. Analysis of the survey data 

from Germany, the Eurozone’s largest economy, portrays a gloomy 

picture. The German Composite PMI reading for September came 

in at 49.1, down from 51.2 the previous month and was in 

contraction territory for the first time in over six years. While there 

will undoubtedly be pressure on the ECB’s incoming President 

Christine Lagarde to address this by loosening monetary conditions 

further, there is also widespread pressure on governments to 

introduce fiscal stimulus steps as well. The problem for the EUR is 

that neither can be counted on given a dysfunctional EU fiscal policy 

structure and an ECB that is starting to show deep divisions over 

making further stimulus moves. As such, we are becoming more 

pessimistic about the EUR’s present condition and about its future 

and have revised our forecasts lower to reflect this. 

EURUSD remains under pressure 

 
Source: Bloomberg 

 

 

 

 

 

 

The dollar has benefitted from a less dovish FOMC cut and haven bids related to trade tensions 
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Currently trading at 1.0987, EURUSD has been unable to break 

above the resistive 50-day moving average since July 19th. While it 

remains below this level (1.1100), the technical outlook is bearish 

for the cross. Should the price realize a weekly close below the 

23.6% five-year Fibonacci retracement (1.0942), it may trigger a 

more significant decline towards the 1.05 level.  

 

GBP still not out of the Brexit woods 

Over the last month, sterling has been the best performing G10 

currency as investors have started to discount the probability of the 

United Kingdom leaving the European Union without a Brexit deal. 

While this theme has surfaced frequently over the course of the 

year, Brexit does seem to be entering an end-game finally. 

Unfortunately it is still impossible to say which way Brexit will be 

concluded, and we would caution that a ‘no-deal’ outcome is still not 

out of the question. Even though Parliament has passed a law 

demanding that the government request another extension if a deal 

is not reached, it is not clear that PM Johnson will comply and he 

still appears intent on taking the UK out of the EU on 31st October 

with or without a deal. That still leaves GBP vulnerable to renewed 

downside risks especially from current levels. A 2.32% gain over the 

last month has taken GBPUSD to 1.2438. In the process, the price 

broke above the 50-day moving average (1.2275) and briefly rose 

above the 100-day moving average (1.2476) before some of the 

gains were pared. Should the price realize a weekly close above 

1.25 (not far from the 38.2% one-year Fibonacci retracement of 

1.2502), the next move is likely to be towards 1.2670, the 50% one-

year Fibonacci retracement, a level not seen since July. 

GBPUSD breaks 50-day MA 

Source: Bloomberg 

 

Rising US yields trigger JPY weakness 

JPY has been the worst performing G10 currency of the last month, 

with USDJPY rising 1.21% from 106.28 to 107.58, not far from our 

Q3 2019 forecast of 108. The main driver behind this move has been 

a rise in the 10-year treasury yield which has risen by 24 bps from 

1.47% to 1.71%. This move has seen the price break above the 50-

day moving average (107.09) and even briefly break the 100-day 

moving average (107.89) before encountering selling pressure near 

the 38.2% one-year Fibonacci retracement (108.31). Should the 

price close above this level on a weekly basis, it is likely to trigger a 

larger climb towards 110 in the medium term. The risk of this will be 

compounded if the Bank of Japan does decide to adopt further 

stimulus measures as mentioned in the global macro. 

USDJPY to see further upside? 

Source: Bloomberg 

 

RBNZ shoots down Kiwi 

Over the last month, NZD has underperformed and been the second 

softest performing major currency. The major catalyst behind this 

softness has been the loosening of monetary policy from the RBNZ 

and economic data. New Zealand’s trade balance shifted from a 

trade surplus of NZD 331Mn in June to a deficit of NZD 685Mn in 

July (far greater than the expected deficit of NZD 254Mn). In addition 

GDP slowed to 2.1% y/y in Q2 2019, down from 2.5% the previous 

quarter. However, the major catalyst behind the Kiwi’s weakness 

was the interest rate cut from the RBNZ at their August meeting. 

While the market was expecting a 25bps cut, policy makers enacted 

a 50bps cut, taking the Official Cash Rate down to a new record low 

of 1.00%. Furthermore, comments the Governor Adrian Orr 

indicated at the press conference that he could “easily see” the 

possibility of negative rates and the central bank may take 

unprecedented steps such as Quantitative Easing.  

 

As we go to print, the NZD is trading at 0.6296, not far from the 2019 

lows 0.6255 seen in the last week. With the OIS currently implying 

a 78.6% chance of further cuts this year, the price may decline 

towards new 2019 lows in the medium term. 
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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-CAD 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Bloomberg, Emirates NBD Research 

 

 

Interest Rate Differentials-GBP 
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Interest Rate Differentials-JPY 
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Interest Rate Differentials-AUD 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Bloomberg, Emirates NBD Research 
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FX Forecasts 

FX Forecasts - Major Forwards 

 24-Sep Q3 2019 Q4 2019 Q1 2020 Q2 2020 3m 6m 12m 

EUR/USD 1.0991 1.0900 1.1000 1.1200 1.1500 1.1064 1.1137 1.1269 

USD/JPY 107.58 108.00 110.00 110.00 108.00 106.93 106.23 105.06 

USD/CHF 0.9902 0.9800 0.9700 0.9500 0.9400 0.9827 0.9753 0.9623 

GBP/USD 1.2428 1.2300 1.2200 1.2400 1.2600 1.2470 1.2508 1.2566 

AUD/USD 0.6780 0.6800 0.7000 0.7100 0.7200 0.6799 0.6814 0.6840 

NZD/USD 0.6297 0.6200 0.6300 0.6500 0.6600 0.6310 0.6322 0.6342 

USD/CAD 1.3263 1.3000 1.2800 1.2600 1.2400 1.3247 1.3237 1.3240 

EUR/GBP 0.8844 0.8862 0.9016 0.9032 0.9127 0.8872 0.8904 0.8968 

EUR/JPY 118.24 117.72 121.00 123.20 124.20 118.24 118.24 118.24 

EUR/CHF 1.0884 1.0682 1.0670 1.0640 1.0810 1.0873 1.0862 1.0845 

FX Forecasts - Emerging Forwards 

 24-Sep Q3 2019 Q4 2019 Q1 2020 Q2 2020 3m 6m 12m 

USD/SAR* 3.7511 3.7500 3.7500 3.7500 3.7500 3.7512 3.7518 3.7563 

USD/AED* 3.6730 3.6730 3.6730 3.6730 3.6730 3.6745 3.6762 3.6790 

USD/KWD 0.3038 0.3020 0.3020 0.3020 0.3020 0.3047 0.3055 -- 

USD/OMR* 0.3848 0.3850 0.3850 0.3850 0.3850 0.3853 0.3859 0.3879 

USD/BHD* 0.3770 0.3770 0.3770 0.3770 0.3770 0.3761 0.3761 0.3781 

USD/QAR* 3.6621 3.6400 3.6400 3.6400 3.6400 3.6593 3.6566 3.6508 

USD/EGP 16.3005 16.3000 16.0000 16.0000 16.0000 16.8450 17.3500 18.3500 

USD/INR 70.851 71.000 72.000 69.000 68.000 71.6900 72.5600 74.1800 

USD/CNY 7.1051 7.0000 7.1000 7.2000 7.2000 7.1107 7.1320 7.1668 

USD/SGD 1.3772 1.3800 1.3800 1.3700 1.3700 1.3758 1.3746 1.3734 

FX Forecasts - MENA 

 24-Sep Q3 2019 Q4 2019 Q1 2020 Q2 2020 

USD/MAD 9.6196 9.7000 9.7000 9.8500 9.9000 

USD/TND 2.8885 2.8600 2.8500 2.8500 2.9000 

USD/TRY 5.6007 5.8000 5.8000 6.1000 6.2000 

Data as of 24 September 2019 

Source: Bloomberg, Emirates NBD Research
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Equities 
 

Notwithstanding a multitude of unresolved issues, global equity 

markets have remained surprisingly resilient. If anything, they have 

built on the gains from the start of the year to trade near all-time 

highs. It does appear at the moment that risk is not fairly priced and 

markets are moving more on technical factors than fundamentals. 

This would warrant caution as those technical factors fade and 

economic growth expectations continue to weaken further. 

 

Overall, the MSCI All Country index rallied +4.1% 1m to take their 

year to date gains to 14.5%. Gains were primarily driven by 

developed and emerging market indices as frontier market indices 

continue to underperform. The MSCI G7 index, the MSCI Emerging 

Market index rallied +4.4% 1m and +3.9%1m while the MSCI 

Frontier Markets index have dropped -2.7% 1m. Within emerging 

market Indian and Turkish equities have outperformed with the Nifty 

and the Istanbul 100 index gaining +5.6% 1m each. The strength in 

Indian equities have been driven by the decision of the government 

to provide a stimulus of USD 20bn in the form of a reduction in lower 

tax rates (see EM Focus – India section) and rolling back of taxes 

introduced on foreign portfolio investors in the budget announced in 

July. Interestingly, despite the rally and best efforts of the 

government, foreign institutional investors remain net sellers to the 

tune of USD 185mn in September 2019 when these announcements 

were made. Turkish equities on the other hand have received a 

boost from a 750bps reduction in interest rates by the Central Bank 

of Turkey over the last two months. MENA equities remained under 

pressure with the MSCI Arabian Markets index dropping -3.1% 1m 

to trim their year to date gains to +2.6%. 

 

While the broad headline index movements paints a rather rosy 

picture, there has been a significant shift in the qualitative aspect of 

the gains. For example, value stocks have outperformed growth 

stocks, cyclical sector stocks have outrun defensive sector stocks 

and momentum stocks have substantially underperformed broader 

indices. The MSCI World Value index has rallied +5.8% 1m relative 

to the gain of +2.6% 1m in the MSCI World Growth index. The 

outperformance is in sharp contrast to year to date performance 

where the MSCI World Value index has gained 10.9% while the 

MSCI World growth index has gained +20.6%. Similarly, the total 

return from MSCI World Momentum index for 1m is 1.4% compared 

to ytd returns of 20.0%.  

 

Looking ahead, it seems that markets remain too sanguine about 

multiple overhangs which include geopolitics and economics 

despite them starting to manifest into significant headwinds. In fact, 

they have spread across geographies with geopolitics engulfing the 

US and MENA, Brexit conundrum weighing on the Eurozone and 

trade issues coupled with slow economic growth dominating the 

emerging market landscape. Each one of these factors retains the 

ability to disrupt market momentum which in turn makes the near-

term direction of equities fraught with risk. More so when a 

consensus is emerging that global central banks are entering the 

phase of diminishing efficacy of their measures.  

 

Technical Factors 

The rally in global equity markets in 2019 has in large parts been 

attributed to technical factors like liquidity, positioning and share 

buybacks. These have come more in focus as mounting concerns 

reflected in other asset classes have not found their way in equities. 

 

Earnings Yield 
For investors looking to deploy cash in various asset classes, the 

answer generally comes from relative valuation. At a time when 

major equity indices are trading close to all-time highs, the question 

of valuation necessarily crops up. While in absolute terms, equities 

do look slightly expensive, they are trading at cheap levels relative 

to fixed income securities. 

 

The equity risk premium (ERP) which reflects the difference 

between earnings yield and the long-term risk free interest rate is 

considered the best measure. The ERP for the MSCI All Country 

index relative to the Barclays Global Aggregate Bond index currently 

stands at 400 bps, which is one standard deviation higher than its 

long-term average. The ERP for US equities measured as the 

difference between earnings yield of S&P 500 index and the 10y 

Treasury yield stood at 348 bps. The scenario is similar in the 

Eurozone where the earnings yield for Euro Stoxx 600 index stands 

at c. 7% relative to negative bond yields and for emerging markets 

where the equity risk premium stands at 310 bps. 

 

While the current ERP appears attractive, it must be noted that they 

are currently off the highs seen early in the year. Further, signs that 

most central banks are hinting towards the need to replace 

monetary policy easing with fiscal stimulus could squeeze the 

spreads from hereon. 
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Equity risk premium at elevated levels 
(S&P 500 index) 

 
Source: Bloomberg 

 
Stock Buybacks 
The tax break provided by the US government at the end of 2017 

sparked a sharp increase in stock buybacks by US companies. In 

fact, since 2018 the average amount of stocks bought back in a 

quarter has increased to USD 175bn compared to a quarterly 

average of USD 125bn in 2016 and 2017. This has led to theories 

that the increase in buybacks have inflated the stock prices and also 

provided a critical support during risk-off periods. Theoretically, 

stock buybacks reduce the number of shares outstanding which in 

turn increases the earnings per share considering earnings remains 

constant.  

Stock buy backs slowing down (USD bn) 

 
Source: S&P Global Dow Jones Indices 

 

Importantly, according to market data, the impact of share buybacks 

on EPS has increased from an average of 0.2% in the last decade 

to 2.1% in Q2 2019. In fact, the contribution to the EPS growth has 

increased from 0.8% in Q1 2018 and 1.8% in Q4 2018. The counter 

argument to this theory is that buybacks account for only 1% of all 

shares traded on the stock market with domination from few large-

cap companies. The data shows that 20 companies accounted for 

more than one-third of total cash spent on buybacks in 2018 by US 

companies.   

 

While the actual impact may be hard to quantify, it is worth 

highlighting that the amount of money spent on share buybacks is 

reducing and hence its impact is likely to fade away. According to 

data from S&P Global the amount spent in Q2 2019 in the US stood 

at USD 166bn, lower than USD 205bn in Q1 2019 and USD 190bn 

in Q2 2018. 

 

In an interesting aside, the government of India imposed a 20% tax 

on share buybacks by Indian listed companies. The move has been 

put in place in a bid to force companies to spend cash on new 

investments.   

 

Politics 
Generally politics are not considered a technical factor. However, 

the combination of US President Donald Trump and Twitter does 

translate into one. In fact, many investors refer it as the ‘Trump 

Tweet Put’ i.e, a market moving tweet from the US President. It is a 

consensus view that the current US President regards stock market 

performance as an important benchmark in judging his Presidency. 

Trade talks, which have been the most driving factor in equity 

markets in 2019, have been the key subject of tweets from him. His 

ability to change investor sentiment can be gauged by the positive 

turnaround in US equities overnight following his comments that a 

trade deal can be reached sooner than expected even before formal 

talks have begun. However, the start of an impeachment enquiry 

into Donald Trump does have the potential to minimize the impact 

of ‘Trump Tweet Put’ as volatility would increase. 

 

Geopolitics can also be subsumed into this technical factor. Among 

them the issue of Brexit and recent events in the Middle East stand 

out. So far this year investors have continued to price in a delay into 

Brexit and have remained calm about the side effects of the same 

on the UK economy. The same in reflected in the performance of 

the FTSE 100 index at the peak of uncertainty which rallied +2.8% 

1m despite a +1.1% 1m strength in GBP. The recent market moves 

in the Middle East is a clear example of how quickly things can 

unravel. For example, Egyptian equities lost 50% of their year to 

date gains in three days following reports of political protests. The 

move was despite stable economic growth and easy monetary 

policy. The EGX 30 index dropped -5.2% 1m to trim their year to 

date gains to +4.3%.   

 

Aditya Pugalia 
+9714 609 3027 
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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 
 

The surge in crude oil prices following drone attacks on Aramco 

facilities in Saudi Arabia has highlighted how critical the Middle East 

remains as a baseload supplier of crude oil to international markets. 

Saudi Arabia’s energy industry leadership has stressed that any 

interruption to supplies will be short-lived and production will be back 

at pre-attack levels only a few weeks after the incident. But anxiety 

over security of supply will remain widespread in oil markets. 

Regardless of how quickly the repair work can be completed, oil 

importers are re-examining their reliance on flows from the Middle 

East and accelerating a path of diversifying the origins of their crude 

supplies. 

 

Oil markets will remain fixated on how quickly Aramco is able to 

restore production and processing capacity at the affected sites as 

the company has said output would be at pre-attack levels by the 

end of September. If indeed production resumes from October at 

around 9.5-10m b/d then the disruption to headline oil market 

balances will be minimal: we assume a stock draw in Q4 of just 200k 

b/d before a surplus returns in Q1 2020. But should production only 

stabilize at 6m b/d—assuming the recovery in output that Saudi 

officials have so far announced—then market balances will move 

into a severe deficit of nearly 4m b/d in Q4 and maintain a stock 

draw of more than 2.2m b/d for all of 2020. Even if other OPEC 

members increase production to peak levels if won’t be enough to 

offset the disruption to supplies from Saudi Arabia. In that scenario 

our trajectory for oil prices would be much higher although weak 

demand conditions remain a threat to sustained high oil prices. 

 

Restoring production vital for Saudi Arabia 

A priority response to the attacks for Aramco will be to reassure 

importers of Saudi crude that flows would continue with minimal 

disruption. With production disrupted, the only viable option to 

maintain export levels steady is for Saudi Arabia to draw down on 

its inventories. As of July—the latest data reported by JODI—Saudi 

Arabia held a little less than 180m bbl in inventories which would 

allow it to cover roughly 18 days of exports (at 6.9m b/d in July), 

direct use and refinery demand (3m b/d). In a scenario where 

Aramco restored production back to 9.6m b/d (pre-attack levels) by 

the start of October, we estimate that stocks will drop by 73m bbl in 

September alone provided export levels are unchanged and 

demand dips slightly. Even in that best case scenario inventory 

cover for exports and local demand will narrow to around just 10 

days for the final months of the year. Hence there is immediate 

pressure to restore production, and likely increase it if possible, to 

rebuild the draw in stocks.  

 

The attacks on Saudi Arabia demonstrated how vital the country 

remains as the relief valve for global oil markets. Of OPEC’s total 

available spare capacity of 3.2m b/d, nearly 75% of it is held by 

Saudi Arabia. In past periods of oil market stress Saudi Arabia has 

regularly increased production to keep balances steady. During the 

1990-91 Gulf War Saudi Arabia increased production to 

compensate for the disruptions to supplies from Kuwait and Iraq. In 

2011-12 as the civil war in Libya escalated and Iran came under US 

and EU sanctions Saudi Arabia also stepped up production to offset 

the drop in output. But doubt over Saudi Arabia’s ability to adjust 

production in response to unplanned outages will contribute to 

markets pricing in tighter overall balances, even if headline numbers 

are largely unaffected.  

Saudi stockpiles can’t last long 

 
Source: JODI, Emirates NBD Research. 

 

For importers who are reliant on flows of crude from the Middle East, 

enduring political risk is part and parcel of the relationship. We 

estimated earlier this year that as much as 40% of total OPEC 

capacity was affected by some form of political risk (sanctions, 

militant activity, untested political change). But historically there 

have been few mechanisms for importers to ‘hedge’ that risk as 

Middle East producers have offered the largest amount of net 

exports to international markets. This has pushed economies that 

are short on energy resources—and oil in particular—to rely on 

crude flows from the Middle East. More than 60% of all the crude 

imported into Asia had a Middle East origin in 2018 while some 

individual countries have a much higher reliance.  

Middle East share of crude imports 

 
Source: BP, Emirates NBD Research. 
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New sources of crude disrupt crude flows 

However, as production in the US, Canada, Russia among others 

has increased in the last decade so too has their share of traded 

global oil markets. Between 2008-18, the US captured 30% of the 

increase in traded oil and products, Canada took 12% and Russia 

absorbed 11%. Meanwhile Saudi Arabia only saw an increase in 

market share of 7.5% while the rest of the Middle East increased 

more rapidly thanks to the recovery in Iraq’s production. This has 

allowed for Asian crude importers to diversify their sources of oil and 

cut their dependence on flows from the Middle East.  

 

Policy changes in the US allowed for unrestricted crude oil exports 

from the start of 2016 and Asian importers have quickly taken up 

purchases of US crude exports, even if on aggregate they remain at 

a modest level. The US exported an average of 2.86m b/d in the first 

six months of 2019 with 44% on average heading to Asian 

importers. Crude availability from the US is less of an issue than 

infrastructure constraints but these are being addressed. A lack of 

pipeline capacity created pricing distortions in 2018 but has now 

largely been resolved while investment into export terminals along 

the Gulf of Mexico will allow for the loading of more VLCCs. The US 

Maritime Administration currently has five applications for oil export 

facilities under consideration with a total capacity of over 8m b/d.  

US crude exports by destination 

 

A massive re-orientation in oil flows away from the Middle East will 

be a medium-to long-term trend but in the immediate aftermath of 

the attacks several Asian oil companies have moved to quickly buy 

up US origin cargoes. Unipec, the trading division of China’s 

Sinopec, ordered three Aframax tankers and one super tanker of US 

crude even as China had imposed a 5% tariff on imports of US crude 

oil from the start of September. Freight rates for US-Asia crude 

tankers have also jumped in response to the attacks as demand for 

flows from the US increase.  

 

Higher output from OPEC members likely 

With such a direct challenge to OPEC producer market share, and 

potential room created by disruption to Saudi supplies, we are 

sceptical how strict compliance with the OPEC+ production cuts will 

be as we move into 2020. Only a few days prior to the attacks 

OPEC’s JMMC had pushed for Iraq and Nigeria to improve their 

adherence to production targets. Iraq recorded compliance of -76% 

in August, according to an estimate from Reuters, while Nigeria 

missed its target level by more than 360%. As the market assesses 

the risk of interruption to Saudi supplies we expect other OPEC 

members will increase production quietly even if there is not official 

endorsement from OPEC for higher output.  

 

The global economy is in no condition to sustain a sustained period 

of high oil prices hence there will be enormous focus on Saudi 

Arabia to restore output as quickly as possible. Even if production 

normalizes close to pre-attack levels we expect markets to price in 

more tightness, in the form of a sustained backwardation in the 

Brent and Dubai curves, and wide premiums for alternative crudes 

to Middle East supplies. 

 

 

Edward Bell 
+971 4609 3055 
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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 2019Q4 2020Q1 Q2 Q3 2019 2020 

Energy        

WTI  56.48  60.00   58.50   56.00   57.50   57.83   56.50  

Brent  62.35  63.00   63.00   60.00   58.00   64.33   59.63  

Precious metals  

Gold   1,510.54   1,450.00   1,450.00   1,475.00   1,450.00   1,383.98   1,456.25  

Silver   18.03   17.00   16.50   16.00   15.50   16.11   15.75  

Platinum  931.97   950.00   1,000.00   900.00   950.00   872.24   956.25  

Palladium  1,647.08   1,450.00   1,400.00   1,400.00   1,375.00   1,449.64   1,387.50  

Base metals        

Aluminum 

(USD/metric 

tonne) 

 1,752.00   1,775.00   1,800.00   1,850.00   1,900.00   1,818.05   1,875.00  

Copper 

(USD/metric 

tonne) 

 5,785.00   6,000.00   6,250.00   6,500.00   6,500.00   6,045.68   6,500.00  

Lead  2,105.00   2,080.52   2,156.80   2,232.72   2,232.72   2,012.78   2,232.63  

Nickel  17,235.00   17,500.00  17,500.00   16,000.00   15,000.00   14,441.65   15,750.00  

Tin  16,520.00   17,000.00  16,500.00   16,500.00   17,750.00   18,697.90   17,187.50  

Zinc  2,290.00   2,405.16   2,488.33   2,570.95   2,570.95   2,521.22   2,570.81  

Iron ore  92.97   90.00   90.00   85.00   75.00   93.26   80.00  

Prices as of 26 September 2019. Note: prices are average of time period unless indicated otherwise.  

Source: EIKON, Emirates NBD Research 
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Disclaimer 

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

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

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

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

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

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

NBD expresses no representation or warranty of such accuracy and accepts no responsibility whatsoever for any loss or damage caused by any act or omission taken as a result 

of the information contained in the publication. The publication is provided for informational uses only and is not intended for trading purposes. Charts, graphs and related 

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

transaction. In addition, the data/information contained in the publication is prepared as of a particular date and time and will not reflect subsequent changes in the market or changes 

in any other factors relevant to their determination. The publication may include data/information taken from stock exchanges and other sources from around the world and Emirates 

NBD does not guarantee the sequence, accuracy, completeness, or timeliness of information contained in the publication provided thereto by or obtained from unaffiliated third 

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

 

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