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Are we approaching an excess of pessimism?

e Last week saw geopolitically driven concerns alongside an avalanche of economic and corporate releases
e  Risks are obviously elevated though data so far do not show signs of deterioration
e  The week ahead should confirm a cautious Fed, divergent PMis, and a solid US job market

Last week was a case in point of the current
unpredictability of markets. What looked like a typical
risk-off pattern, with defensive assets outperforming
cyclical ones, was actually weird. First, bonds and stocks
had been extremely correlated for weeks, as the rise of
yields was the reason for lower equity multiples. Bonds
were not a haven anymore - until last week. Despite
positive US economic data, yields fell but stocks did not
benefit, also ignoring a good Q3 earnings season so far.

Of course, geopolitically driven risk aversion is an
explanation, as the “second phase” of Israel offensive
began in Gaza, while the horrific humanitarian situation
raises international concerns and escalation risk. But
weirdly, again, oil prices actually fell, despite a surprise
fiscal stimulus plan being announced in China.

The short-term is always unpredictable, and it is
particularly the case now. Factually, US Q3 real GDP
growth came in at a stellar +4.9% annualized. Their
October flash PMIs confirmed strength (while Europe,
by contrast, is dangerously low). Adding stabilization in
Asia and US companies delivering solid Q3 results on
average, the fundamental picture is not that bad. Of
course, it can change, and pessimism can turn into
panic. But the worst is never certain, which is why our
positioning remains only reasonably defensive. Last
week at least shows that in case of panic, quality bonds
should be safe havens again and be of help in a portfolio.

The week ahead is rich. Apart from geopolitical
developments, we will watch the FOMC — we expect no
hike this Wednesday, the BoJ and BoE, the US job report
on Friday, and regional PMIs in the meantime.
Corporate earnings will continue, including Apple,
always important, on Thursday. Stay safe.
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Cross-asset Update

According to our analysis global equities have reached
oversold levels and are overdue for a rebound, although
the expected dip in Q4 growth could delay a more
durable recovery. And more in general there do not
seem to be many reasons to think that markets can get
out of their trading range and start a new bullish phase
very soon.

The growth impulse is still way too narrow and basically
confined to the United States, while China is just
stabilizing and Europe is mired in contraction. And there
is not much in sight suggesting that a change for the
better in the outlook is forthcoming. The Chinese
authorities announced a new round of stimulus
planning to increase the budget deficit, and while this
would be enough to achieve the 5% year-end growth
target, it is unlikely to generate sustainable economic
momentum. Europe is still way away from being able to
turn the corner, weighed down by the effects of the ECB
tightening that are just starting to fully unfold. The
United States remains resilient, yet asset class
performance does not suggest great investor
confidence in the outlook. The S&P 500 ex-IT and IT-
megacaps is in negative territory year-to-date despite
the positive performance of the broader market, that
points to investors seeking refuge in monopolistic and
high cash-generative companies. So, even where
growth is more resilient, investors do not seem to be
willing to take excessive risk.

US exceptionalism is not helping much either, as it
brings about tighter financial conditions via higher yields
that in the end make the investor darlings - IT stocks —
more vulnerable. While longer-term yields are expected
to inflect lower as the economy slows down, in the
shorter run the excess Treasury supply and the
continued positive economic surprises are going to limit
the downside. Given the late stages of the credit cycle
and the tighter credit conditions driven by an inverted
yield curve, we continue to hold the view that investors
should search for quality across fixed income, rather
than sacrifice it for yield.

Against this muddle-through scenario we see a rare
bright spot in gold. We are approaching peak rates time
in the Fed’s tightening cycle and soon investors will be
looking to the possibility that the Fed loosens policy up
in 2024. It is well known that gold tends to outperform
when vyields fall. Also, gold’s resilience is rooted in
apprehensions about the sustainability of the US debt’s
trajectory, unlikely to dissipate anytime soon. And it is
indeed the increased focus on rising debt across the DM
countries that most likely has seen gold hold up nicely
despite rising real rates. Overall, the advice is to hold at
least a neutral allocation to the yellow metal, a safe-
haven asset amidst growing uncertainty.
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Fixed Income Update

Three key central banks in the foray this week. BoJ, an
outlier among its peers, having stuck to ultra-loose
policy settings despite the inflation backdrop kicks off
on Tuesday. Some in the market speculate it could
tweak its policy of yield targeting in response to higher
global rates. The Fed is expected to extend its pause.
Fed chairman Jerome Powell will speak after the rate
decision and any comments about the toll of rising bond
yields will be of special interest. Across the Atlantic, the
BoE is expected to keep its 5.25 per cent bank rate on
hold. British consumer price inflation unexpectedly held
at 6.7 per cent in September, remaining the highest of
any major advanced economy and keeping alive the
possibility of another rise in interest rates.

Treasury Department’s new borrowing plan is due hours
ahead of the interest-rate decision. The quarterly
refunding announcement will reveal the extent to which
the Treasury will ramp up sales of longer-term debt to
fund a widening budget deficit. The recent selloff has
sent yields to the highest levels since before the global
financial crisis — making longer-term Treasuries more
costly for the government. We would do well to
remember that August announcements were the
catalyst for the sell-off. Treasury Secretary Janet Yellen
last Thursday rejected the idea yields were climbing due
to swelling federal debt, but Powell this month did list a
focus on deficits as a potential contributing factor.

The outperformance of HG spreads was evident this
week once again, driven by a technical picture which is
very strong. Supply MTD at $56bn is contributing to
market strength, as it is $30bn below the recent October
average with four business days to go. According to JPM,
data shows that dealers have net sold $5bn of bonds to
investors over the past week and $9.8bn over the past
two weeks. This highlights that demand remains strong
and, with light supply, investors are adding risk in the
secondary market. Asa result, dealer positions are near
a 3m low — which is contributing to the positive
technicals. The risk to HG spreads is that growth slows,
leading to lower yields and some weakness in credit
metrics. Fundamentally, lower EBITDA has pressured
the credit metrics but not to an extent that offsets
positive technicals.

The first two occasions 10-year Treasury yields moved
above 4% something broke; specifically, UK pension
fund LDI portfolios in October 2022 followed by the
failure of Silicon Valley Bank, and Signature Bank, then
Credit Suisse in March 2023. However, with yields north
of 5%, recent default/distressed exchange volume
across high yield bonds and leveraged loans totalled
$11.5bn in 3Q, which was down from elevated totals of
$30.8bn in 2Q and $20.8bn in 1Q. Including distressed
exchanges, the par-weighted US high yield bond and
loan default rates ended 3Q at 2.11% and 2.66%,
respectively, which is up from 1.65% apiece at YE22.
Most of the rating agencies forecast the default rate to
end around 4% to 5% in HY within a 12-month time
frame.
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Equity Update

Market direction continues to be influenced by
geopolitical events, yields and earnings. We are in the
heart of the US Q3 earnings season, with heightened
geopolitical risk, rising yields and yet economic growth,
as indicated by labour-market and service-industry data,
stays resilient in many parts of the world. Mixed signals
for equities which have in the first seven months of 2023,
risen largely on the performance of the magnificent tech
7 (+78% YTD, even after the recent slide) and their Al
growth opportunity. Now, a risk averse environment,
though developed market sovereign yields still on the
uptrend. Global equities fell 4% October to date, a broad
sell off, with no region in the green. Volatility on the rise
with theVIXat 21. Geopolitical issues dominating
markets as well as the effect of higher oil prices on
inflation and the subsequent rection expected from DM
Central banks.

US exceptionalism continues with US 3Q GDP above
estimates, Core PCE below estimates, an earnings trough
established for Q2 with big tech by and large showing
strong growth, though any disappointment severely
punished. YTD DM equities are up 6.5% with the US
leading, and the Eurozone and Japan in USD terms
showing positive but lower returns. The DM-equity
selloff in October can be attributed to interest rates seen
higher for longer, raising borrowing costs for companies.
EM equities negative YTD, the Dubai Index leads,
followed by India. China markets remain volatile and
negative YTD, with sizable stimulus not yet looming.

Our fair values for the main equity indexes predicate
¢.10% returns from DM and c.15% from EM into year end.
Our positioning is close to neutral on equities (small
underweight). We see volatility continue, a marked
preference for quality in a risk averse environment with
the US our preference in developed markets. In Emerging
Markets, we prefer India and await better visibility in
China.

For Q3 2023, 49% of S&P 500 companies have reported,
blended earnings growth rate for the index is 2.7% vy/y.
Mixed earnings from big tech. Meta, Alphabet shares
falling post results that were below estimates and Apple
trading below its 200-day moving average (announces
this week). Microsoft traded up on strong Azure cloud
services growth +28% y/y and Amazon shares rose as
revenue topped estimates, with rising sales in its retail
and cloud computing units. Intel shares traded up after
predicting a return to sales growth in this quarter.
Payment companies Visa and Mastercard have
disappointed and said US payment volume growth
slowed in September and October, though consumer
spend has been fairly stable, and don't forecast a
recession.

European Automakers fell following disappointing
quarterly results from Mercedes-Benz  and Volvo.
Consumer products and luxury goods-makers also
underperformed, while real estate and chemicals gained.
Banks have disappointed from Barclays to Standard
Chartered and BNP, and stocks fell after the banks
reported disappointing earnings. Advertising giant WPP
also ended lower after cutting its outlook for revenue
growth.
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DISCLAIMER

Reliance

Emirates NBD Bank PJSC (“Emirates NBD”) uses reasonable efforts to obtain information from sources which it believes to be reliable, however, Emirates
NBD makes no representation that the information or opinions contained in this publication are accurate, reliable or complete and should not be relied on
as such or acted upon without further verification. Opinions, estimates and expressions of judgment are those of the writer and are subject to change without
notice. Emirates NBD accepts no responsibility whatsoever for any loss or damage caused by any act or omission taken as a result of the information contained
in this publication. Data/information provided herein are intended to serve for illustrative purposes and are not designed to initiate or conclude any
transaction. In addition this publication is prepared as of a particular date and time and will not reflect subsequent changes in the market or changes in any
other factors relevant to the determination of whether a particular investment activity is advisable. This 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
provided thereto by unaffiliated third parties. Moreover, the provision of certain data/information in this publication is subject to the terms and conditions
of other agreements to which Emirates NBD is a party. Anyone proposing to rely on or use the information contained in this 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. Further, references to any financial instrument or investment product are not intended to imply that an actual trading market exists
for such instrument or product. The information and opinions contained in Emirates NBD publications are provided for personal use and informational
purposes only and are subject to change without notice. The material and information found in this publication are for general circulation only and have not
been prepared with any regard to the objectives, financial situation and particular needs of any specific person, wherever situated

Confidentiality

This publication is provided to you upon request on a confidential basis for informational purposes only and is not intended for trading purposes or to be
passed on or disclosed to any other person and/or to any jurisdiction that would render the distribution illegal. The investor may not offer any part of this
publication for sale or distribute it over any medium including but not limited to over-the-air television or radio broadcast, a computer network or hyperlink
framing on the internet without the prior written consent of Emirates NBD or construct a database of any kind.

Solicitation

None of the content in this publication constitutes a solicitation, offer, opinion, or recommendation by Emirates NBD to buy or sell any security, or to provide
legal, tax, accounting, or investment advice or services regarding the profitability or suitability of any security or investment and further does not provide
any fiduciary or financial advice.

Third party

The security or investment described in this publication may not be eligible for sale or subscription to certain categories of investors. This 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.
Itis the responsibility of any person in possession of this publication to investigate and observe all applicable laws and regulations of the relevant jurisdiction.
This publication may not be conveyed to or used by a third party without the express consent of Emirates NBD. The investor may not use the data in this
publication in any way to improve the quality of any data sold or contributed to by the investor to any third party.

Liability

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 this publication including, but not limited to, quotes and financial data; or (b) loss or damage arising from the use of this publication,
including, but not limited to any investment decision occasioned thereby. 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 this publication, including but not limited to, loss of revenue, opportunity, or anticipated profits or lost business. This publication does
not provide individually tailored investment advice and is prepared without regard to the individual financial circumstances and objectives of person who
receive it. The appropriateness of an investment activity or strategy will depend on the person’s individual circumstances and objectives and these activities
may not be suitable for all persons. In addition, before entering into any transaction, the risks should be fully understood and a determination made as to
whether a transaction is appropriate given the person’s investment objectives, financial and operational resources, experiences and other relevant
circumstances. The obligations relating to a particular transaction (and contractual relationship) including, without limitation, the nature and extent of their
exposure to risk should be known as well as any regulatory requirements and restrictions applicable thereto.

Forward looking

Past performance is not necessarily a guide to future performance and should not be seen as an indication of future performance of any investment activity.
The information contained in this 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. Certain matters in this publication about the future performance of Emirates NBD or
members of its group (the Group), including without limitation, future revenues, earnings, strategies, prospects and all other statements that are not purely
historical, constitute “forward-looking statements”. Such forward-looking statements are based on current expectations or beliefs, as well as assumptions
about future events, made from information currently available. Forward-looking statements often use words such as “anticipate”, “target”, “expect”,
“estimate”, “intend”, “plan”, “goal”, “seek”, “believe”, “will”, “may”, “should”, “would”, “could” or other words of similar meaning. Undue reliance should
not be placed on any such statements in making an investment decision, as forward-looking statements, by their nature, are subject to known and unknown
risks and uncertainties that could cause actual results, as well as the Group’s plans and objectives, to differ materially from those expressed or implied in the
forward-looking statements. Estimates of future performance are based on assumptions that may not be realized.
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DISCLAIMER

Risk

Data included in this 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.

The use of this publication is at the sole risk of the investor and this publication and anything contained herein, is provided "as is" and "as available."
Emirates NBD makes no warranty of any kind, express or implied, as to this publication, including, but not limited to, merchantability, non-infringement,
title, or fitness for a particular purpose or use.

Investment in financial instruments involves risks and returns may vary. The value of and income from your investments may vary because of changes in
interest rates, foreign exchange rates, prices and other factors and there is the possibility that you may lose the principle amount invested. Before making
an investment, investors should consult their advisers on the legal, regulatory, tax, business, investment, financial and accounting implications of the
investment.

In receiving this publication, the investor acknowledges it is fully aware that there are risks associated with investment activities. Moreover, the
responsibility to obtain and carefully read and understand the content of documents relating to any investment activity described in this publication and
to seek separate, independent financial advice if required to assess whether a particular investment activity described herein is suitable, lies exclusively
with the investor.

Intellectual property

This 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 the investor 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, the investor may not copy or make any
use of the content of this publication or any portion thereof. Except as specifically permitted in writing, the investor shall not use the intellectual property
rights connected with this publication, or the names of any individual participant in, or contributor to, the content of this publication, or any variations
or derivatives thereof, for any purpose.

This publication is intended solely for non-commercial 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. By accepting this publication, the investor agrees not to use, transfer, distribute, copy, reproduce, publish, display, modify,
create, or dispose of any information contained in this publication in any manner that could compete with the business interests of Emirates NBD.
Furthermore, the investor 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 the investor or, except as otherwise provided with Emirates NBD,
prior written consent. The investor has no ownership rights in and to any of such items.

Emirates NBD (P.J.S.C.) is licensed and regulated by the Securities & Commodities Authority and subject to regulation, supervision and control of the
Authority. Head Office: Baniyas Road, Deira, PO Box 777, Dubai, UAE

United Kingdom

This publication was prepared by Emirates NBD Bank PJSC in the United Arab Emirates. It has been issued and approved for distribution to clients by the
London branch of Emirates NBD Bank PJSC which is authorized by the Prudential Regulation Authority and regulated by the Financial Conduct Authority
(FCA) and the Prudential Regulation Authority in the UK. Some investments and services are not available to clients of the London Branch. Any services
provided by Emirates NBD Bank PJSC outside the UK will not be regulated by the FCA and you will not receive all the protections afforded to retail
customers under the FCA regime, such as the Financial Ombudsman Service and the Financial Services Compensation Scheme. Changes in foreign
exchange rates may affect any of the returns or income set out within this publication.

Singapore

This publication was prepared by Emirates NBD Bank PJSC in the United Arab Emirates. It has been issued and approved for distribution to clients by the
Singapore branch of Emirates NBD Bank PJSC which is licensed by the Monetary Authority of Singapore (MAS) and subject to applicable laws (including
the Financial Advisers Act (FAA) and the Securities and Futures Act (SFA). Any services provided by Emirates NBD Bank PJSC outside Singapore will not be
regulated by the MAS or subject to the provisions of the FAA and/or SFA, and you will not receive all the protections afforded to retail customers under
the FAA and/or SFA. Changes in foreign exchange rates may affect any of the returns or income set out within this publication.

Please contact your Relationship Manager for further details or for clarification of the contents, where appropriate.
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