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Wednesday ended well for all asset classes, after the US Federal Reserve held their monthly policy
meeting. Following the recent shocking inflation data and signals from officials, the decision was
unambiguous: a mega hike. The Fed raised rates by 75 basis points, the largest increase since 1994.
Importantly, chair Powell didn’t exclude the possibility of a similar move next month, but clearly said that
he was not expecting this size to become common. The committee also updated their rates projections,
the “dot plot”, as well as their economic forecast. The former now suggests another 175 basis points of
cumulative increase in 2022 – which is a lot in four FOMC meetings. According to the internal poll
among decision makers, 2023 should see only 33 basis points of additional hike while cuts should start
in 2024. Of course, it all depends on inflation: failure on that front is “not an option”, and the language
used for the communique evolved in a radical way: Fed officials were previously “expecting” to get price
pressures back to target, now they are “strongly committed” to do so. There is only one priority, and
economic forecast were consistently adjusted to reflect its cost: less growth and less jobs. The 2024
estimate for the unemployment rate is now at 4.1% which is roughly half a point higher than the current
level, but the economy is not seen as going into recession – this looks challenging. The monthly retail
sales report for the US released yesterday was already disappointing with a net decrease, mostly due
to the auto sector.
Another central bank held a surprise meeting yesterday. The ECB, inventor of the martial “whatever it
takes” formula, appears to be this time much less radical. Nuances are needed for two reasons. First,
Eurozone’s inflation issue is somewhat different, as the proportion of energy, the cost of political
solidarity with Ukraine, is much more predominant, which limits the ECB’s potential impact. Second,
and crucially, the zone is highly indebted, with very different economies sharing a currency and its
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curve, and the recent surge in in peripheral bond yields and spreads is a sinister reminder of the extreme
risks of so called “fragmentation”. Bottom-line, yesterday’s ad hoc meeting set the stage to offer some
flexibility in the usage of the balance sheet even if the current program is linked to the pandemic. In
addition, in the purest ECB tradition, a new tool will be created to avoid “fragmentation”. As always,
billions of magic money will be dedicated to buy government bonds, with a weird acronym on top, while
policy rates will be raised in parallel. To stay in Europe, economic data continue to show resilience but
a huge energy bill, which is about to translate into pay slips: the current wage negotiations in Germany
look set to agree around a +6% increase in 2 years for industrial sectors. It’s serious: Germany’s
industry will suffer from all king of cost increases, and so is the planet as the country is now mostly
relying on coal-generated electricity. It’s not going to change soon. On the energy front, natural gas
prices jumped after Gazprom halted a turbine used for its biggest pipeline to Europe. No rate hike can
do anything against this.
When central banks speak, markets listen and often all react in the same direction. After the recent
terrible sessions, yesterday ended very positively everywhere. It may look surprising given the
undoubtedly hawkish outcome from the FOMC, but what matters to market participants is clarity, trust
in the process, and some kind of visibility about the level of pain lying ahead. To that extent: the
message is clear, so are the objectives, and the fact that the maximum hikes are now is also a positive.
The worse case is to believe that the Fed is panicking behind the curve – and we could see that concern
in earlier sessions. After the meeting, implicit bets for another 75 bps hike in July have been cut
massively – there is more confidence. As a result, global stocks ended +1.2% higher, led by the US
adding +1.5% with tech outperforming. Bonds obviously benefitted from lower yields: the US 10-year
closed almost -20 basis points lower than Tuesday at 3.28%. This remains a level at which we seriously
consider closing our underweight on govies to go neutral. Our base line for positioning is unchanged:
we keep on expecting extreme volatility until there is visibility of an inflexion in the Fed’s policy. This
volatility brings opportunities: our latest move to cut EM debt and add to EM stocks earlier this month
is so far delivering well. We remain confident over the medium term but again, on the short term, we
strongly recommend against leverage and speculation – visibility is brutally low which remains our
theme for the year.
As we write this morning, Asian markets are well oriented. This is not euphoria, but it’s important to
reminder that they weathered quite well last days’ storm on developed markets, as the acceleration of
inflation in the West coincides with the improvement of the covid situation in China. Economic
improvement is set to follow quickly, as already illustrated by China’s May data released yesterday:
retail sales, industrial production and even fixed asset investments all came above expectations. Today
as we write, stocks are up +1.4% in Japan and Korea, +0.3% in China onshore and flat in Hong-Kong.
US interest rates in Tokyo trading are modestly up again, with the 10-year at 3.33%. Major
cryptocurrencies are in the green with bitcoin around 22k and ether at 1,200.
Today we will have more central bank action with the Bank of England the Swiss National Bank. We
will also look at Italy’s monthly CPI and keen an eye on US May housing starts and weekly jobless
claims.

Stay safe.

Chief Investment Office
Wealth Management,
Emirates NBD.

EMIRATES NBD CIO-OFFICE

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 persona l 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.
It is 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 f rom 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
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about future events, made from information currently available. Forward-looking statements often use words such as “anticipate”, “target”, “expect”,

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 (includin g 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 is licensed and regulated by the UAE Central Bank.
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 Finan cial 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 appl icable 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 afforde d 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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Emirates NBD Bank (P.J.S.C.) is licensed 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.
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