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Global Rates (May’22 Update / 2H2022 Outlook)

e Consensus on direction of rates, but challenges to pace and length of normalization
e Ratetightening, elevated inflation and geopolitical risk is a Molotov cocktail

e Weakening macro growth outlook warrants a dovish revision of rates trajectory

e The outlook for U.S. rates just got a little more complicated

e ECB hawks are winning for now

e As GDP cools, the BoE may have already done enough

We have long been more dovish in our global rates outlook than current market pricing suggests will be the
case. While we do agree on the overall direction of travel for monetary policy, amid normalisation strategies
that were really kicked off with the Fed liftoff at the March 16 FOMC, it is our opinion that the implied gradient
and length of the rate tightening curve is currently too steep and too long overall.

Consolidating reflation momentum
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outlook and raises the spectre of stagflation; a market condition that has never been a friend of risk assets.
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Markets are left to digest a potential Molotov cocktail of aggressive monetary policy tightening in the face of
elevated global inflation pressures, acute geopolitical risk (fuelling the aforementioned price pressures) and
ongoing supply chain disruptions as China locks down in pursuit of its current zero Covid-19 policy. All of this
is causing a rout in investor sentiment and bolstering concerns about the global growth outlook.

In terms of the latter we note that the IMF in its April iteration of the World Economic Outlook, forecast global
growth to slow from an estimated 6.1% in 2021 to 3.6% this year and a similar level of economic expansion in
2023. These projections are 0.8% and 0.2% lower respectively for 2022 and 2023 than the IMF projected in
January.

Beyond 2023, global growth is forecast to decline to about 3.3% over the medium term. As future economic
growth expectations are trimmed, so we would suggest that the rates market should be revising its interest
rate forecasts lower accordingly.

U.S./ FOMC rates

Price pressures appear to be suffering from long Covid and the airstrip for a hoped-for soft landing by the U.S.
economy just seemed to get a little narrower. In the wake of the recent U.S. April CPI report that showed
inflation fading slightly at the headline level (8.5% in March to 8.3% in April, still stronger than the expected
decline to 8.1%), but also remaining robust at the MoM core level, the outlook for the Fed just got a little more
complicated.

While the CPI data at the headline level implied a potential plateauing of inflation pressures, the month-on-
month number came in stronger than anticipated and was more worrisome. Indeed, the latter came in at +0.6%
vs expectations of a +0.4% gain, and up from 0.3% in March. The data certainly offered nothing significantly
new to the monetary policy debate that might distract the FOMC from raising rates by the telegraphed 50bps
at the next (June 15) policy meeting and possibly at least another 50bps at the July meeting after that.

Trying to cool inflation without killing the economy
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For now therefore, the Fed appears to have committed itself to a reasonably hawkish path of front-loaded rate
normalisation in the coming months - suggesting a readiness to raise rates by 50bps at each of the next two
FOMC meetings in June and July and after having already tightened by 75bps since March - there appears to
be a growing scepticism as to whether the Fed and other central banks will actually be able to deliver on the
rates front, while guaranteeing to achieve a soft landing without triggering a recession as they seek to bring
down inflation.
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Worst still, if inflation proves to be relatively interest rate insensitive, as we expect it will, the result could be
one of stagflation. This in itself, we believe, corroborates our preferred more dovish narrative toward the outlook
for rate tightening policy in the months ahead. While the market is currently pricing in a further 175bps of
aggregate tightening by the Federal Reserve by the end of this year, we believe that as the challenging
(stagflationary?) macro backdrop evolves, Mr Powell & Co. will pare back their hawkish rhetoric. An additional
125bps of paced tightening from here by year end would now seem more sensible to us.

GCC Rates

The rebound in GCC regional economic growth has been robust since the nadir of the economic downturn in
Q1/Q2 2020. As discussed previously we expect the macro environment to consolidate on firm foundations
over the remainder of this year and through 2023. This said, given that there was not the degree of monetary
stimulus intervention in this region post the pandemic as seen in the U.S. and Europe, inflation pressures in
the GCC in recent months have been more contained than elsewhere.

Compared to U.S. CPI that came in at +8.3% YoY in April, down from 8.5% in March, annual inflation in Saudi
Arabia stood at 2% in March, up from 1.6% in February. While this was the highest print since June last year,
it conveys a more dovish bias than that in the U.S. Meanwhile, inflation in the United Arab Emirates ended
2021 at 2.50%, down from 2.58% in the prior month. Surging energy prices in recent months will surely push
2022 inflation data to the upside, but in absolute terms price pressures are expected to remain anchored, with
UAE CPI seen rising to around just 3% on average this year.

Maintaining solid foundations for economic growth
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In this context, GCC central banks will be expected to mirror rate moves from the Federal Reserve, in respect
for their dollar-pegged (or, in the case of Kuwait, dollar-linked) currencies. This has been the case with the two
initial rate moves by the FOMC this year as GCC central banks matched the rate moves in the hours following
the U.S. announcement.

EUROZONE / ECB Rates

With ECB President Christine Lagarde having this week flagged a July rate increase from the ECB, it seems
that the hawks are winning the inflation vs growth debate in the Euro area. Certainly, recent ECB
communication suggests that the Bank is currently far more concerned about upside inflation risk than it is
about imminent downside risks to economic growth. This said, myriad questions remain and the path to rate
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tightening is surely not without obstacles. The impact of the Russia/Ukraine conflict, especially if the war were
to escalate, should not be underestimated.

Previously we had thought that the fragile nature of the Euro area economy would constrain the ECB from
lifting rates at least until the end of this year and any renewed disruption in energy supplies and pricing in
Europe could quickly reignite such concerns. Moreover, we are cognizant that energy market disruptions and
geopolitical risk could quickly tip the Euro area back into recession. Therefore, whether Lagarde’s shift to a
more hawkish perspective is founded on improving macro credentials, conviction in a Russia/Ukraine
resolution or simply her being bullied into this position by Fed rhetoric across the pond remains to be seen.
We believe it is more of the latter.

Waiting for lift off
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So now, regardless of whether ECB liftoff begins in July or September — we believe the June 9 meeting is too
soon — the bigger question will be how fast and how far the ECB is able to go in terms of absolute tightening.
Against the backdrop of a hawkish Fed we would suggest that the ECB will now be biased to raise rates twice
or three times by year end (July and/or September and December), subject to no adverse geopolitical
newsflow. So, our base case is for 2 or 3 hikes by the ECB by year-end and then a cautious pace of additional
tightening in 2023. Such a strategy should lead us toward a terminal (neutral) rate of around 1.50%, although
we would again stress that, currently, there is probably more downside than upside risk in our forecast. .

UK / Bank of England Rates

While the UK economy registered a (surprisingly) strong start to the year, economic activity has subsequently
lost momentum as inflation has edged higher, triggering an increasingly worrying cost-of-living crisis across
the country and amid the ongoing pressures originating from the harrowing situation in Ukraine. As a result UK
GDP contracted -0.1% MoM in March, weaker than expected (0.00%) and down from the already frail 0.1%
expansion seen in February. This now leaves preliminary Q1 GDP at just +0.8%, shy of the Bank of England’s
+0.9% forecast and leaves the economy facing the possibility of slipping into a technical recession, although
we believe it will avoid 2 consecutive months of negative GDP. Nonetheless, the risk is clearly to the downside.

More likely though is that this delicate balance between recession risks and high inflation will persuade the
BoE to now forensically parse all data in front of it and perhaps to pursue a more cautious outlook in terms of
monetary policy setting. With the Bank having increased the official Bank Rate by 90bps over the course of
the past four MPC meetings (Dec 16 2021, Feb 3, Mar 17 and May 5) as well as begun the unwinding of its
balance sheet, one could argue that it will soon be time to pause.
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The Bank may already have done as much as it can do, safely
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For now, the market is pricing in 4 further (25bps) rate increases by year-end, an outlook that has been
encouraged by tight labour market conditions, even amid a notable slowdown in demand. But in the context of
the weaker March GDP data print, we believe that the balance of (macro) risks will lie firmly to the downside
for the UK in the coming months, all of which should support the case for the BoE to sit tight in the coming
months.

The Bank itself will want to be seen as being proactive toward the red hot labour market, but we would suggest
there is now a strong case for taking at least two of the expected upcoming rate hikes back off the table as the
growth outlook cools. Caveat emptor, the latter half of this year could turn out to have a more cautious/dovish
tone to it than is currently expected.
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Important Notice: This communication has been prepared by individual personnel of First Abu Dhabi Bank PJSC or its
affiliates (collectively, “FAB”) and, accordingly, it may not represent the views of FAB. FAB is licensed and regulated by
the Central Bank of the United Arab Emirates and its registered office address is P.O. Box 6316, 1 — Al Qurm, Abu Dhabi,
the United Arab Emirates. This communication is directed at persons (i) who have been or can be classified by FAB as
eligible counterparties, professional clients or sophisticated investors, (ii) who have experience in matters relating to
investments and (iii) other persons to whom it may otherwise lawfully be communicated. No other person should review
the contents or access the products or transactions discussed in this communication. All material contained herein,
including any proposed terms and conditions, is indicative and for discussion purposes only, is subject to change without
notice, is strictly confidential, may not be reproduced and is intended for your consideration only. It does not include a
number of terms and conditions that will be included in any actual transaction and final terms and conditions are subject to
further discussion and negotiation nor does it purport to identify all applicable risks. This communication is not a
commitment to deal in any product, offer financing or enter into any transaction described herein. FAB is not acting as your
agent, fiduciary or investment adviser and is not managing your account. The provision of information in this communication
is not based on your individual circumstances and must not be relied upon as an assessment of suitability for you of a
particular product or transaction. It does not constitute investment advice and FAB makes no recommendation as to the
suitability of any of the products or transactions mentioned. Even if FAB possesses information as to your objectives in
relation to any transaction, series of transactions or trading strategy, this is not sufficient for, and does not constitute, any
assessment of suitability for you of any transaction, series of transactions or trading strategy. Save in those jurisdictions
where it is not permissible to make such a statement, FAB hereby informs you that this communication should not be
considered as a solicitation or offer to sell or purchase any securities, deal in any product or enter into any transaction.
You should make any trading or investment decisions in reliance on your own analysis and judgment and/or that of your
independent advisors and not in reliance on FAB and any decision whether or not to adopt any strategy or engage in any
transaction will not be FAB’s responsibility. FAB does not provide investment, accounting, tax, financial, legal, regulatory
or other advice; such matters as well as the suitability of a potential transaction or product or investment should be
discussed with your independent advisors. Prior to dealing in any product or entering into any transaction, you and the
senior management in your organization should determine, without reliance on FAB, (i) the economic risks or merits, as
well as the investment, accounting, tax, financial, legal and regulatory characteristics and consequences of dealing with
any product or entering into the transaction (ii) that you are able to assume these risks, (iii) that such product or transaction
is appropriate for a person with your experience, investment goals, financial resources or any other relevant circumstance
or consideration. Where you are acting as an adviser or agent, you should evaluate this communication in light of the
circumstances applicable to your principal and the scope of your authority. Any prices used herein, unless otherwise
specified, are indicative. Although all information has been obtained from, and is based upon sources believed to be
reliable, it may be incomplete or condensed, it has not been verified by FAB and its accuracy cannot be guaranteed. FAB
makes no representation or warranty, expressed or implied, as to the accuracy of the information, the reasonableness of
any assumptions used in calculating any illustrative performance information or the accuracy (mathematical or otherwise)
or validity of such information. Any opinions attributed to FAB constitute FAB’s judgment as of the date of the relevant
material and are subject to change without notice. Provision of information may cease at any time without reason or notice
being given. Commissions and other costs relating to any dealing in any products or entering into any transactions referred
to in this communication may not have been taken into consideration. Any scenario analysis or information generated from
a model is for illustrative purposes only. Where the communication contains “forward-looking” information, such information
may include, but is not limited to, projections, forecasts or estimates of cashflows, yields or return, scenario analyses and
proposed or expected portfolio composition. Any forward-looking information is based upon certain assumptions about
future events or conditions and is intended only to illustrate hypothetical results under those assumptions (not all of which
are specified herein or can be ascertained at this time). It does not represent actual termination or unwind prices that may
be available to you or the actual performance of any products and neither does it present all possible outcomes or describe
all factors that may affect the value of any applicable investment or product. Actual events or conditions are unlikely to be
consistent with, and may differ significantly from, those assumed. FAB shall not be under an obligation to update any
information contained in this communication. lllustrative performance results may be based on mathematical models that
calculate those results by using inputs that are based on assumptions about a variety of future conditions and events and
not all relevant events or conditions may have been considered in developing such assumptions. Accordingly, actual results
may vary and the variations may be substantial. The products or transactions identified in any of the illustrative calculations
presented herein may therefore not perform as described and actual performance may differ, and may differ substantially,
from those illustrated in this communication. When evaluating any forward looking information you should understand the
assumptions used and, together with your independent advisors, consider whether they are appropriate for your purposes.
You should also note that the models used in any analysis may be proprietary, making the results difficult or impossible for
any third party to reproduce. This communication is not intended to predict any future events. Past performance is not
indicative of future performance. FAB accepts no responsibility and makes no representation to you or to any third parties
for, and has not independently verified, the quality, accuracy, timeliness, continued availability or completeness of any data
or calculations contained and/or referred to in this communication and FAB shall not be liable for any special, direct,
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indirect, incidental or consequential loss or damage which may be sustained because of the use of the information
contained and/or referred to in this communication or otherwise arising in connection with the information contained and/or
referred to in this communication, provided that this exclusion of liability shall not exclude or limit any liability under any law
or regulation applicable to FAB that may not be excluded or restricted. The transactions and any products described herein
may be subject to fluctuations of their mark-to-market price or value and such fluctuations may, depending on the type of
product or security and the financial environment, be substantial. Where a product or transaction provides for payments
linked to or derived from prices or yields of, without limitation, one or more securities, other instruments, indices, rates,
assets or foreign currencies, such provisions may result in negative fluctuations in the value of and amounts payable with
respect to such product prior to or at redemption. You should consider the implications of such fluctuations with your
independent advisers. The products or transactions referred to in this communication may be subject to the risk of loss of
some or all of your investment, for instance (and the examples set out below are not exhaustive), as a result of fluctuations
in price or value of the product or transaction or a lack of liquidity in the market or the risk that your counterparty or any
guarantor fails to perform its obligations or, if this the product or transaction is linked to the credit of one or more entities,
any change to the creditworthiness of the credit of any of those entities. FAB (whether through the individual sales
and/trading personnel involved in the preparation or issuance of this communication or otherwise) may from time to time
have long or short principal positions and/or actively trade, for its own account and those of its customers, by making
markets to its clients, in products identical to or economically related to the products or transactions referred to in this
communication. FAB may also undertake hedging transactions related to the initiation or termination of a product or
transaction, that may adversely affect the market price, rate, index or other market factor(s) underlying the product or
transaction and consequently its value. FAB may have an investment banking or other commercial relationship with and
access to information from the issuer(s) of securities, products, or other interests underlying a product or transaction. FAB
may also have potential conflicts of interest due to the present or future relationships between FAB and any asset
underlying the product or transaction, any collateral manager, any reference obligations or any reference entity. Any
decision to purchase any product or enter into any transaction referred to in this communication should be based upon the
information contained in any associated offering document if one is available (including any risk factors or investment
considerations mentioned therein) and/or the terms of any agreement. Any securities which are the subject of this
communication have not been and will not be registered under the United States Securities Act of 1933 as amended (the
Securities Act) or any United States securities law, and may not be offered or sold within the United States or to, or for the
account or benefit of, any US person, except pursuant to an exemption from, or in a product or transaction, not subject to,
the registration requirements of the Securities Act. This communication is not intended for distribution to, or to be used by,
any person or entity in any jurisdiction or country which distribution or use would be contrary to law or regulation. FAB may
process your personal data to provide you with information or promotional and advertising communications on products,
services, other events and campaigns.

If you wish not to receive email from the Market Insights team at FAB, please click here to send us your request
to unsubscribe, and you shall no longer receive such information. You can also let us know by contacting your
usual FAB representative should you wish to no longer receive any such further information. You may be entitled
according to the applicable laws to exercise your rights to access, to rectification, to erasure and to portability of your
personal data, to restrict the use of and to object to the processing of your personal data. You may exercise any such
aforesaid rights by sending your request to FAB at the following address: privacy@bankfab.com.
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