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Words to now speak louder than actions

e  Geopolitical, macro uncertainties burnish GCC credit risk
e ECB was a bhig deal. Other central banks must take note.
e Counting the true economic costs of tighter financial conditions

The decision by the European Central Bank (ECB) this week to leave interest rates
unchanged at its latest Governing Council policy meeting on Thursday should have
come as no surprise. As expected, the rate announcement goes a long way toward
corroborating and solidifying our long-held view that global rates have now peaked
and should plateau until 2H2024. After 15 months of consistent (ECB) monetary
tightening this is a big deal.

Yes, we recognise that there are still significant upside pressures at play in global
inflation dynamics — food, energy and wage pressures in particular — and these
were recognised by the ECB this week. Leaving rates steady this week ‘doesn’t
mean to say that we will never hike again’ opined Ms. Lagarde. That being said, a
weakening macro backdrop over the coming months, as tighter financial conditions
continue to bite, should be enough to keep the ECB hawks grounded.

In our opinion, the Eurozone September PMI data that was released on Tuesday
this week adequately justified the halt in the tightening process this month. Recall
that the preliminary Eurozone composite PMI fell to 46.5 in October from 47.2 in
September and the manufacturing PMI index declined to 43.0 from 43.4. Both
readings were in the opposite direction to consensus (47.4 and 43.7 respectively).

As well as the dismal PMI prints though, we also note the latest (October) euro area
Bank Lending Survey that highlighted the ongoing tightening of financial conditions.
Critically, we would conjecture that the (weakening) Lending Survey was a clear
warning shot across the ECB’s bow as to the danger of overtightening policy and
thereby further jeopardising the region’s economic outlook. Indeed, at its last
meeting, the ECB opined that rates are now at a level that should lead to a decline
in inflation back toward the 2% over time, but not before 2025.

But the ECB and other central banks must remain vigilant to the risk of a resurgence
in inflationary pressures. For this reason, even as global rates likely plateau, we
would expect policymakers to retain a cautious and hawkish bias to their narrative,
meaning the need ‘to be on guard for an extended period’.

Meanwhile, closer to home, we believe that current geopolitical uncertainties with
regard to Israel/Hamas, as well as the ongoing hostilities in Ukraine continue to
support a positive asset allocation in favour of GCC credit risk. Indeed, we believe
that the latter — underpinned by robust sovereign fundamentals and recent strength
in the oil price — should remain an appealing asset class and continue to attract FDI
capital flows over the coming quarters. We maintain that the allure of the UAE'’s
solid ‘Aa2’/AA-‘ ratings as well as KSA’s ‘A1’/'A+ rankings based in part on resilient
government balance sheets and economic diversification narratives from across the
region, will only be accentuated by the aforementioned geopolitical uncertainties as
well as the macro challenges and weakening economic conditions currently being
felt across much of Europe and the U.S.

All'in all, we do now seem to be settling into a period of more challenging conditions
for risk assets, under which we would advocate a more defensive asset allocation
bias over the coming months. But quality GCC credit should be a key beneficiary of
such market conditions. Coupled with resilient U.S. macro data that is bolstering
the ‘high (yields) for longer’ narrative, at the very least this should support a much
more selective, up-in-quality investment strategy as we head toward 2024.
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Macro outlook for the week ahead

In the context of this week’s rate pause by the ECB,
after 15 months of consistent tightening, and increasing
evidence of deteriorating macro conditions across the
Eurozone, we would suggest that Euro area 3Q
Advance GDP data due to be released next week may
receive more attention than usual. Indeed, we will get
3Q Advance GDP readings for Germany on Monday
(13.00 GST), followed by France (Tuesday 10.30 GST)
and the Euro area in aggregate (Tuesday 14.00 GST).

The ECB expects holding rates at current levels to
make a ‘substantial contribution’ to bringing inflation
toward its 2% target, although there is a broad-based
understanding that price pressures remain sticky to the
upside. As such, Lagarde noted that the ECB needs ‘to
be steady’ and offered a hawkish twist when she
suggested that ‘having a discussion on cuts is totally,
totally premature’ and that the pause ‘doesn’t mean to
say that we will never hike again’.

What the ECB failed to acknowledge (again) yesterday
is that tighter monetary policy is causing recessionary
conditions across the Euro area. Importantly, the ECB
is continuing with its process of quantitative tightening
— unwinding its 3yr EUR2.5tn TLTRO programme —
without any sterilisation. This has a direct, negative
impact on banks’ reserves and capital adequacy,
thereby raising fears of an evolving credit crunch. As
such, we advocate keeping a very close eye on the
Germany, France and aggregate Euro area 3Q GDP
data, all of which is likely to underscore the evolving
recessionary conditions across the region.

Aside from the increasingly parlous macro outlook for
the Eurozone though, the macro spotlight next week will
also fall squarely on the FOMC (01/11 22.00 GST), BoE
(02/11 16.00 GST) and BoJ (31/11) rates decisions and
then on the U.S. October nonfarm payrolls report on
Friday. While the European narrative remains one of
weakness, we expect the U.S. economy to show its
ongoing resilience and relative strength. The FOMC
should leave rates unchanged again this month, but will
likely reiterate its hawkish credentials and again allude
to no imminent rate cuts being considered.

Closer to home our focus will then be on KSA 3Q P
GDP due Tuesday at 10.00 GST, which we expect to
reiterate the recent trend of economic consolidation
around the 1.2% growth rate posted in Q2 and 3.8% in
Q1. The week will then also conclude, in addition to the
aforementioned U.S. NFP, with the UAE October PMI.
Having sat firmly above ‘50’ since December 2020, we
expect the index to again reflect the robust nature of
UAE sovereign credit fundamentals.

** Please note that there will be no publication of
the Daily Market Chatter or GCC & E Macro Weekly
next week. Publication should resume Monday
November 6 **
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European Pressure Points
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Key data releases next week

Region/Data géelltzase Survey ;ggéing
us

Conf Board 31/0ct Oct 100.0 103.0
Cons. Conf

ADP Emp. 01/Nov | Oct 135k 89k
Change

S&P Global

Mftg PMI 01/Nov OctF - 50.0
ISM

Manufacturing 01/Nov Oct 49.0 49.0
FOMC Rate o o
Decision 01/Nov Nov 1 5.50% 5.50%
Chg Nonfarm

Payrolls 03/Nov Oct 168k 336k
Europe

EZ GDP QoQ 31/Oct 3QA -0.1% 0.1%
EZ GDP YoY 31/Oct 3QA 0.2% 0.5%
EZ CPI MoM 31/Oct Oct P 0.3% 0.3%
EZ Mftg PMI 02/Nov Oct F 43.0 43.0
UK S&P Global

Miftg PMI 01/Nov Oct F - 45.2
UK BOE Rates | no;noy | Nov 2 5.25% 5.25%
Decision

China

Manufacturing | 39/6¢ | Oct 50.2 50.2
PMI

Non-Mftg PMI 31/Oct Oct 51.8 51.7
Caixin PMI

Miftg 01/Nov Oct 50.8 50.6
MENA

Bahrain CPI

Yov 31/Oct Sept - 0.00%
KSA GDP

Const. Px 31/Oct 3QP 1.2%
S&P Global

UAE PMI 03/Nov Oct - 56.7
Egypt CBE 02/Nov | Nov2 19.25% 19.25%
Deposit Rate
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GCC&E markets / news this week

In the context of recent macro and rates market
volatility, while GCC credit has been firm for much of
this week, there has been a subliminal thread of
hesitancy throughout. While enquiries were skewed to
buying interest, ticket sizes weren’t enough to take
prices much higher. Participants continue to add
selectively where they believe value to be, such as new
issues or specific issues which have underperformed,
but there has been no broad-based deployment of
cash. Perps saw limited selling, but there certainly was
not a turn in direction and the space has potential to
keep underperforming. Recent issues such as EBIUH
28s and ADCB 29s performed well as they screen
cheap on the curve and there is demand on a RV basis
outside of the general market direction.

Elsewhere, we continue to see better buying of IG in the
front-end such as KSA, ADGB, SABIC and FAB.
However, longer end flows are predominantly selling
cares. Meanwhile, HY remains active across the curve
with two-way flow as we balance positive fundamental
headlines (Egypt IMF loan, Oman upgrade by Fitch)
with spreads at or close to the tights.

On the new issue front, Mubadala issued a 10yr Green
bond — IPT around T+150bps — yesterday, which saw
significant domestic and international interest. The deal
finally priced at T+110bps, after order books exceeded
$8bn and then traded reasonably well in the secondary,
closing around unchanged as a mix of Asian sellers,
versus domestic buyers kept flows balanced.

UAE

e Alpha Dhabi Holding has acquired a 51% stake
in NTS Amega Global to bolster its oil field
services portfolio. (Bloomberg)

e In a significant development for sustainable
energy in the UAE, the Environment Agency-Abu
Dhabi (EAD) has unveiled plans to power its
newly constructed Plant Genetic Resources
Center in Al Ain with renewable energy. This
initiative  will involve the installation of
photovoltaic solar panels, and it's set to make a
substantial impact on reducing carbon
emissions.

e ADCB reported 3Q net income in line with
consensus. Net income was AED1.94bn, +22%
yly, (est. AED1.93bn). Operating income was
AED4.23bn, +21% yly, (est. AED4.08bn)

e Emirates NBD reported net income for 3Q of
AEDS5.2bn vs. AED3.78bn yly.

Saudi Arabia

e US President Biden and Crown Prince
Mohammed bin Salman spoke Tuesday as part
of efforts to prevent an escalation and widening
of the conflict between Hamas and Israel. They
discussed “diplomatic and military efforts to deter
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state and non-state actors from widening the
conflict,” according to the White House.

e The developer behind plans to transform a
historic Saudi town into a sprawling tourism
destination is set to splash out $10bn on the
project next year. The $63bn project at Diriyah, a
UNESCO World Heritage site, is set to feature
dozens of hotels and thousands of homes,
accordiong to Bloomberg.

e Saudi National Bank shares performed strongly
this week after reporting 3Q profit that beat
consensus, with analysts highlighting better-
than-expected net interest income.

e KSA’s Neom is setting up a $10bn venture with
Danish freight forwarder DSV A/S to help
develop the megaproject. The partnership will
focus on providing logistics services for Neom in
the coming years, the companies said. Neom will
hold 51% of the JV, with DSV holding the rest.

Bahrain

e Investcorp Holdings plans to list an investment
vehicle in Abu Dhabi that will include private
market investments. The investor will sell 321.5m
of its existing shares in Investcorp Capital Plc,
which will offer another 321.5m new shares,
according to a statement on Tuesday.

Kuwait

e HOT Engineering And Construction Company
announced that it has received an award letter
from Kuwait National Petroleum Company, a
subsidiary of Kuwait Petroleum Corporation, to
provide maintenance services for its electrical,
firefighting, and sirens systems at Mina Abdullah
refinery. The contract is for 5 years.

Qatar

e Industries Qatar reported net income for the nine
month period of QR3.3bn vs. QR7bn yly..

Oman

e 0OQ Gas Networks has announced the signing of
a MoU with Belgian energy infrastructure group
Fluxys to explore cooperation in establishing
hydrogen and carbon dioxide infrastructure
projects in Oman. The agreement underlines
OQGN's focus on fostering renewable energy
and decarbonisation infrastructure in Oman.

Egypt

e The IMF has warned that a prolonged war
between Hamas and Israel risks impacting
economic activity and the inflation outlook in
neighboring countries such as Egypt, Lebanon
and Jordan. “What is happening in the Middle
East is happening at a time when growth is slow,
interest rates are high, the cost of servicing debt
that has gone up because of Covid and the war,”
fund MD Georgieva is reported to have said.
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MENA Sub-investment Grade Bond Yields (%)
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Global Inflation (annualised monthly change)

Central Bank Benchmark Rates
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Source: Bloomberg

. Change (basis points)
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|
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EM Currency % Change
Prev day Close
Cross

USD TRY 28.1655 +0.12% +0.70% +3.54% +51.46% +50.54%
USD INR 83.2325 +0.05% -0.01% +0.00% +0.88% +0.60%
USD IDR 15,920.00 +0.32% +0.66% +2.58% +2.26% +2.26%

Source: Bloomberg

EM Credit Change (basis points)
K Prev day Close (bps)
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JPMEMBI Global 378.4 +10.9 +5.4 +22.5 -78.9 +4.2
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MENA CDS Prev day Close (bps)

Abu Dhabi 5Y 54.8 +2.2 -0.4 +15.6 5.2 +10.6
Kuwait 5Y 57.9 -1.6 -0.1 +16.7 -12.1 +7.9
KSA 5Y 72.7 +4.3 +3.2 +19.5 +4.3 +11.7
Dubai 5Y 87.4 +2.9 +0.1 +22.2 -37.0 +3.4
Oman 5Y 160.4 +1.8 -3.4 +32.0 =77/ -27.2
Bahrain 5Y 262.5 +8.0 +2.1 +36.6 -23.6 +31.7

Source: Bloomberg

.. % Change
Commodities Prev day Close

WTI Oil $/bbl 83.21 -2.55% -6.89% -11.18% -6.59% +3.68%
Brent Oil $/bbl 87.93 -2.44% -4.82% -8.93% -9.31% +2.35%
Gold spot $/oz 1,984.7 +0.25% +0.52% +5.84% +19.32% +8.81%
Silver spot $/Troy oz 22.795 -0.31% -1.09% +1.11% +16.29% -4.84%
Aluminium 3MO $ 2,197.5 -0.97% +0.57% -2.05% -5.89% -7.59%
Nickel 3MO $ 18,079 -1.30% -2.38% -4.23% -20.25% -39.83%
Copper 3MO $ 7,986 -0.58% -0.09% -1.30% +2.48% -4.62%

Source: Bloomberg
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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 (i) 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.
Illustrative 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, indirect, incidental or
consequential loss or damage which may be sustained because of the use of the information contained and/or referred to
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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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