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FX Week

EUR gains unravel

The end of last week saw a sharp reversal in EUR/USD undoing all of the strength it
received in the past fortnight on the back of the US October government shutdown. The
move down followed a less dovish tone taken by the Fed following its latest FOMC
meeting, but more importantly it reflected a sharp deterioration in Eurozone economic
data, with inflation, unemployment and sales data in the single currency area all
disappointing markedly and putting another ECB rate cut at this week’s Council meeting
into play. Increasingly investors have been viewing EUR/USD purely through the prism
of the US economy alone, ignoring the broader themes and risks associated with the
Eurozone. These are concerns and risks which we have we have frequently highlighted,
however, despite the EUR'’s rally, and having closed last week at 1.3486 EUR/USD is
now back within striking distance of our one-month forecast of 1.34.

EUR/USD not just a function of US fundamentals

Investors received a salutary reminder late last week that exchange rates are more than
a judgment on just one currency, but are a ratio of two. The EUR has been creeping
higher in recent weeks largely on the back of the vulnerability of the USD, with the
fragilities of the Eurozone being largely ignored or overlooked. Thursday’s Eurozone
economic data, however, reminded that the US is not the only major economy with
significant problems. In fact the US Treasury appears to have been at pains to point this
out as well, signaling out Germany last week in its latest currency report for building up
a huge trade surplus and calling for it to boost demand. This message was
subsequently echoed by the IMF, which is likely to keep the EUR in the spotlight for the
near term at least.

An ECB rate cut is back in play

Eurozone inflation dropped from 1.1% in September to 0.7% in October, its lowest rate
since late 2009, with core inflation accounting for the bulk of the decline, falling itself to
0.8%. Both readings are now well below the ECB’s 2.0% inflation target, and flirting with
deflation, making it increasingly difficult for the ECB to argue that the decline is due to
temporary factors as Draghi suggested in October. Meanwhile the unemployment data
rose to 12.2% from 12.0% confounding hopes that the worst of the labour market
deterioration might be over. Furthermore, sales and spending data in Germany and
France (the two largest economies in the Eurozone) registered negative readings for
September after already soft outturns in August.

EUR/USD reverses sharply
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As we have long retained a forecast for the ECB to cut interest rates further, to 0.25%
from 0.50% currently, we would not be hugely surprised if this were to happen in the
coming week. Markets certainly see this possibility, but they have been disappointed
before. Other options would be to resort to unconventional measures such as issuing
more LTROs, or setting negative deposit rates, but it might be strange to do these
when conventional measures have not been fully exhausted. Finally the ECB may just
signal its intention to ‘wait and see’ giving it time to evaluate new forecasts for growth
and inflation due next month. Needless to say the EUR is likely to at least remain
pressured until the ECB meeting on Thursday, especially with data from the Eurozone
expected to remain sluggish.

The US moves out of the spotlight for once

In contrast to the weak Eurozone data, the US printed fairly encouraging data at the
end of last week, with the ISM manufacturing index actually rising to 56.4 in October
from 56.3, defying expectations of a slowdown. This is a strong reading consistent
with growth of close to 3.0% in Q4, with the data appearing to suggest that the US
manufacturing sector was little affected by the government shutdown last month.
Another regional survey in Chicago rose to 65.9 in October from 55.7, for the largest
monthly gain in thirty years. Coming after the Fed already appeared less dovish than
expected last week, the markets appear to be reassessing expectations of a week
ago that the QE tapering might not begin until March 2014. We think this reappraisal
is sensible, as it is still clearly too early to properly assess the impact of the
government shutdown on the broader economy, or of the ongoing fiscal policy
uncertainty with fiscal deadlines again looming in early 2014.

....despite payrolls and growth data due this week

USD/JPY’s recent losses have reflected the broad weakness of the USD driven by
fears that the Fed will postpone tapering QE for an extended period of time. In terms
of Japan’s own economic fundamentals nothing much has changed, however, to alter
the need to maintain the easing that is underway in order that the 2.0% inflation target
is met. This week the Bank of Japan will meet and will release its semi-annual
‘Outlook for Economic Activity and Prices’. It is likely that the BOJ will remain
optimistic about meeting its inflation target, but it may still require more monetary
policy stimulus measures to ensure this. This should enable USD/JPY to find a floor
close to current levels around 97.0.

USD/JPY awaits more BOJ stimulus

Elsewhere this week, there will be focus on the Indian RBI, on the New Zealand
RBNZ and on the Central Bank of Egypt which all have monetary policy meetings to
consider. Last week the Bank of Canada removed its tightening bias, and the
Governor of the RBNZ hinted at intervention to soften the NZD even as it maintains
an intention to tighten monetary policy. The RBA’s governor Stevens will also be
speaking in the week ahead, with his comments about the AUD likely to be closely
watched in the light of its recent strength. In this respect Chinese economic data will
also be of interest in coming days for signs as to whether Q3’s economic stabilization
looks likely to continue, which in the process could help to underpin resource
exporting currencies like the AUD.

Caution merited on GBP

GBP lost ground as the USD recovered last week, but it recovered against the EUR
as the greater surprises were negative Eurozone ones. The UK is not without its own
problems still, however. Although there has been a clear upshift in the economy as
reflected in a Q3 quarterly growth rate of 0.8%, the sustainability of this recovery is
still open to question. Our view is the recovery is disjointed, with strength seen in
some aspects of domestic demand (housing) but weakness still prevalent in others,
and with the external trade deficit still severe. And even in terms of the positive data,
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our suspicion is that the survey data contained in the PMI indices overstates the true
level of expansion, and will have to go a lot further to drive unemployment down. The
PMI series for manufacturing, construction and services are all undoubtedly
expanding strongly, but other surveys have been much less encouraging, including
from the CBI where output and sales surveys have been weak.

It is worth remembering that the PMI indices have often overstated UK recoveries in
the past, most notably in 2010 when they failed to translate into a sustainable
recovery in GDP growth. So we would be cautious about over interpreting the current
signals, especially in the context of a still weak labour market which is what the Bank
of England is really looking at. This week the BoE's MPC meeting is widely expected
to announce unchanged policy, which would leave the repo rate at its historic low of
0.5% (in place since March 2009) and the QE total at GBP 375 billion. No statement
is likely, as is usual after no-change decisions, which should mean that it is a relative
non-event for markets. We continue to see GBP as likely to outperform the EUR over
coming months, but think that the markets have become too optimistic about
GBP/USD and see it slipping back towards 1.55 over the coming year.

Swiss inflation and the RBA complete the week

Two other events stand out in the coming week as likely to be influential for
currencies. First the RBA will be meeting to set monetary policy in Australia. We
expect the RBA to maintain its dovish bias for now, supported by the slowing in Q3
CPI to a 2.2% yly rate, versus a 2.4% yly rate in the prior quarter. The RBA also
releases its monetary policy statement on Thursday, which will provide additional
insights into the Bank's perspective. In terms of both of these events the markets will
be on the lookout for more verbal intervention from Governor Stevens, following his
warnings last week that ‘at some point in the future the AUD will be materially lower
than it is today’.

Finally in Switzerland the focus will be on Swiss inflation data. An unchanged reading
of -0.1% y/y should keep the focus on what more can be done to ignite inflation in
Switzerland, with suspicions the EUR/CHF cap could be raised from 1.20 never far
away.
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FX Forecasts - Major

Spot 1.11 M 3M 6M 12M 3M 6M 12M
EUR /USD 1.3487 1.34 1.31 1.27 1.20 1.3489 1.3492 1.3500
UsD /JPY 98.67 100.0 103.0 107.0 110.0 98.61 98.55 98.36
USD / CHF 0.9123 0.93 0.95 0.98 1.04 0.9116 0.9108 0.9087
GBP /USD 1.5921 1.60 1.57 1.56 1.55 1.5910 1.5899 1.5875
AUD / USD 0.9438 0.92 0.90 0.88 0.85 0.9381 0.9326 0.9210
USD / CAD 1.0420 1.05 1.06 1.07 1.10 1.0444 1.0468 1.0517
EUR / GBP 0.8469 0.84 0.83 0.81 0.78 0.8476 0.8484 0.8501
EUR / JPY 133.08 134 134.9 135.9 132.0 133.08 133.08 133.08
EUR / CHF 1.2305 1.25 1.24 1.25 1.26 1.2297 1.2289 1.2268

Spot 1.11 M 3M 6M 12M 3M 6M 12M
USD / SAR* 3.7503 3.75 3.75 3.75 3.75 3.7506 3.7510 3.7520
USD / AED* 3.6730 3.67 3.67 3.67 3.67 3.6727 3.6728 3.6725
USD / KWD 0.2826 0.282 0.285 0.282 0.28 0.2881 0.2904 0.2990
USD / OMR* 0.3850 0.38 0.38 0.38 0.38 0.3847 0.3842 0.3838
USD / BHD* 0.3770 0.376 0.376 0.376 0.376 0.3797 0.3817 0.3854
USD / QAR* 3.6402 3.64 3.64 3.64 3.64 3.6447 3.6482 3.6556
USD/ INR 61.7300 62.00 61.00 59.00 57.00 61.7458 61.7593 61.7822
USD / CNY 6.0992 6.15 6.15 6.20 6.20 426.4392 475.8492 617.0992

*Denotes USD peg
Source: Bloomberg, Emirates NBD Research
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Major Currency Pairs and Interest Rates

Interest Rate Differentials - EUR Interest Rate Differentials - GBP
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Major Currency Positions*
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CFTC - Speculative Positions - GBP
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CFTC - Speculative Positions - JPY

CFTC - Speculative Positions - CHF
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*Data as of 1 November , 2013
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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
of investment advice or services regarding the profitability or suitability of any security or investment. Moreover, the content of the publication should not be considered legal, tax,
accounting advice. The 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. Accordingly, 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 publication including, but not limited to, quotes and financial data; (b) loss or damage arising from the use of the publication, including, but not limited to any investment
decision occasioned thereby. (c) 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 THE PUBLICATION, INCLUDING BUT NOT LIMITED TO, LOSS OF REVENUE, OPPORTUNITY, OR ANTICIPATED
PROFITS OR LOST BUSINESS. The information contained in the 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. Anyone proposing to rely on or use the information contained in the 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 regarding information contained in the publication. Further, references to any financial instrument or investment product is not intended to imply that an actual trading
market exists for such instrument or product. In publishing this document Emirates NBD is not acting in the capacity of a fiduciary or financial advisor.

Emirates NBD and its group entities (together and separately, "Emirates NBD") does and may at any time solicit or provide commercial banking, investment banking, credit,
advisory or other services to the companies covered in its reports. As a result, recipients of this report should be aware that any or all of the foregoing services may at times give
rise to a conflict of interest that could affect the objectivity of this report.

The securities covered by this report may not be suitable for all types of investors. The report does not take into account the investment objectives, financial situations and specific
needs of recipients.

Data included in the 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. In receiving the publication, you acknowledge and agree that there are risks associated with
investment activities. Moreover, you acknowledge in receiving the publication that the responsibility to obtain and carefully read and understand the content of documents relating
to any investment activity described in the publication and to seek separate, independent financial advice if required to assess whether a particular investment activity described
herein is suitable, lies exclusively with you. You acknowledge and agree that past investment performance is not indicative of the future performance results of any investment and
that the information contained herein is not to be used as an indication for the future performance of any investment activity. You acknowledge that the 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 you 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, you acknowledge and agree that you may not copy or make any use of the content of the publication or any
portion thereof. Except as specifically permitted in writing, you shall not use the intellectual property rights connected with the publication, or the names of any individual
participant in, or contributor to, the content of the publication, or any variations or derivatives thereof, for any purpose.

YOU AGREE TO USE THE PUBLICATION SOLELY FOR YOUR OWN NONCOMMERCIAL 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. YOU AGREE NOT TO USE, TRANSFER, DISTRIBUTE, OR DISPOSE OF
ANY DATA/INFORMATION CONTAINED IN THE PUBLICATION IN ANY MANNER THAT COULD COMPETE WITH THE BUSINESS INTERESTS OF EMIRATES NBD. YOU
MAY NOT COPY, REPRODUCE, PUBLISH, DISPLAY, MODIFY, OR CREATE DERIVATIVE WORKS FROM ANY DATA/INFORMATION CONTAINED IN THE PUBLICATION.
YOU MAY NOT OFFER ANY PART OF THE PUBLICATION FOR SALE OR DISTRIBUTE IT OVER ANY MEDIUM WITHOUT THE PRIOR WRITTEN CONSENT OF EMIRATES
NBD. THE DATA/INFORMATION CONTAINED IN THE PUBLICATION MAY NOT BE USED TO CONSTRUCT A DATABASE OF ANY KIND. YOU MAY NOT USE THE
DATA/INFORMATION IN THE PUBLICATION IN ANY WAY TO IMPROVE THE QUALITY OF ANY DATA SOLD OR CONTRIBUTED TO BY YOU TO ANY THIRD PARTY.
FURTHERMORE, YOU 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 YOU OR, EXCEPT AS OTHERWISE
PROVIDED WITH EMIRATES NBD’S PRIOR WRITTEN CONSENT, AND YOU ACKNOWLEDGE THAT YOU HAVE NO OWNERSHIP RIGHTS IN AND TO ANY OF SUCH
ITEMS. MOREOVER YOU AGREE THAT YOUR USE OF THE PUBLICATION IS AT YOUR SOLE RISK AND ACKNOWLEDGE THAT THE PUBLICATION AND ANYTHING
CONTAINED HEREIN, IS PROVIDED "AS IS" AND "AS AVAILABLE," AND THAT EMIRATES NBD MAKES NO WARRANTY OF ANY KIND, EXPRESS OR IMPLIED, AS TO
THE PUBLICATION, INCLUDING, BUT NOT LIMITED TO, MERCHANTABILITY, NON-INFRINGEMENT, TITLE, OR FITNESS FOR A PARTICULAR PURPOSE OR USE. You
agree, at your own expense, to indemnify, defend and hold harmless Emirates NBD, its Suppliers, agents, directors, officers, employees, representatives, successors, and
assigns from and against any and all claims, damages, liabilities, costs, and expenses, including reasonable attorneys’ and experts’ fees, arising out of or in connection with the
publication, including, but not limited to: (i) your use of the data contained in the publication or someone using such data on your behalf; (ii) any deletions, additions, insertions or
alterations to, or any unauthorized use of, the data contained in the publication or (iii) any misrepresentation or breach of an acknowledgement or agreement made as a result of
your receiving the publication.
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