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Persistent inflationary pressures are forcing central banks to stay hawkish even as economic
activity continues to slow down. Markets are repricing further rate hikes in the coming months while
pushing back any expectations for rate cuts any time soon. Interestingly, equity markets seem to be
unfazed by this hawkishness and worsening economic outlook. Meanwhile, bond markets continue

to point towards an impending recession.

ECONOMIC UPDATE

Fed is clearly ahead in the game

As expected, the Fed did not increase interest rates during its June meeting after 10
consecutive hikes adding to 500 bps. However, the Fed accompanied the pause with a
particularly hawkish message and dot-plot projections that indicates two more hikes in
the coming months. The market is now ascribing 85% probability of a 25 bps rate
increase in July. The European Central Bank raised its interest rate by 25 bps, taking the
deposit rate to 3.50% and clearly indicating that it is ‘very likely’ to raise rates again in
July given the sticky core inflation. The market expects a pause after this. On the other
hand, The Bank of England increased rates by 50 bps, bringing its Bank Rate to 5%. The
prospects of further hikes by the Bank of England look high given the sharp increase in
core inflation to the fastest level in the last three decades.

While the US Federal Reserve has been the most resolute and aggressive in raising rates
in this cycle, other central banks are now catching up (please see interest rate and
inflation figures in the chart below).

Central Current Increase Headline

Core
Inflation

Banks Rate in rate Inflation Trend Trend
US Federal Reserve 5.25% 500 bps 4.0% 5.3%
European Central Bank 3.25% 325 bps 6.1% 5.3%
Bank of England 5.00% 475 bps 8.7% 71% y V|
Bank of Canada 4.75% 450 bps 4.4% Y, 4.1%
Reserve Bank of Australia | 4.10% 400 bps | 6.8% . 5.5% r X
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Inflation moving in the right direction - US has made more progress

Underlying economic conditions are reacting to aggressive rate hikes and slowing down
fast; exactly in line with what central banks set out to achieve. Headline inflation
readings have cooled off significantly from the highs made in the middle of last year, due
to lower energy and food prices and the higher base effect. Core inflation in the US and
Eurozone are showing early signs of easing though the UK continues to struggle due to
structural factors linked to Brexit. Please see the graphs below. It is clear that the US has
made more progress in the fight against inflation.
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Central banks have a clearly stated goal of bringing inflation down to 2%, which is still
some distance away; and hence tight monetary policy is likely to continue. The Fed and
the ECB have been vocal about the need for ‘a period of sub-standard growth’ to tame
the malice of inflation. This indicates that they would not necessarily change course due
to an economic recession.

The Eurozone is already in a technical recession (two consecutive quarters of GDP
contraction in Q4, 2022, and Ql, 2023) while the ECB continues to raise rates. The US
economy has proven to be far more resilient and the likelihood of a recession, if at all,
has now been pushed forward to the end of this year. However, the slowdown is quite
marked in many spheres of the US economy and various indicators are now flashing
impending recessionary conditions. The manufacturing PMI (purchasing managers
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index), which is a leading indicator of business activity and outlook, has dipped well below the level of
50, indicating a sharp contraction (please see the graph below). The latest release of Senior Loans
Officer Opinion Survey indicates that lending standards for medium and large corporates have
tightened to levels that correspond to an imminent recession while at the same time also showed
credit demand has slowed down to a level last seen during the financial crisis in 2008. These data

points have direct implications on corporate earnings and overall economic growth.
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MARKET OUTLOOK

US interest rates: As highlighted in this report earlier, the US Federal Reserve has delivered the highest
increase in interest rates in the shortest period of time compared to the other developed markets. That
is now working its way through the economy, slowing down parts of the economy and bringing inflation
down significantly. Core inflation remains more sticky due to the tight labor market and high cost of
rents. However, both these factors are showing signs of easing: unemployment levels have risen due to
rising labor participation rate while private data shows a plateauing of rental growth (Apartment List
Rent Report July 2023). Therefore, we believe the Fed is very near the peak rate, if not already at the
peak. However, since the inflation target is still far, rates are likely to stay on hold for the rest of this year
even if the US economy faces a technical recession. Further down, we believe the Fed will be the first

central bank to cut rates sometime in 2024.

Equities: At the beginning of the year there was a near-consensus among analysts that
the equity rally that started in October last year was not warranted and that a steep
correction was on the cards. As we had highlighted in our Macroeconomic Outlook Event
in February, the S&P 500 index tends to give outsized returns following a 25% drawdown
and that consecutive negative years of performance are rare. As it has turned out, after a
steep drawdown in 2022, equities have delivered stellar returns so far in 2023. US equities
are officially in a bull-market, with gains in excess of 20% from the October 2022 lows. The
broad-based S&P500 index is up 15.9% while the tech-heavy Nasdaq 100 index has
jumped 31.7% so far in the year. Much of the rally initially was driven by the top-7 stocks,
all in the technology sector, but more recently this rally is becoming more broad-based
with even the small-caps participating on the upside. As far as the Nasdaq is concerned,
this has been the best ever first-half performance for the index. While these returns may
not be repeated in the second half of the year, we do not see any serious concern on the
horizon. Certain headwinds like a slowdown in company earnings and a technical

+31.7%
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recession at some point in time are already baked-in into the prices. Equity markets tend to be forward
looking and seem to be drawing comfort from the fact that interest rates have probably peaked and
company earnings estimates are being revised higher for 2024.

Long term investors should continue to accumulate stocks either through the indices which can be

accessed via low-cost ETFs or through high quality growth stocks which will continue to benefit in a
low-growth environment.

Fixed Income: While interest rates have been going higher, the long term expectations for
inflation have remained well anchored. This is reflected in the Treasury yields of 2 year
bonds versus the 5 year and 10 year paper. The 2 year bonds are more sensitive to short
term interest rates and hence the yield has risen during the year. However, the 5-year and
10-year Treasuries are trading at similar levels as at the beginning of the year. This
essentially shows that there is massive demand for medium to long-term maturity paper
since investors of all types - private clients, institutional investors, pension funds and
endowments - are trying to lock-in the currently available attractive yields for as long as
possible. Long-dated investment grade bonds will provide maximum capital appreciation  Opportunity in
at some stage in the next 12 to 18 months when the Fed starts easing interest rates. Fixed Income

We believe investors should look at investment grade bonds to take the triple advantage
of capital preservation, high level of secured income for the long term and potential for
capital gains.

MARKET DATA
Global Equities Last price YTD 2023 Currencies Last price 2023 Chng
MSCI World 2966.72 13.99% Dollar Index 102.95 -0.55%
Dow Jones Ind. 34407.6 3.80% Euro 1.0903 1.85%
S&P 500 4450.38 15.91% GBP 1.2691 5.03%
NASDAQ COMP 13787.92 31.73% JPY 144.46 -9.23%
EUROSTOXX 600 461.93 8.72% CHF 0.8956 3.23%
FTSE 100 7531.53 1.07% AUD 0.6657 -2.29%
India Nifty50 19189.5 5.99% CNH 7.2702 -4.79%
Nikkei 225 33615.12 28.82% INR 82.04 0.85%
Shanghai Comp 3202.06 3.65% SGD 1.353] -1.01%
Regional Equities Last price 2023 Chng Commodities Last 2023 Chng
Dubai DFM 3792 13.67% WTI Crude 70.42 -12.26%
Abu Dhabi ADX 9574 -6.47% Brent Crude 75.21 -12.45%
Saudi Tadawul 11,459.00 9.36% Nat Gas 2.706 -39.53%
Gold 1917.41 5.12%
Silver 22.745 -5.05%
Copper 374.95 -1.60%
Market Data As of 30th June 2023 Corn 554.5 -15.05%
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CBD INVESTMENT SOLUTIONS

CBD offers a range of solutions that can help you manage wealth for short-term
or long-term objectives:

ASSET CLASS SOLUTIONS

FIXED INCOME « Alarge range of regional and international bonds, perpetuals and sukuks
«  Top-rated global and regional mutual funds investing in bonds and sukuks and distributing
regular income
«  Both Sharia-compliant and conventional fixed income solutions are available

EQUITIES « International equity and ETF trading on CBD's award-winning mobile app CBD Investr
« Trading in UAE equities with CBD Financial Services mobile app or with brokers
MULTI-ASSET « Income distributing mutual funds, from leading fund managers in the world, investing in
equities and fixed income
SYSTEMATIC * Invest regularly in globally diversified and actively managed portfolios on CBD’s
INVESTMENT PLAN award-winning mobile app CBD Investr
ALTERNATIVES «  Mutual funds investing in US senior secured loans delivering regular income

Visit us on www.cbd.ae and www.cbd.ae/cbdinvestr for more information on investment solutions

CONTACT US

As always, your dedicated Relationship Manager remains available by phone or email for any
enquiries or support you may require. Alternatively, you can write to us on cbd.advisory@cbd.ae

DISCLAIMER

This communication has been prepared by individual staff members of Commercial Bank of Dubai (“CBD”) and, hence, it may not represent the views of CBD.

Content of this communication is provided solely for informational purposes and should not be construed as advice or a recommendation to investors or
potential investors and it may not be reproduced, redistributed, or copied in whole or in part for any purpose without CBD’s prior express consent. Any
decision made on the content of this email is done solely at such person or entity’s own risk. 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 CBD and its accuracy cannot be guaranteed. CBD 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 or validity of such information.

Any information contained in this communication is not and should not be regarded as investment research or advice for the purposes of the rules of the UAE
Securities and Commodities Authority and/or any other regulator. Any recommendations in this communication are based on the opinions of the staff
member of CBD in personal capacity and may be changed at any time without notice. Opinions expressed in this communication may differ from the opinions
expressed by other divisions of CBD.

This communication is directed at persons (i) who have been or can be classified by CBD as eligible counterparties, professional clients or sophisticated
investors, (ii) who have experience in matters relating to investments and (i) 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.

There can be no assurance that the securities or financial products or services mentioned in an electronic communication (including but not limited to
e-mail(s)) could be sold or bought at such prices from CBD or market participants. Past performance is not necessarily a guide to future performance. CBD
does not provide any advice relating to a product. Before making an investment decision, investors should ensure they have sufficient information to assess
the consequences of an investment to enable them to make an informed investment decision. You should make any trading or investment decisions based on
your own analysis and judgment and/or that of your independent advisors and not based on CBD and any decision whether or not to adopt any strategy or
engage in any transaction will not be CBD’s responsibility. Only communication on the bank’s letterhead signed by an authorized signatory of CBD should be
considered as official communication from CBD.
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