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The First Cut (really) is the Deepest

So, the Fed executed its inaugural rate cut this week, choosing to ease policy by
an outsize 50bps. While there had been much market uncertainty over the likely
magnitude of the reduction, it clearly decided to take the more assertive route, albeit
maintaining a commitment to a data-dependent approach to future policy direction.

Some had argued — ourselves included — that the relative strength of recent macro
data and the absence of imminent U.S. recession risk supported the case for just a
25bp inaugural rate cut, but in fact it was exactly this relative macroeconomic
resilience and the fact that U.S. rates are so far above the perceived ‘neutral’ rate
that the Fed was confident that it could ease by the larger amount without posing
any meaningful threat to its soft landing aspirations.

Moreover, the Fed arguably had a limited window this month to pull off a larger rate
reduction. As such, with rates elevated — well above the ‘neutral’ rate — Fed chair
Powell embraced the opportunity. If the Fed had failed to act this month, the
concern would have been that the U.S. presidential election on November 5 may
complicate and politicize the next FOMC rate decision on November 7, especially
if a Trump victory were to spark renewed trade tariff-based inflation fears. The
December 18 FOMC meeting may then also not be seen as ideal timing for policy
adjustment coming close to year-end liquidity considerations.

That said, the FOMC meeting and the rate decision were not without controversy.
Highlighting the mixed nature of market expectations ahead of the Fed
announcement — and perhaps reflecting how the vote could have gone either way
— Fed governor Michelle Bowman dissented, voting for a smaller 25bps cut.
Bowman'’s dissent was not insignificant, being the first such move since 2005.

Looking ahead, the Fed’s updated economic projections, its so-called ‘dot plot’, then
left the door ajar for further easing before year-end, although on this note the market
is fairly evenly split between expecting a further 25bps or 50bps by the conclusion
of the December FOMC meeting. Despite market pricing -33bps for the November
7 FOMC meeting and a total of around 68bps of cuts priced in by December, we
believe that just an additional -25bps by year-end may suffice. The data will be key.

Market reaction to the Fed move was somewhat mixed, even though conventional
wisdom would suggest that monetary easing should be manna from heaven for risk
assets. However, while risk asset sentiment is being buoyed by the easier rates
policy stance, and a more optimistic outlook for corporate earnings and credit
quality, the fixed income bond market will be expecting a degree of economic
softening, if not absolute weakness, to support the case for future Fed easing.
Obviously, you can’t sustain both over time, something will have to give.

Meanwhile, closer to home and in recognition of the dollar-pegged currency
regimes of the GCC region, we saw the majority of GCC central banks matching
the FOMC move with their own (50bp) rate cuts. The Central Bank of the UAE
(CBUAE) was quick to respond with a 50bp reduction to its Overnight Deposit
Facility (ODF) base rate, thereby taking the rate to 4.90%.

Meanwhile the Central Bank of Bahrain cut its overnight deposit rate by a similar
magnitude, taking it down to 5.50%. The Central Bank of Kuwait chose to ease by
a more modest 25bps, to take the discount rate from 4.25% to 4.00%, and the Qatar
Central Bank reduced rates by 55bps across the three main benchmark (deposit,
lending and repo) rates.

Likewise, in a move designed to maintain monetary stability, in KSA SAMA reduced
its repo rate by 50bps to 5.50%. Similarly, it cut the reverse repo rate by a similar
amount to 5.00%. Bon weekend folks!
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Macro outlook for the week ahead

Preliminary September PMI data for the U.S. and much
of Europe next week will provide us with the latest
macro barometer readings and help us to ascertain the
chances of a ‘soft landing’ scenario evolving over the
coming months. With manufacturing PMIs having
languished consistently over recent months in sub-50,
economic contraction territiory, it will again likely fall on
services sector activity to underpin the broader
‘composite’ reading.

Down under, the focus will be on the RBA. The Bank is
widely expected to leave rates on hold on this occasion
and to keep its hawkish stance. This said, just as the
Fed pivoted to an easing cycle earlier this week, we
would argue that the case for another RBA hike is
steadily receding. In fact, we believe that labour market
and consumer-price (inflation) data over the coming
weeks should open the window for a cut by the RBA in
November. Keep an eye on the Australia August CPI
report due Wednesday which is expected to show
inflation sliding back into the RBA'’s target band.

Wednesday morning appears set to be a busy session
for global markets. In addition to the Aussie CPI data,
we will also be watching the People’s Bank of China
(PBoC) that has said it will conduct its one-year
medium-term lending facility operation that day.

We acknowledge that further stimulus will be required
from the PBoC in the coming months in order to
underpin China’s economic recovery, but consensus is
for the 1-year rate to be held at 2.30% this month.

Meanwhile, in the wake of this week’s Japanese
nationwide CPI report that will have clearly bolstered
the government’s hawkish bias, all eyes in the Land of
the Rising Sun next week will be trained on Tokyo CPI,
scheduled for release on Friday morning (03.30 GST).
While the report should show core price pressures
easing, the underlying theme should again be one of
inflationary pressures remaining sticky to the upside.
Meanwhile we will also be monitoring any further details
on what was recently reported to be early stage
negotiations between Japan and the UAE on signing an
economic partnership agreement (EPA). Such an
accord would be designed to eliminate or reduce tariffs
and foster greater cross-border investment between the
two countries.

Closer to home, the story of modest inflation pressures
should also be reinforced by several GCC consumer
price data releases over the coming days. These will
include August CPI readings for Dubai, Bahrain, Kuwait
and Qatar. All of these should reaffirm that local price
pressures remain in low single-digit growth territory.

Please see the table to the right for a selection of some
of the key macro data releases that we will be
monitoring over the course of the next week. Good luck!
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Fed cuts but will now need full optionality

Market pricing for change in
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Key data releases next week

Region/Data ggltgase Period | Survey zzgcriing
us

S&P Global

Manufacturing PMI 23/ Sept | SeptP 48.5 47.9
S&P Global

Services PMI 23/ Sept | Aug 55.2 55.7
Conference Board

Cons. Confidence 24/ Sept | Sept 102.8 103.3
New Home Sales 25/ Sept | Aug 693k 739k
GDP annualised o o
Q00 26/Sept | 2QT 2.9% 3.0%
Personal Spending 27/ Sept | Aug 0.3% 0.5%
Europe

HCOB EZ Mftg PMI 23/ Sept | SeptP - 45.8
HCOB EZ Services 23/ Sept | SeptP ) 529
PMI

HCOB EZ

Composite PMI 23/ Sept | SeptP - 51.0
UK S&P Global Mftg 23/ Sept | SeptP } 525
PMI

UK S&P Global

Services PMI 23/ Sept | SeptP - 53.7
UK S&P Global

Composite PMI 23/ Sept | SeptP - 53.8
China

1-yr Medium-Term Sept

Lending Facility 25/ Sept 18 2.30% 2.30%
Industrial Profits

Yoy 27/ Sept | Aug - 4.1%
MENA

Dubai CPI YoY 23/ Sept | Aug - 3.32%
Bahrain CPI YoY 28/ Sept | Aug - 1.1%
Bahrain GDP

Constant Px YoY 30/Sept | 2Q ) 3.3%
Qatar GDP 30/ Sept | 20 } }

Constant Px YoY
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GCC&E markets / news this week

GCC credit flows remain constructive despite the ever-
changing macro landscape, with both cash and index
spreads closing considerably tighter across the board,
this week. Spread compression remains a key theme
with HY around 20bps tighter on average and IG closer
to -10bps on the week. Egypt was the standout
performer at 50bps tighter this week. In the wake of the
50bp FOMC rate cut, we expect investors to continue
deploying cash, notably across higher yielding names
and indeed in sectors that have lagged the move in
rates. On the primary front, we saw a brief paused this
week after a busy start to the month, but the pipeline
should pick up again next week, as issuers continue to
take advantage of the strong demand for GCC credit.

UAE

e PJT Partners has agreed to acquire Dubai-based
advisory firm deNovo Partners, giving the former
a greater foothold in the Middle East. The deal
brings together two Morgan Stanley alumni: Paul
Taubman set up PJT about a decade ago after
30 years at the bank. Meantime, deNovo was
founded in 2010 by May Nasrallah, who
previously worked at Morgan Stanley for 15yrs.

e Stonepeak is opening an office in Abu Dhabi,
joining a flurry of new entrants to the UAE capital.
The $71.2bn alternative investment firm has
received approvals to arrange and advise on
investments in the UAE, and plans to set up in
the emirate’s financial hub, ADGM, it said in a
statement on Wednesday.

e Microsoft Corp. and G42 are establishing two
artificial intelligence (Al) centres in Abu Dhabi,
months after they inked a $1.5 billion deal and
the UAE firm agreed to divest from China. One
centre will help develop best practices and
industry standards for the responsible use of Al,
according to a statement Tuesday. The US firm
will also open its first ‘Al for Good Research Lab’
in the region to support social goals, including
advancing food security and climate resilience.

e Australia has reached a trade agreement with the
UAE that is expected to boost shipments of
agricultural products and resources, as well as
provide Abu Dhabi with greater access to
investment in green energy and critical minerals.
Trade Minister Don Farrell announced the accord
at a press conference in Canberra on Tuesday,
marking the Australian government’s first trade
pact since coming to office in May 2022.

Saudi Arabia

e KSA’s state shipping company Bahri plans to
build its own liquefied natural gas tankers as the
kingdom expands into the fuel just as supplies
are increasing around the world, according to
Bloomberg. Bahri, a major oil shipper, aims to
start with about 20 to 30 new carriers that will
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include LNG, liquefied petroleum gas, hydrogen
and ammonia, CEO Ahmed Ali Alsubaey said.

e Talks between the PGA Tour and the Saudi-
backed LIV Golf have dragged on for over a year
since their shock deal announcement, with one
detail still problematic: getting players to agree
on who gets to keep their millions. KSA’s Public
Investment Fund (PIF) started LIV as a rival to
the PGA, luring a number of big-name players
and sparking a mammoth feud before the sides
agreed to a deal in June 2023.

e KSA aims to gain control of Bahrain’s aluminium
smelter, furthering its plan for mining and metals
to become a “third pillar’ of KSA’s economy.
State-controlled Saudi Arabian Mining Co.,
known as Maaden, announced a series of deals
this week involving Aluminium Bahrain B.S.C., or
Alba. When those deals close, Maaden “hopes to
be a majority shareholder in Alba,” CEO Bob Wilt
said in an interview in Riyadh.

e Lazard Inc. is the latest Wall Street firm to comply
with Saudi’s rules for foreign firms to set up their
Middle Eastern base in the kingdom. Lazard has
received a so-called regional headquarters
license from the Saudi Ministry of Investment,
according to Bloomberg reports.

Bahrain

e Formula 1 and governing body the FIA have
announced that the Bahrain International Circuit
will host three days of pre-season testing in 2025
on February 26, 27 and 28.

Oman

e H.E. Qais bin Mohammed Al Yousef, Oman’s
Minister of Commerce, Industry, and Investment
Promotion has visited the U.S. to boost
investment and trade relations. The visitincluded
bilateral meetings with several U.S. officials and
representatives from leading U.S. companies in
sectors such as manufacturing, energy,
healthcare, IT, tourism, and financial services.

Egypt

e Egypt said Saudi Arabia’s sovereign wealth fund
(PIF) is poised to invest $5bn, in what would be
the latest Gulf funding for the country. KSA'’s
crown prince ordered the PIF to take the step as
a “first phase” of new Saudi investment, Egypt’s
cabinet said late Monday.

e Egypt's natural gas production will return to
normal levels by June 2025, prime minister
Madbouly said Thursday, just as a recent output
slump and rising demand turned the country into
an importer of the fuel for the first time in years.
The drop in local supply is a result of foreign oil
companies not being able to maintain fields due
to arrears owed to them by the government,
according to the PM.
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MENA Sub-investment Grade Bond Yields (%)
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Global Inflation (annualised monthly change)
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. Change (basis points)
UST Yield Prev day Close

5Y 3.483% -0.1 +1.8 -20.5 -110.2 -36.5
10Y 3.715% +1.0 +4.0 .3 -69.4 -16.5
30Y 4.051% +3.0 +6.2 -1.0 -39.4 +2.2

Source: Bloomberg

. Change (basis points)
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5Y 318.6 -0.2 -20.8 -117.8 -34.3
10Y 325.7 1.0 5.2 -10.7 -86.0 -21.7
30Y 324.1 2.7 7.2 -1.1 -52.8 -7.5

Source: Bloomberg

-
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% Change
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USD INR 83.6888 -0.09% -0.34% -0.12% +0.73% +0.58%
USD IDR 15,238.00 -0.66% -1.24% -1.28% -0.95% -1.03%

Source: Bloomberg

: . Change (ba5|s points)
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GCC (IG+HY) 110.7 +0.3 -78.5 -80.2 +6.8 -10.5
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Change (ba5|s points)
MENA CDS Prev day Close (bps)

Abu Dhabi 5Y 36.3 +0.8 -1.4 -3.2 +0.3 -5.0
Kuwait 5Y 68.0 -0.0 -0.0 -0.1 +23.9 +22.5
KSA 5Y 56.0 +0.6 -0.8 S28S +6.8 +3.4
Dubai 5Y 5.5 -0.5 =113 =&l =37 -3.8
Oman 5Y G319 -0.6 2.1 -8.7 =287/ -21.9
Bahrain 5Y 175.5 =15 +1.9 A9, 1L -41.2 -28.2
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. % Change
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WTI Qil $/bbl 71.95 +1.47% +4.32% -2.82% -20.30% +0.42%
Brent Oil $/bbl 74.88 +1.67% +4.04% -3.01% -19.94% -2.80%
Gold spot $/oz 2,586.7 +1.09% +1.13% +2.89% +34.01% +25.39%
Silver spot $/Troy oz 30.788 +2.35% +3.04% +4.58% +32.48% +29.38%
Aluminium 3MO $ 2,539.5 +0.12% +5.13% +3.84% +14.62% +6.52%
Nickel 3MO $ 16,333 +0.62% +1.22% -2.00% -18.00% -1.63%
Copper 3MO $ SIS +1.22% +3.25% +2.84% +14.74% +11.17%

Source: Bloomberg
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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, 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 (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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