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Geopolitical escalation, resilient markets

e USdirect military involvement against Iran’s nuclear facilities is a clear escalation
o Still, both countries have probably no interestin alonger and more severe conflict
¢ Markets seemtolean towards a “least worse” outcome, though the situation s fluid

Last week’s returns were overall unremarkable: oil prices rose
and the dollar strengthened due to the conflict betweenIsrael
and Iran, gold gave back a bit of its previous gains, and the
mood was overall a visible yet modest risk aversion.

With regards to macro data, we would simply highlight a
positive surprise in China’s retail sales and the opposite in the
US. It was a heavy week for central banks with over 10 policy
meetings, which mostly kept rates unchanged except for
Norway, Sweden and Switzerland who decided a 25 basis
points cut, which can be considered in relation to the
impressive appreciation of their respective currencies in
2025.The Fed’s June meeting was mostly anon-event: norate
cut, some mild “stagflation” in their economic projections but
no change in their rate projections for 2025, as their dot plot
maintains 50 bps of easing, but now only 25in 2026.

Since we barely know what will happen this week, 2026 is
certainly not our focus. Geopolitics are. US strikes on Iran’s
nuclear facilities were massive, involving more than 100
planes, including B2 bombers dropping “bunker busters”. The
US called it a complete success, claiming that Iran’s nuclear
threat is “obliterated”, indicating an intention to stop there.
Unpredictability is always material, as illustrated by President
Trump’s social media post mentioning a “regime change” only
hours after his own administration said it was not on the
agenda. Still, this could be another “Art of the Deal” rhetoric.
We see no interest for both the US and Iran for a longer
conflict. The latter could make a restrained, low damage
“token” retaliation, opening the way for de-escalation.
Markets are resilient so far, including the regional stock
markets which were open on Sunday just after the strikes.

The situation remains extremely fluid, and we can only hope for
peace. This will be the focus of the week ahead, together with
a NATO summit, flash PMI reports, May US PCE inflation,
China’s economic forum and Powell’s Congress testimony.
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Cross-asset Update

Markets have once more failed to respond to the spiking
geopolitical tensions as consensus had expected. Gold barely
budged thismorning and Brent crudeisinretreat as of the time of
writing. This is actually not unexpected on our side. As
summarized in our daily note, no side currently has incentive to
escalate. In particular, the Treasury market remains Trump’s
Achille’s heel. Any miscalculation resulting in getting involved for
long in the regional conflict would affect crude prices, in turn
exerting upward pressure on Treasury yields. The Washington
administration has got out of its way to cap the oil market via
OPEC+ and given the debt burden in the United States it would
be unwise toundo whatwas achieved. In early April Donald Trump
buckled under the pressure of higher Treasury yields and a
dysfunctional bond market when the tariff war came to ahead,
andwe tendto see hisreactionfunctionasbeing no different this
time. Itis likely that markets will continue to climb a wall of worry,
rather than sell off badly on risks that so far have been more
perceived than real, at least in the possibility that the conflict
extends in space and time. Also, the blocking of the Strait of
Hormuz repeatedly mentioned in the press would be a great way
to make many enemies while trying to hit energy sources. We
deemitasunlikely.

Therecent Geneva agreement on aframework to scale down the
tariff war between the US and China brings us back to Emerging
Market equities, that would be the main beneficiaries of reduced
trade tensions between the two superpowers. More Chinese
stimulus could be on the way this summer. In China retail sales
indeed surprised to the upside, yet on temporary rather than
structural effects. Since the real estate market remains in the
doldrums with falling prices and contracting sales, it should be a
matterof time before the authorities stepinwith more supportive
measures aimed at achieving the 5% growth target set for this
year. Also, Fed easing expected in the second half would be one
more positive factor. EM FX and bonds, that have been rallying
with equities from their April lows, have already cleared their
March highs, and it now seems the turn of stocks to be doing the
same given the constructive outlook. Tactically, we are now more
heavily weighted on EM versus DM stocks, as well as overweight
Chinese equitiesinthe EM space.

Tactical Asset Allocation: Simplified Positioning
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Fixed Income Update

FOMC as expected did not change the policy rates. The policy
statement mentioned that “Uncertainty about the economic
outlook has diminished but remains elevated.” Dot plots still
showed two rate cuts for this year. Though it's notable that the
distribution skewed more hawkishly than at the March meeting, as
9 of 19 participants see zero or one cut this year. Powell’s press
conference alluded torisks on both sides however, cautioned that
it will take time for the impact of tariffs to pass through to inflation
readings. The median FOMC participant’s core PCE inflation
forecast for2025rose 0.3pp to 3.1% and the median GDP growth
forecast for2025 fellby 0.3pp to 1.4%. The BoE MPC kept policy
rates on hold. Declines in the pace of wage growth and services
inflation leads us to believe that we may see three furtherrate cuts
this yearfrom BoE. We maintain our view that Gilt yields will decline
more vs other major bond markets.

The long-end US Treasury yields continued to move down in the
first half of the week. The US retail sales print for May was below
expectations at -0.9% vs economist consensus of -0.6%.
Industrial Production for May dropped -0.2%. The long-endyields
moved up Wednesday late session onwards. The market may
continue to fade upcoming rate cut expectations over the
summer. Similarly, higher energy prices and the US involvement in
the middle east conflict can raise inflation/deficit expectations
leading to higher long-end yields. Overall, US yield curve could
shift higher. Avoid long duration exposure at the moment.

President Trump seems to have given a very limited authorization
for strikes on lIran. For the US, there are domestic and
macroeconomic considerations. President Trump would not want
a prolonged conflict. There are different levels of hierarchy to
escalation. If the escalation remains limited to Iragi US bases, the
US would not retaliate and that would provide an off-ramp to Iran.
However, closure of the Strait of Hormuz would not be acceptable
to the US and the retaliation could be massive. Thisis not the base
case at the moment.

We expect credit spreads to widen this week. Under the first
scenario, we don’texpectthe GCC spreads toblow outinanunruly
fashion. However, the second scenario will likely be messy for
regional credits. Bahrain long duration bonds could be the worst
affected. We would avoid adding to High Yield real estate credits
from the region as well. However, once the spreads have widened
by atleast 150 bpsin the high yield space there could be selected
opportunities toinvest. We would look to go overweight highyield
sovereign, GRE names as well as subordinate debt from banks
from the region post spread widening. We expect the pipelines of
deals to be pushed back for suitable environment. Price sensitive
investors should book profit onvulnerable names as market seems
priced for perfection.

FIXED INCOME KEY CONVICTIONS (2024)
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Equity Update

Global equity markets faced another turbulent week as
geopolitical escalation, fragile macro signals, and policy
uncertainty converged to unsettle sentiment. With the US now
directly engaged in Middle East hostilities, the risk backdrop
shifted from tension to consequence. The potential fallout of a
broader conflict added a new dimension to markets already
struggling to balance Fed hesitancy, tech sector fragility, and
tariffs bound for resumption. Global equities fell 0.4%, with
developed markets down 0.5% and emerging markets flat, a
reflection of diverging exposures to policy and political volatility.
In the US, the S&P 500 slipped 0.1% as participants wrestled with
both regulatory and geopolitical crosscurrents. Semiconductor
weakness was front and center after reports emerged that the
Trump administration may further restrict advanced chip exports
to China. Nvidia, ASML, and TSMC lost ground, dragging broader
tech sentiment with them. Apple stirred debate after news broke
of its discussions to acquire Al startup Perplexity, renewing
questions around capital allocation in a hyper-competitive Al
landscape. The financial sector also came under pressure as the
Senate advanced the GENIUS Act, raising prospects of digital
disruption in payment networks and weighing on Visa and
Mastercard.

European equities were among the weakest performers, with the
MSCI Europe index falling 1.6% and the Stoxx 600 logging its third
weekly lossin four. Macroeconomic data continued to disappoint,
particularly in Germany and the UK, where retail and sentiment
indicators weakened. Industrials, autos, and chemicals saw
sustained selling. Regulatory concerns resurfaced in the tech
sector: Alphabet faced another potential EU antitrust blow, while
Apple and Meta remained under investigation under the Digital
Markets Act. Energy and utilities provided some cushion, but the
broader tone was defensive. A modest Friday recovery followed
President Trump’s decision to delay further action onIran, but the
move failed to shift the underlying trajectory. China remained
under pressure, with the MSCI China index down 1.3% as tech
names struggled and policy clarity remained elusive. Hong Kong-
listed shares saw volatile flows, particularly in semiconductors,
after US regulatory threats toward China’s chip sector re-
emerged. Tencent Music and NetEase Cloud Music provided rare
bright spots on strong subscription trends, though broader flows
remained light. Japan stood out with resilience. The TOPIX rose
0.5%, supported by yen weakness, stable domestic data, and a
late-week bounce in tech names tied to Taiwan’s new chip export
restrictions. Equipment makers such as Lasertec and Advantest
gained, while financials and transport stocks advanced on solid
earnings guidance. Foreign inflows continued, attracted by
Japan’s relative policy clarity, supportive FX dynamics, and a
growing shareholderreturn narrative.

Middle Eastern equity markets added another layer to the week’s
complexity. With the US launching strikes on Iranian targets, the
region became a central axis of market concern. Markets,
including Saudi Arabia and the UAE, drifted lower, reflecting
caution over trade disruption and external risk. Oil-sensitive
sectors held up, while telecom and utilities in Qatar and Kuwait saw
defensive inflows. Trading volumes picked up across the region,
suggesting speculative hedging and rising short-term positioning
around energy and security-linked outcomes.

Equity Recommended Regional Positioning
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Disclaimer

This document is prepared by Emirates Islamic Bank (P.J.S.C) (“the Bank” or “Emirates Islamic”), a public joint stock company incorporated in Dubai,
United Arab Emirates (UAE) and licensed to provide various financial services including promotion, financial consultation, and securities portfolio
management. Emirates Islamic is regulated supervised and controlled by the Central Bank of the UAE (“Central Bank”) and the Securities and
Commodities Authority of the UAE (“SCA”), having its head office at Building 16, Executive Towers, Dubai Healthcare City, P.O. Box 6564, Dubai, United
Arab Emirates. This document may be distributed and/or made available by the Bank (through its website, its branches or through any other modes,
whether electronically or otherwise).

Emirates Islamic is a group company of Emirates NBD Bank PJSC, and together with its affiliates, subsidiaries and group entities, including its
shareholders, directors, officers, employees and agents are collectively referred to Emirates NBD Group.

This publication is prepared without regard to the individual financial circumstances and objectives of persons who receive it. Data/information
provided in this publication are intended solely for illustrative purposes for the general information or its recipients, irrespective of their customer
classification as an Ordinary Investor or Professional Investor under the SCA Regulations.

Any person (hereinafter referred to as “you”, “your”) who has received this document or have access to this document shall acknowledge and agree
to the following terms.

Reliance

This publication may include data/information taken from stock exchanges or other third-party sources from around the world, which Emirates Islamic
reasonably believes to be reliable, fair and not misleading, but which have not been independently verified. The provision of certain data/information
in this publication may be subject to the terms and conditions of other agreements to which Emirates Islamic is a party. Opinions, estimates and
expressions of judgment are those of the writer and are subject to change without notice. Emirates Islamic or any member of Emirates NBD Group
makes no representation or warranty and accepts no responsibility or liability for the sequence, accuracy, completeness or timeliness of the
information or opinions contained in this publication. Nothing contained in this publication shall be construed as an assurance by Emirates Islamic that
you may rely upon or act on any information or data provided herein, without further independent verification of the same by you.

The contents of this document are prepared as of a particular date and time and will not reflect subsequent changes in the market or changes in any
other factors, including those relevant to the determination of whether a particular investment activity is advisable. Emirates Islamic does not
undertake any obligation to issue any further publications or update the contents of this document. Emirates Islamic may also, at its sole discretion,
update or change the contents herein without notice. Emirates Islamic or any member of Emirates NBD Group does not accept any responsibility
whatsoever for any loss or damage caused by any act or omission by you as a result of the information contained in this publication (including by
negligence).

References to any financial instrument or investment product in this document are not intended to imply that an actual trading market exists for such
instrument or product. Certain investment products mentioned in this document may not be eligible for sale in some jurisdictions, and they may not
be suitable for all types of investors. The information and opinions contained in this publication is provided for informational purposes only and have
not been prepared with any regard to the objectives, financial situation and particular needs of any specific person, wherever situated. If you wish to
rely on or use the information contained in this publication, you should carefully consider whether any investment views and investment products
mentioned herein are appropriate in view of your investment experience, objectives, financial resources and relevant circumstances. You should also
independently verify and check the accuracy, completeness, reliability and suitability of the information and should obtain independent and specific
advice from appropriate professional advisers or experts.

Confidentiality

This publication may be provided to you upon request (and not for distribution to the general public), on a confidential basis for informational purposes
only, and is not intended for trading purposes or to be passed on or disclosed to any other person and/or to any jurisdiction that would render the
distribution illegal.

Solicitation

None of the content in this publication constitutes a solicitation, offer, recommendation or opinion by Emirates Islamic to buy, sell or trade in any
security or to avail of any service in any jurisdiction. This document is not intended to serve as authoritative legal, tax, accounting, or investment advice

regarding any security or investment, including the profitability or suitability thereof and further does not provide any fiduciary or financial advice. This
document should also not be used in substitution for the exercise of the prospective investor’s judgment.
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Disclaimer

Third Party

This 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. It is the responsibility of any person in possession of this publication to investigate and observe all applicable laws and
regulations of the relevant jurisdiction. This publication may not be conveyed to or used by a third party without the express consent of Emirates Islamic
or its affiliates, subsidiaries or group entities distributing this document. You should not use the data in this publication in any way to improve the quality
of any data sold or contributed by you to any third party.

Funds which are approved by the Securities and Commodities Authority (SCA) for promotion within the UAE by the Bank, shall not be deemed a
recommendation to purchase or invest in the fund and SCA shall not be held liable for the failure of any other party concerned with any fund to fulfil
their obligations and duties, or for the accuracy and integrity of the details concerned in the respective fund prospectus and such responsibility shall be
held by the parties whose names are indicated in the fund prospectus according to the roles and functions of each party.

Liability

Notwithstanding anything to the contrary set forth herein, Emirates Islamic, 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 this publication including, but not limited to, quotes and financial data; or (b) loss or damage arising from the use of this
publication, including, but not limited to any investment decision occasioned thereby. Under no circumstances, including but not limited to negligence,
shall Emirates Islamic, 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 Islamic has been advised specifically of the
possibility of such damages, arising from the use of this publication, including but not limited to, loss of revenue, opportunity, or anticipated profits or
lost business.

This publication does not provide individually tailored investment advice and is prepared without regard to the individual financial circumstances and
objectives of person who receive it. The appropriateness of an investment activity or strategy will depend on the person’s individual circumstances and
objectives and these activities may not be suitable for all persons. In addition, before entering into any transaction, prospective investors should: (i)
ensure that they fully understand the potential risks and rewards of that transaction; (ii) determine independently whether that transaction is
appropriate given an investor’s investment objectives, experience, financial and operational resources, and other relevant circumstances; (iii)
understand that any rates of tax and zakat or any relief in relation thereto, as may be referred to in this publication may be subject to change over time;
(iv) consult their advisers on the legal, regulatory, tax, business, investment, financial and accounting implications of the investment; (v) understand the
nature of the investment and the related contract (and contractual relationship) including, without limitation, the nature and extent of their exposure to
risk; and (vi) understand any regulatory requirements and restrictions applicable to the prospective investor.

Investors should make their own investigation into the Shariah compliance of any investment they wish to invest in. No reliance should be on the Bank
or any declarations, fatwa, opinion, or other documents prepared by, on behalf or at the request of the Bank for the purposes of a determination or
confirmation that the investment is Shariah compliant. Internal Shariah supervision committee of the product (s) issuing entity holds the responsibility
of ensuring conformity of the product with Shariah.

Forward Looking

Past performance is not necessarily a guide to future performance and should not be seen as an indication of future performance of any investment
activity. The information contained in this publication does not purport to contain all matters relevant to any particular investment or financial Past
performance is not necessarily a guide to future performance and should not be seen as an indication of future performance of any investment
activity. The information contained in this 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. Certain matters in this publication about the future
performance of Emirates Islamic or members of its group (the Group), including without limitation, future revenues, earnings, strategies, prospects
and all other statements that are not purely historical, constitute “forward-looking statements”. Such forward-looking statements are based on
current expectations or beliefs, as well as assumptions about future events, made from information currently available. Forward-looking statements
often use words such as “anticipate”, “target”, “expect”, “estimate”, “intend”, “plan”, “goal”, “seek”, “believe”, “will”, “may”, “should”, “would”,
“could” or other words of similar meaning. Reliance should not be placed on any such statements in making an investment decision, as forward-
looking statements, by their nature, are subject to known and unknown risks and uncertainties that could cause actual results, as well as the Group’s
plans and objectives, to differ materially from those expressed or implied in the forward-looking statements. Estimates of future performance are
based on assumptions that may not be realized.
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Disclaimer
Risk

Data included in this 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 Islamic may use different models, make valuation adjustments, or use different methodologies when determining prices
at which Emirates Islamic is willing to trade financial instruments and/or when valuing its own inventory positions for its books and records. The use of
this publication is at the sole risk of the investor and this publication, and anything contained herein, is provided "as is" and "as available." Emirates
Islamic makes no warranty of any kind, express or implied, as to this publication, including, but not limited to, merchantability, non-infringement, title,
or fitness for a particular purpose or use.

Investment in financial instruments involves risks and returns may vary. The value of investment products mentioned in this document may neither be
capital protected nor guaranteed and the value of the investment product and the income derived therefrom can fall as well as rise and an investor may
lose the principal amount invested. Investment products are subject to several risks factors, including without limitation, market risk, high volatility,
credit and default risk, illiquidity, currency risk and interest rate risk. It should be noted that the value, price or income of securities denominated in a
foreign currency may be adversely affected by changes in the currency rates. It may be difficult for the investor to sell or realise the security and to
obtain reliable information about its value or the extent of the risks to which it is exposed. Furthermore, the investor will not have the right to cancel a
subscription for securities once such subscription has been made. Prospective investors are hereby informed that the applicable regulations in certain
jurisdictions may place certain restrictions on secondary market activities with respect to securities.

Before making an investment, investors should consult their advisers on the legal, regulatory, tax, business, investment, financial and accounting
implications of the investment. In receiving this publication, the investor acknowledges it is fully aware that there are risks associated with investment
activities. Moreover, the responsibility to obtain and carefully read and understand the content of documents relating to any investment activity
described in this publication and to seek separate, independent financial advice if required to assess whether a particular investment activity described
herein is suitable, lies exclusively with the investor.

Intellectual property

This publication has been developed, compiled, prepared, revised, selected, and arranged by Emirates Islamic 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 Islamic 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 the investor and Emirates Islamic, at all times be and remain the sole and exclusive property of Emirates Islamic
and/or other lawful parties.

Except as specifically permitted in writing, you should not copy or make any use of the content of this publication or any portion thereof or publish,
circulate, reproduce, distribute or offer this publication for sale in whole or in part to any other person over any medium including but not limited to
over-the-air television or radio broadcast, a computer network or hyperlink framing on the internet or construct a database of any kind. Except as
specifically permitted in writing, you shall not use the intellectual property rights connected with this publication, or the names of any individual
participant in, or contributor to, the content of this publication, or any variations or derivatives thereof, for any purpose. This publication is intended
solely for non-commercial 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. By accepting this publication, you agree not to use, transfer, distribute, copy, reproduce, publish, display, modify, create, or dispose of any
information contained in this publication in any manner that could compete with the business interests of Emirates Islamic. Furthermore, you should
not use any of the trademarks, trade names, service marks, copyrights, or logos of Emirates Islamic or its subsidiaries in any manner which creates
the impression that such items belong to or are associated with you, except as otherwise provided with Emirates Islamic’s prior written consent. You
shall have no ownership rights in and to any of such items.
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