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• The Fed hiked but opened the possibility for a pause, with continued stress in the US banking system 

• Meanwhile, global activity remains resilient, and the US job market is not sharply deteriorating 

• Our stance is unchanged: the short-term outlook is not adverse, but some valuations are questionable. 

Last week was eventful and volatile but ended with 
pretty much flat weekly returns for most asset classes. 

First things first: as expected, the Fed hiked by 25 basis 
points. Most importantly, their tone was a bit equivocal: 
opening the possibility of an imminent pause, but with 
ambiguity on the timing and reluctancy to talk about 
possible rate cuts in the future. Fed Chairman also 
affirmed that the US banking system is “sound and 
resilient”. The message from share prices of US regional 
banks continued to be very different. Trust in banks 
themselves can be addressed, but the irresistible appeal 
from money market funds compared to plain current 
account deposits continues to affect liquidity. 

It wasn’t a bad week for activity measures: ISM and PMI 
highlighted strength in the services sector, and an 
overall marginal improvement in the global picture. The 
consequence is of course that inflation is not materially 
abating. The ECB also hiked by 25 basis points, and the 
mission is certainly not accomplished yet as Euro area 
core inflation printed at 5.60% in April. Manufacturing 
activity remains soft everywhere, and unexpectedly 
slowed in China as per Caixin PMI measure. This pushed 
oil prices lower, to $75 for Brent, but it wasn’t a bad 
week for EM stocks – GCC markets were down but still 
outperform broader EM, China and India YTD. 

Our TAA Committee, scheduled this week, is torn 
between a benign short-term outlook and clouds on the 
medium-term horizon. Our temptation is to reduce risk 
further and continue to increase cash. Having said that, 
it’s more an intention that a conviction for now. We may 
keep our positioning unchanged for the time being: Q1 
earnings are strong, investors’ positioning is far from 
excessive, and we are already overweight cash. Stay 
safe. 

We stick to our large overweight in cash and safe bonds, 
against an underweight in hedge funds, riskiest bonds 
and DM equities, whose valuations discount an ideal 
scenario that, while possible, is certainly not a given. 

ASSET CLASSES USD % TOT.RETURN, YTD 2023 & LAST WEEK 
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 Cross-asset Update 

On the macro front the week started on the softer side 

with China’s PMI data below expectations and ended on 

a stronger note in the United States, where a hot 

employment report revived animal spirits. In between, 

US business surveys were also leaning strong, while the 

JOLTS report showed the first signs of easing in the US 

labor market as momentum in job openings weakened to 

recessionary levels. The China recovery story seems to be 

well on track, despite cooling non-manufacturing prints, 

that anyway are hovering at the highest levels since 2021. 

On the other hand, one should not downplay the fact that 

the United states are slowly slowing, and that contraction 

risks emanate from the credit tightening expected in the 

banking sector, an issue possibly compounded by debt 

ceiling risks spiking this summer. DoubleLine Capital CEO 

Jeffrey Gundlach said US recession odds remain “darn 

high”, while billionaire investor Bill Ackman and Allianz 

chief economic adviser El-Erian warned on ongoing risks 

from the banking crisis. 

In this environment of slowing growth long-duration 

trades should be preferred, as yields are more likely to 

recede than rally further. Indeed, with one of the most 

significant contractions in money supply in US history, it 

is only a matter of time before inflation responds with a 

lag and the narrative shifts to deflation, so government 

bonds would be outperforming. The long-duration theme 

could be overcrowded in gold, since the yellow metal is 

already discounting a favorable policy scenario of 

multiple Fed rate cuts into year-end. On the other hand, 

the same theme should have more breathing room in 

treasuries, as being long duration has year-to-date been 

a negative-carry trade due to the inverted yield curve, so 

most managers have so far preferred short-duration 

positions. 

Should one want to be positioned for growth, we still 

think that the developing economies geared to the 

Chinese recovery offer a better macro and policy mix 

than the Western countries. With US growth still holding 

up in the current quarter the emerging markets should 

catch up with their developed peers in the next few 

months. In China total property sales were positive in 

March on a yearly basis for the first time since the slump 

in the sector started in 2021. Usually, a rebound in the 

sector is followed by a pick-up in Chinese consumer 

confidence. 

We still remain convinced that the best way to navigate 

the current market environment is to seek income in 

developed markets and look for growth in the emerging 

ones. 

TACTICAL ASSET ALLOCATION: SIMPLIFIED POSITIONING 
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 Fixed Income Update 

It feels like a weight has been lifted from the market's 
shoulders. Last week's FOMC decision to hike by 25 bps 
hopefully is the last one for this rate hike cycle. The Fed 
said inflation, labor market, and credit conditions data 
will be factored into future policy. Powell noted that the 
job market is still very tight, and uncertainty about how 
much-reduced lending from banks will contribute to a 
cooling in the economy is still uncertain. The Fed will 
also continue its balance sheet runoff. Powell said the 
central bank would work to strengthen both supervision 
and regulation for midsize banks. He also said that it's 
"essential" for the debt ceiling to be raised and that a US 
government default would be quite adverse. A day later, 
the ECB slowed the hiking pace to a quarter-point, as 
expected, and while the statement didn't offer much 
guidance on future moves, Lagarde said policymakers 
aren't done yet. Reinvestments will end in July for the 
Asset Purchase Program, the ECB's oldest bond-buying 
plan. 

Despite the respite from the Fed, the US Job numbers 
were strong. US payroll gains unexpectedly accelerated 
last month, with the 253,000 increase beating median 
expectations from Bloomberg's survey. Average hourly 
earnings also came in hot, with a 0.5% increase against 
a median forecast of 0.3%. That was the biggest wage 
increase since July and brought the annual pace of gains 
to 4.4%, well above the 3% pace economists view as 
consistent with a 2% inflation rate. This resulted in the 
bear-flattening of the curve. The 2-year trades are 
above 3.9%, and the 10-year is back above 3.4%. The 
rate cut estimates are also slightly down, with year-end 
rates currently predicted at 4.35% versus 4.18% last 
Thursday.  

In the last seven instances of pauses, we have seen the 
10-year yield go down on average by 80 bps, and there 
have been zero instances where 10-year yields have 
gone up within 180 days after the pause. IG Credit is still 
a preferred segment for us. US corporate default activity 
rose in April to a 33-month high and raised both the 
high-yield bond and leveraged loan default rates to 2-
year highs, according to JPM. If the past is any 
indication, something would break before the Fed looks 
to cut rates, and it would be wise to avoid increasing risk 
at this point. The credit spreads have compressed in the 
six months following the pause in two instances but 
have blown up after that in 100% of the cases.  

YTD GCC debt has outperformed the broader EM Debt 
by 60 bps thanks to the tilt to high-quality Investment 
Grade issuers. Primary issuance has seen a slowdown 
recently, with issuers looking to navigate the critical Fed 
week. UAE has announced the issuance of new AED T-
Sukuks with auction dates for the 2 and 3 years 
announced on 9th May Tuesday. This heralds a new 
class of securities and presents an opportunity for 
investors to further diversify their currency risks. 

FIXED INCOME KEY CONVICTIONS 
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gipaA Equity Update 

US and European equities fell last week as both the Fed 
and ECB announced rate hikes, with the Fed indicative of 
pausing but not the ECB. The Nasdaq was flat, 
outperforming the S&P 500 –0.78%. Continued US bank 
stress and concerns over US debt ceiling negotiations led 
to a pick-up in volatility, with the VIX spiking, after a fairly 
benign April. Emerging market equities+0.5%, had small 
gains from China, India and Dubai. Markets are still 
defensive with opposing forces: Q1 corporate earnings 
and revenue a positive catalyst, indicative of demand not 
waning in spite of Central bank tightening but headwinds 
from US bank turmoil and tougher lending conditions,  
looming US debt ceiling and geopolitics.  Future 
performance remains dependent on corporate margins 
and the outlook for profit growth (as always). 

Why have developed markets continued to rally with 
higher borrowing rates, tightening bank credit, slowing 
economic growth and higher labour costs, with the 
economy starting to feel the lagged effects of tighter 
monetary policy? Recent stresses in the banking system 
are further tightening financial conditions. A peak in the 
rate-increase cycle alongside lower positioning by 
institutional investors during 2022, somewhat explains 
why equity markets have performed better than 
expected.  Mega-cap tech has outperformed the S&P 500 
by 23% in 2023 and accounts for most of the index’s 8% 
YTD return. The returns of Microsoft, Apple, Alphabet, 
Meta and Amazon have ranged from 19% to 94%. Mega-
cap tech’s weight in the S&P 500 index has rebounded 
from 18% in December 2022 to 22%. During 2022, 
analysts lowered mega-cap tech firms’ 2023 EPS 
estimates by an average of 27%, as growth decelerated 
sharply amid post-pandemic normalization. But 1Q 2023 
results for mega-cap tech saw earnings and margins 
beating consensus with upward revisions to EPS as 
generative AI is seen to aid profits over time.  

Q1 earnings season has 60-75% of companies having 
reported in Europe and the US. Earnings growth is 
tracking at -3% y/y in both regions, a positive surprise of 
6% and 9% vs consensus estimates, respectively. Japan is 
on track for EPS growth of +14% y/y/. Apple, 6% of the 
S&P 500 market cap reported its second straight quarter 
of declining revenue $95 bn, -3% y/y but said iPhone sales 
surged due to strong demand in emerging markets, 
(India), though global declining Mac and iPad sales.   

Worries about the banking sector resurged and  the Global 

Banking index fell 2% last week, the regional US banks fell 

8%. Banks' quarterly earnings have differentiated the 

'haves' and 'have-nots' when it comes to deposit flows and 

asset sales and with four U.S.-based regional lenders 

having collapsed since March. Investors are concerned 

other banks could see their depositors flee. 

PacWest shares, First Horizon and Western Alliance which 

saw extreme sell offs have shown signs of recovering this 

week as no deposit runs were triggered . Shareholders of 

troubled banks can get wiped out, triggering  a potentially 

self-fulfilling run on the stocks and generate a deposit 

flight and also make it impossible to raise equity or achieve 

a sale prior to a closure by regulators. . The FDIC plans to 

charge big banks with fees to refill the deposit insurance 

fund, leaving smaller lenders exempt. 
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Reliance 

Emirates NBD Bank PJSC (“Emirates NBD”) uses reasonable efforts to obtain information from sources which it believes to be re liable, however, Emirates 

NBD makes no representation that the information or opinions contained in this publication are accurate, reliable or complete  and should not be relied on 

as such or acted upon without further verification. Opinions, estimates and expressions of judgment are those of the writer and are subject to change without 

notice. Emirates NBD accepts no responsibility whatsoever for any loss or damage caused by any act or omission taken as a result of the information contained 

in this publication. Data/information provided herein are intended to serve for illustrative purposes and are not designed to initiate or conclude any 

transaction. In addition this 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 the determination of whether a particular investment activity is advisable.  This 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 

provided thereto by unaffiliated third parties. Moreover, the provision of certain data/information in this publication is subject to the terms and conditions 

of other agreements to which Emirates NBD is a party. Anyone proposing to rely on or use the information contained in this 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.  Further, references to any financial instrument or investment product are not intended to imply that an actual trading market exists 

for such instrument or product.  The information and opinions contained in Emirates NBD publications are provided for personal use and informational 

purposes only and are subject to change without notice.  The material and information found in this publication are for general circulation only and have not 

been prepared with any regard to the objectives, financial situation and particular needs of any specific person, wherever situated 

Confidentiality 

This publication is provided to you upon request 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. The investor may not offer any part of this 

publication for sale or distribute it over any medium including but not limited to over-the-air television or radio broadcast, a computer network or hyperlink 

framing on the internet without the prior written consent of Emirates NBD or construct a database of any kind. 

Solicitation 

None of the content in this publication constitutes a solicitation, offer, opinion, or recommendation by Emirates NBD to buy or sell any security, or to provide 

legal, tax, accounting, or investment advice or services regarding the profitability or suitability of any security or investment and further does not provide 

any fiduciary or financial advice.  

Third party 

The security or investment described in this publication may not be eligible for sale or subscription to certain categories of investors. 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 NBD. The investor may not use the data in this 

publication in any way to improve the quality of any data sold or contributed to by the investor to any third party.  

Liability 

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 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 

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 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, the risks should be fully understood and a determination made as to 

whether a transaction is appropriate given the person’s investment objectives, financial and operational resources, experiences and other relevant 

circumstances.  The obligations relating to a particular transaction (and contractual relationship) including, without limitation, the nature and extent of their 

exposure to risk should be known as well as any regulatory requirements and restrictions applicable thereto.  

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 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 NBD 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.  Undue 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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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 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.  
 
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 NBD 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 and income from your investments may vary because of changes in 
interest rates, foreign exchange rates, prices and other factors and there is the possibility that you may lose the principle amount invested.. 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 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 the investor 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, the investor may not copy or make any 
use of the content of this publication or any portion thereof.  Except as specifically permitted in writing, the investor 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, the investor agrees 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 NBD. 
Furthermore, the investor 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 the investor or, except as otherwise provided with Emirates NBD, 
prior written consent. The investor has no ownership rights in and to any of such items.  
 
Emirates NBD (P.J.S.C.) is licensed and regulated by the Securities & Commodities Authority and subject to regulation, supervision and control of the 
Authority. Head Office: Baniyas Road, Deira, PO Box 777, Dubai, UAE 
 
 
United Kingdom 
 
This publication was prepared by Emirates NBD Bank PJSC in the United Arab Emirates. It has been issued and approved for distribution to clients by the 
London branch of Emirates NBD Bank PJSC which is authorized by the Prudential Regulation Authority and regulated by the Financial Conduct Authority 
(FCA) and the Prudential Regulation Authority in the UK.  Some investments and services are not available to clients of the London Branch. Any services 
provided by Emirates NBD Bank PJSC outside the UK will not be regulated by the FCA and you will not receive all the protections afforded to retail 
customers under the FCA regime, such as the Financial Ombudsman Service and the Financial Services Compensation Scheme. Changes in foreign 
exchange rates may affect any of the returns or income set out within this publication. 
 
Singapore 
 
This publication was prepared by Emirates NBD Bank PJSC in the United Arab Emirates. It has been issued and approved for distribution to clients by the 
Singapore branch of Emirates NBD Bank PJSC which is licensed by the Monetary Authority of Singapore (MAS) and subject to appl icable laws (including 
the Financial Advisers Act (FAA) and the Securities and Futures Act (SFA). Any services provided by Emirates NBD Bank PJSC outside Singapore will not be 
regulated by the MAS or subject to the provisions of the FAA and/or SFA, and you will not receive all the protections afforded to retail customers under 
the FAA and/or SFA. Changes in foreign exchange rates may affect any of the returns or income set out within this publication. 
Please contact your Relationship Manager for further details or for clarification of the contents, where appropriate.  
 
For contact information, please visit www.emiratesnbd.com  
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