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• Last week was another positive one for most asset classes, with a rotation in favour of previous laggards 

• The week ahead is very busy with four major central banks meetings as well as CPI and activity numbers 

• We haven’t changed our modestly conservative positioning in June.  

So many traditional early recession indicators have been 
flashing red for so long that even the most patient 
bearish investors have started to capitulate. Indeed, 
recent market action shows that investors are less 
concerned about recession risk and start to embrace a 
more favorable outcome, at least for the near-term. 
Afterall, PMIs continue to display resilience in activity, 
and the most painful part of monetary tightening is now 
behind us. Of course, inflation remains a concern (watch 
the US CPI Tuesday), but central banks are now fine 
tuning their policies rather than radicalizing them. 
Confidence prevails: the VIX, index for US stocks implied 
volatility, is below 14, a level unseen since the Covid 
outbreak. Most asset classes did well last week, with a 
rotation favoring the laggards of 2023, from EM stocks 
and real estate to energy or utilities within DM stocks.  

We keep on thinking that the risk of recession, especially 
in the West, is underpriced by several asset classes. We 
haven’t changed our positioning in June and remain 
overweight safe bonds and underweight DM stocks. 
Having said that, should the “Goldilocks interlude” be 
confirmed, our overweight EM stocks should do well. 
Markets could worry again at some point, but in the 
meantime, we are paid to wait with the returns and 
peace of mind from cash, our largest overweight.  

The week ahead will be all about central banks and 
inflation. We do not expect the Fed to hike but they 
should guide for their intention to do more. The ECB 
should increase their policy rate by 25 basis points and 
also guide for more. The BoJ could continue to prepare 
the market for a tweak in their yield control on 
government bonds. We will look at CPI in the US 
Tuesday and in Europe Friday, as well as at industrial and 
retail sales for both the US and China on Thursday. 

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

A piece of the ever more scrutinized US labour market 
puzzle, in the form of sharply rising jobless claims, 
suggested last week that employment conditions could 
be starting to loosen in the United States. Yet, consumer 
discretionary stocks took the reading in their stride, and 
investors will want to see more evidence that the 
economy is buckling, before selling their beloved stocks 
in earnest. Indeed, we already observed that the market 
has turned more pro-cyclical since the strong May jobs 
report, and Bank of America US equity strategist Savita 
Subramanian gave her nod, saying that she sees the rally 
broadening out to cyclical stocks. After all, with IT mega-
caps having led equities higher, the most cyclical chunk 
of the market still cheap, Quantitative Tightening going 
on and the economy still showing positive growth, why 
keep on piling on the same theme when cyclical 
exposure offers some value? Bottom line, the post jobs-
report rotation is likely to continue.  

China’s inflation remained close to zero in May, with a 
weakening economic recovery and giving the central 
bank scope to increase stimulus. The CPI increased 0.2% 
from a year earlier, while the PPI declined 4.6%. This 
comes on the back of reports showing contracting 
manufacturing activity and shrinking exports, overall 
heightening the risk of deflation. Pressure has been 
growing on the PBOC to cut rates to support private 
businesses. A cut might occur very soon, followed some 
months down the road by a lowering of the reserve 
requirement ratio for banks. The current Goldilocks 
interlude marked by positive growth and falling inflation 
in the West, alongside the prospect for Chinese stimulus 
should finally be able to boost EM equities.  

However hard investors try to deflect their attention 
from the dreaded recession word, there is always some 
new Cassandra highlighting the inevitable. This time it is 
the turn of Professor Campbell Harvey, the gifted mind 
that was first to uncover the link between the yield 
curve and US recessions. He said that the amount of 
hiking that has already occurred will make itself felt and 
eventually crack the economy, an argument we have 
some sympathy for. And the banking crisis, still 
simmering and for now just dormant in his view, is 
simply a symptom of the over-tightening. What 
investors will like least to hear, is that Harvey has found 
that the duration of the yield curve inversion is “highly 
predictive” of the length of a recession. So, no matter 
how shallow the next contraction could be, it would be 
long indeed this time. By the way, we would be adding 
that historically we have been on the verge of a 
recession each time the yield curve has re-steepened in 
positive territory, that is when markets have started to 
discount rate cuts. For now, we may not be even done 
with the tightening, so maybe we should go back to 
chasing the fledgling cyclical rotation for a while longer. 
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 Fixed Income Update 

We enter a period of heightened central bank activity. 
After the hawkish jolt from BoC and RBA last week, six 
central banks from G-10 countries will meet for policy 
rate decisions in the next few days. This is a very delicate 
period for rate movement. Both institutions followed 
the Hike-Pause-Hike instead of the Hike-Pause-Cut 
customary of Central Banks, blaming the insistent 
inflation. Heightened bets on Higher for Longer rates 
lifted the front-end rates while the long-end increased 
slightly, with 30-year hardly changing on a weekly basis.  

The first wave of increased bills sales as the US Treasury 
rebuilds its cash coffers following Washington's deal to 
suspend the nation's debt limit was met with healthy 
demand. Treasury has increased bill auction sizes for the 
one to six-month tenors, totalling almost $60 billion in 
larger auction sizes, as well as adding regularly issued 6-
week cash management bills with a starting offering size 
of $45 billion. Bank of America expects bill issuance to 
amount to $1 trillion from June to August, with the 
accumulated total rising to $1.4 trillion by year-end.  

As many as four central banks from the G-10 meet this 
week. The Fed is widely expected to pause on 
Wednesday with crucial inflation data release a day 
prior, which would make the meeting interesting. As for 
the dots, we need at least three officials upgrading their 
terminal rate forecast for the '23 median to move 
higher. ECB is expected to hike the rates by 25 bps. The 
next challenge will be dealing with a multi-speed 
European economy where the advertised wage growth 
is indeed strong in Germany and France while Italy sees 
a pullback. BoJ would stay put even though the core CPI 
forecast for Q4 23 has moved up to 2.05% from 1.2% at 
the start of the year.   

While a Fed rate hike is not our base case, the best in 
the STIR futures indicate that market players are placing 
more short positions in the 3, 6, and 9-month horizon 
for the SOFR futures. Though the positioning for bond 
futures remains moderately bearish, we haven't seen a 
significant increase in those short positions. This 
indicates the market's expectations of a range-bound 
long-end yield, which should be positive for locking in 
long-duration carry-in quality credit without significant 
interest rate risk. 

Lastly, while the focus is justifiably on the US CPI release 
this week, Retail Sales is another data point crucial for 
the movement of the yields. According to Vanda's 
research, the high-frequency credit card data indicate 
something in the 0.2-0.4% MoM range for most of the 
ex-auto/gas and control figures for May, which is higher 
than consensus. US consumer spending activity over the 
past couple of weeks has been solid, with increases in 
Goods and Services spending. If the retail sales 
positively surprise this month, Treasury yields would 
almost certainly rise from current levels but should not 
break out above 4%. 
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gipaA Equity Update 

Positive returns from global equities last week with Japan 
continuing to outperform, the Russell 2000 playing catch 
up, regional US banks off their lows and a broad EM rally. 
Locally, the DFM had a strong week +2.7% whist the ADX 
ended 0.4% lower. This year the Dubai bourse 
performance has been stronger, with real estate and 
banks boosting gains. Higher off plan housing offtake and 
a vibrant economy are boosting both sectors.  

The potential profit boost from AI has provided a tail 
wind for equities, while risks from recession and hawkish 
Fed policy remain. This week we get central bank 
meetings from Europe, Japan and the U.S., along with 
U.S. inflation data that will influence the Fed's monetary 
policy path.  The US regional bank crisis is behind us, at 
least for now, and a debt ceiling solution reached without 
any of the 2011 volatility. Excitement around generative 
AI has reinforced profitability growth and a supportive 
macro environment suggest outperformance may 
continue, with the caveat of some volatility.  

If economic growth data is resilient and inflation trends 
lower, a declining equity risk premium will offset slightly 
higher interest rates and a higher equity multiple. 
Equities are currently competing with cash (yielding 5%) 
and IG credit (5%). While these are less risky asset 
classes, the VIX at 14.4 is indicative of lower volatility for 
equities. Also, positive for sentiment is consensus 
estimates for the S&P 500 for Q2 2023, of earnings 
growth of -6.4%; revenue growth -0.4% and then a 
turnaround with Q3, earnings growth of.0.8%; revenue 
growth 1.2%; Q4, earnings growth pf 8.2%; revenue 
growth 3.2% and in line with our estimates ending with 
flat earnings growth for CY2023. For 2024 estimates jump 
up sharply to earnings growth of 12.3%; revenue growth 
of 4.9%. 

We are neutral US equities. The Nasdaq is +27% YTD as 
the technology sector has left nearly all other sectors 
behind. But recommend a broader US positioning as 
cyclical sectors should play catch up and big tech is 
trading at 1.5X broader market valuations. The S&P 500 
was up 0.4% last week and officially in a bull market 
(+20% from lows). The S&P 500 +13% YTD, has been 
driven by gains from big tech, and muted returns for most 
other stocks. The equal-weighted S&P 500 is in 
comparison only +3% YTD. with Apple, Nvidia, Microsoft, 
Amazon. Tesla, Meta and Alphabet up +40% to 170% YTD 
and now comprising close to one third of S&P 500 market 
cap. Valuations for the S&P 500 at 19.7 X forward P/E are 
above our fair value estimate 18.2X which was based on 
a tightening cycle lower multiple. Slowing inflation, 
better than expected growth, and elevated market 
concentration supports the higher multiple. On a similar 
note, the Euro Stoxx up 15% YTD is also in a narrow rally 
with mega cap outperforming including the key 
consumer, luxury, tech stocks: Nestle, Airbus, ASML, 
BMW, Siemens, Safran, LVMH, et al.  

We have retained our overweight EM Asia outlook and 
expect Chinas consumption recovery (estimated $1 
trillion in excess savings) to be driven more by a gradual 
recovery and initially led by services and middle-to-high-
income consumers, before broadening to goods and low-
to-middle-income consumers. 

EQUITY RECOMMENDED REGIONAL POSITIONING 
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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 persona l 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 f rom 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 possibi lity 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 applicable 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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